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Management Discussion and Analysis for the Nine months ended July 31, 2006

The following is a discussion and analysis of the results of operations and financial condition of the Company for the nine months ended July 31, 2006 and 2005 along with certain factors that may affect the Company’s prospective financial condition and results of operations.  
The discussion and analysis contains forward-looking statements, which involve risks and uncertainties.  Actual events could differ from those anticipated in these forward-looking statements.

Overview


The Company is an active participant in the development and production of currency inventory management and control systems for financial institutions, large retailers, casino and mass transit operators, and various government agencies.

To this point in time, the Company’s strategic direction has been to enhance its position as a supplier of efficient solutions.  Part and parcel of this strategy has been to invest in its existing business, continue to introduce new products, research opportunities in new industry sectors and complete strategic alliances to extend the technological and market reach of the Company.  To achieve the objectives of these strategies it is critical that alliances reached with larger participants in the market are actively productive.  In the first nine months of fiscal 2006, the alliances entered into by the Company have still not reached this status.  As a consequence, the Company continues to reevaluate its direction and is considering a number of options in order to realize upon the strategic value of its innovative solutions.

The Company’s software products have demonstrated their value in use to the licensees of the products.  The DOS based Currency Controller product has a history of solid performance in major North American financial institutions.  The next generation of this product, a 32-bit, Java based iteration of the Currency Controller, trademarked by the Company, as “CC-32™” is being adopted by users in the market as a replacement for  the DOS version of the Currency Controller and as a replacement for competitor systems with fewer features.  As this market has evolved over the years, however, the Company’s competitors are offering a variety of supplementary systems in concert with the currency management and control software.  The open architectured nature of the CC-32 solution, and its ability to interface to other systems employed by the user is a major selling point of the product.  Management is working with larger participants in the market whereby the CC-32™ is embraced into a suite of products designed to serve the clients.

The Company’s liquidity position as at July 31, 2006 remains severely strained.  The Company continues to reevaluate its direction and is considering a number of options in order to realize upon the significant development and organizational expenditures incurred by the Company to bring its self service products to the market and to release the strategic value of what has been created.  

While the Company has historically funded its activities through cash flow from operations, the issuance of debt and the sale of common shares and warrants or convertible debentures, there can be no assurance that funds will be available on terms acceptable to the Company in order to recapitalize its operations as they presently exist.  Accordingly, notwithstanding Management’s strong belief that the problems the Company experienced in the past have been dealt with, the Company’s actions with respect to the continued development of its business divisions, as they have existed, must necessarily take these realities into consideration.

Quarterly Financial Data

The table below presents selected financial data of the Company for each of the eight fiscal quarters ended July 31, 2006:
	
	Fiscal quarter ended

	
	July 31 2006
	April 30 2006
	Jan 31 2006
	Oct. 31 2005
	July 31 2005
	April 30 2005
	Jan 31 2005
	Oct. 31 2004

	
	(in thousands of dollars)

	Revenue
	271
	243
	146
	235
	579
	390
	657
	121

	Gross profit
	174
	163
	117
	(112)
	275
	266
	461
	146

	Net income (loss) 
	(116)
	    (74)
	(245)
	(149)
	74
	26
	154
	(393)

	Net income (loss)  per share
	(0.01)
	(0.00)
	(0.01)
	(0.00)
	0.00
	0.00
	0.01
	(0.02)


Results of Operations

Three months ended July 31, 2006 Compared to Three months ended July 31, 2005
Revenue
	
	2006
	2005 
	Change
	% Change

	
	
	
	
	

	Software
	220,570
	242,452
	(21,882)
	(9.0)%

	Self-service systems
	48,689
	334,180
	(285,491)
	(85.4)%

	Peripheral resales
	1,290
	2,129
	(839)
	(39.4)%

	
	270,549
	578,761
	(308,212)
	(53.3)%



The Company’s total sales for the three months ended July 31, 2006 were $270,549 as compared to $578,761 for the corresponding period in 2005, a decrease of $308,212 or 53.3%. Reflecting the effects of the factors noted in the “Overview” above and the long sales cycle experienced with each of the products. Revenues in the first nine months of fiscal 2006 have continued at a pace similar to the pace experienced in the fourth quarter of fiscal 2005 and the first two quarters of fiscal 2006. Revenues for the three months ended July 31, 2006 are substantially lower than the revenues of the corresponding period in 2005. Of importance, however, in the third quarter the Company acquired orders for fifty-five units of its CashNET self-service system for delivery in the fourth quarter.
Software Sales - The Company generates software revenue from the sale of license agreements to use its software products, upgrading existing license holder’s systems, training, consulting and from recurring revenues for maintenance and product support. The sales cycle for the software licenses tends to be a number of months and the dollar value of each license sale is relatively large. Consequently the revenue from the sale of software licenses can vary significantly quarter to quarter depending on license sales. Software revenue including recurring product support revenue totaled $220,570 for the three months ended July 31, 2006, a decrease of $21,882 or 9.0% as compared to the corresponding three months the previous year. The license and upgrade revenue for the three months ended July 31, 2006 of $89,050 was $4,698 or 5.6% greater than the $84,352 in the corresponding period of 2005. The increase is the result of more upgrades implemented in 2006 compared to 2005. A condensed version of a CC-32™ license was sold in the third quarter in 2005 and no license was sold in the third quarter of 2006. The consulting revenues of $20,900 in the three months ended July 31, 2006 were $750 or 3.7% greater than the $20,150 in the same period in the prior year. 
The majority of the Company’s customers renew their product support agreements annually, in order to stay current with new features and developments.  Recurring product support revenue for the three months ended July 31, 2006 totaled $110,620 compared to $137,950 for the corresponding three months the previous year, a decrease of $27,330 or 19.8%. The decrease is the result of certain customers electing not to renew their product support agreements on older software system licenses. Recurring revenue represented 40.9% of total sales revenue in the three months of 2006, as compared to 23.8% in the same three months of fiscal 2005.  Software revenue represented 81.5% of total revenue in 2006 as compared to 41.9% in 2005.


Self-service System Sales - Self-service system sales include the sale of systems,  license fees for the software employed in the systems and the manufacture of specified products and recurring product support maintenance fees. Self-service system revenue for the three months ended July 31, 2006 totaled $48,689 a decrease of $285,491 or 85.4% from the $334,180 for the corresponding three months the previous year. The Self-service revenue in the third quarter of 2006 represented the sale of three CashNET units compared to the eighteen units sold in the third quarter of 2005. The Self-service revenue represented 18.0% of total revenue in the first quarter of fiscal 2006 as compared to 57.7% for 2005. Final quarter 2006 results for this product group will be substantially higher than 2005 sales due to the recently announced sale of products for delivery in the fourth quarter.

Peripheral Resales - Peripheral resales reflect the sale of other vendors’ products, to the Company’s clients, concurrent with the implementation of a solution by the Company.  The peripherals are not integral parts of the Company’s systems, but may be required to operate such systems.  If the client does not already own such peripherals, the Company acts as a 

reseller of such products.  Peripheral products include computer processing units, optical imaging scanners and upgraded telecommunications circuit boards.  There was $1,290 of peripheral sales to one customer during the three months ended July 31, 2006 as compared $2,129 of peripheral sales to three customers in the three months ended July 31, 2005 a decrease of $839 or 39.4%. In the three months ended July 31, 2006, Peripheral Resale revenue represented 0.5% of total revenue, as compared to 0.4% in the three months ended July 31, 2005.
Cost of Goods Sold

Cost of goods sold for the three months ended July 31, 2006 was $96,722 compared to $303,926 in the corresponding period in 2005.  The corresponding gross margins were 64.2% in 2006 and 47.5% in 2005. Software margin was 74.9% in 2006 as compared to 76.6% in 2005. The Self-service systems gross margin in the three months of fiscal 2006 was 17.2% as compared to 26.4% in 2005. Contributing to the decline in the Software and Self-service margins from the 2005 level is was a stronger Canadian dollar in relation to the U.S. dollar in the third quarter of fiscal 2006 as compared to the same period a year earlier. The gross margin for the Self-service systems was also impacted in 2006 third quarter by one time costs associated with a change of a jobbing supplier for the CashNET system. Going forward the Company expects that the gross margin under the new jobbing arrangement will be at least as good as The margin for peripheral sales in 2006 was 23.6% as compared to 39.8% in 2005.  
Gross Profit
The sales mix between software, self service systems and peripherals can dramatically impact the Company’s Gross Profit in any given reporting period. Gross Profit can also be affected by changes in the exchange rate between Canadian and U.S. dollars.  As a result of the sales mix and the strength of the Canadian dollar versus the U.S. dollar and the factors identified above, the Gross Profit achieved in the three months of fiscal 2006 was $173,827 or 64.2% compared to Gross Profit for the corresponding period in 2005 of $274,835 or 47.5%, an increase in Gross Profit percentage of 16.7 points. 
Selling Expense
Selling expenses are comprised of direct selling and marketing expenses and the salaries of employees whose principal function is sales and marketing. In the three months ended July 31, 2006, selling expense increased $22,152 or 282.3% from $7,848 in the three months ended July 31, 2005 to $30,000 in the third quarter of 2006. The $22,152 increase is primarily comprised of a $20,696 increase in compensation expense. The 2005 figure of $7,848 was reduced by the reversal of an accrual of approximately $20,000 related to the resignation of an employee in fiscal 2004. The number of sales staff in the third quarter of 2006 has remained the same as in the third quarter of 2005. As a percentage of sales, selling expense was 11.1% in the second quarter of fiscal 2006 as compared to 1.4% in the corresponding period of 2005. 
General and Administrative Expenses

General and administrative (“G&A”) expense consists primarily of salaries, benefits and overhead expenses including those related to the software programming staff, corporate maintenance charges, occupancy, professional fees, foreign exchange gains and losses and travel.  G&A expense totaled $146,664 including a foreign exchange loss of $1,489 in the third quarter of fiscal 2006 as compared to $83,277 including a foreign exchange loss of $2,754 in corresponding period of 2005 an increase of $63,387 or 76.1%.  The $63,387 increase is the result of a number of factors including a $47,114 increase in salaries as a result of lower absorption of labour in the cost of sales in the third quarter of 2006 compared to the third quarter of 2005 and   a $9,355 increase in professional fees in 2006 compared to 2005, similar costs were not incurred in the comparable period in the prior year.

As a consequence of these factors, the G&A expense ratio including the foreign exchange loss as compared to revenue was 55.1% in 2006 as compared to 14.4% in 2005, a deterioration  of 40.7 percentage points from 2005 as a result of the increase in the expenses and a decrease in the sales. 
The secured debt is currently $1,556,712 (July 31, 2005 - $1,523,401) and bears interest at 15% per annum. See the comments under Related Party Transactions regarding the conversion of $290,000 of accrued interest and fees to common shares in October, 2005. In the third quarter of fiscal 2006 interest expense on the secured debt was $56,712 (2005 - $53,597). As at September 25, 2006 the interest has been paid up to April 30, 2006.
Amortization

Amortization for the three months ended July 31, 2006 of $26,453 increased by $930 or 3.6% from $25,533 in the three months ended July 31, 2005. 
Interest Expense on Convertible Debentures 
Convertible debenture interest was $30,247 in the three month periods ended July 31, 2006 and 2005. The principal amount of convertible debentures outstanding at July 31, 2006 and 2005 was $1,000,000. See comments under Financing Arrangements regarding the conversion of $150,000 of accrued interest into 1,500,000 common shares of Cencotech Inc. at a price of $0.10 per share effective October 31, 2005. The interest has been paid up to July 31, 2006.
Net Earnings and Earnings Per Share


As a result of the factors discussed above, net loss for the quarter ended July 31, 2006 was $116,259 as compared to the net income in the quarter ended July 31, 2005 of $74,333.  As noted above, all product development activity in the Company has been expensed since 1999.  As development activity for the existing products has been completed, there was no Development expense in the three months ended July 31, 2006 or 2005.

	
	2006
	2005

	Net earnings (loss) loss
	$(116,259)
	$74,333

	Earnings (loss) per share
	$(0.01)
	$0.00


The diluted income (loss) per share for the three months ended July 31, 2006 and 2005 have not been presented as the exercise of the outstanding stock options and the conversion of convertible debentures would be anti-dilutive.

Nine months ended July 31, 2006 Compared to Nine months ended July 31, 2005

Revenue

	
	2006
	2005 
	Change
	% Change

	
	
	
	
	

	Software
	548,405
	1,116,459
	(568,054)
	(50.9)%

	Self-service systems
	95,059
	489,100
	(394,041)
	(80.6)%

	Peripheral resales
	15,510
	20,144
	(4,634)
	(23.0)%

	
	658,974
	1,625,703
	(966,729)
	(59.5)%



The Company’s total sales for the nine months ended July 31, 2006 were $658,974 as compared to $1,625,703 for the corresponding period in 2005, a decrease of $966,729 or 59.5%. As noted above, sales for the third quarter of fiscal 2006 continued at a similar pace experienced in the previous quarter. Consequently, revenue for the nine months ended July 31, 2006 is substantially lower than revenues for the corresponding period in 2005. During the third quarter the Company acquired orders for fifty-five units of its CashNET self-service system for delivery in the fourth quarter.

Software Sales - The sales cycle for the software licenses tends to be a number of months and the dollar value of each license sale is relatively large. Consequently the revenue from the sale of software licenses can vary significantly quarter to quarter depending on license sales. Software revenue totaled $548,405 for the nine months ended July 31, 2006, a decrease of $568,054 or 50.9% as compared to the corresponding nine months the previous year. The decrease is the result of: revenues from the sale of CC-32™ licenses in the first three quarters of 2006 of $22,800 being substantially lower than the $489,150 realized in the first three quarters of 2005 from the sale of CC-32™ licenses; and revenue from license upgrades in the nine months ended July 31, 2006 were $141,610 compared to $152,376 in the corresponding period in 2005. The consulting revenues of $31,258 in the first nine months of 2006 were $23,202 or 42.6% lower than the $54,460 in the same period in the prior year.

The majority of the Company’s customers renew their product support agreements annually, in order to stay current with new features and developments.  Recurring product support revenue for the nine months ended July 31, 2006 totaled $352,737 compared to $420,473 for the corresponding nine months the previous year, a decrease of $67,736 or 16.1%. The decrease is the result of certain customers electing not to renew their product support agreements on older software system licenses. Recurring revenue represented 36.7% of total sales revenue in the first nine months of 2006, as compared to 17.4% in the same nine months of fiscal 2005.  Software revenue represented 83.2% of total revenue in 2006 as compared to 68.7% in 2005.


Self-service System Sales - Self-service system revenue in the nine months of fiscal 2006 totaled $95,059 a decrease of $394,041 or 80.6% from the $489,100 in the first nine months of fiscal 2005. The Self-service revenue in the first two quarters of 2006 was considerably lower than the first two quarters of 2005. The third quarter of 2006 as outlined above was also lower than the third quarter of 2005. As a result the Self-service system revenue in the first nine months of 2006 is correspondingly lower than the Self-service revenue in the same period in the previous year. The Self-service revenue represented 14.4% of total revenue in the first nine months of fiscal 2006 as compared to 30.1% for 2005. Final quarter 2006 results for this product group will be substantially higher than 2005 sales due to the recently announced sale of products for delivery in the fourth quarter


Peripheral Resales - Peripheral products include computer processing units, optical imaging scanners and upgraded telecommunications circuit boards.  There was $15,510 of peripherals sales during the nine months ended July 31, 2006 as compared $20,144 sales of peripheral sales in the first nine months of fiscal 2005. In the nine months ended July 31, 2006, Peripheral Resale revenue represented 2.4% of total revenue, as compared to 1.2% in the first quarter of fiscal 2005.

Cost of Goods Sold

Cost of goods sold for the nine months ended July 31, 2006 was $205,585 compared to $623,898 in the corresponding period in 2005.  The corresponding gross margins were 68.8% in 2006 and 61.6% in 2005. Software margin in 2006 was 76.5% as compared to 2005 at 78.1%. This decrease of 1.6 percentage points is the result of proportionately less license revenue in the first nine months of 2006 in comparison to the first nine of 2005. Consequently the proportion of recurring product support revenue to total revenue is much greater in fiscal 2006 compared to fiscal 2005 as identified above in the review of software sales. The Self-service systems gross margin in the first nine months of fiscal 2006 was 28.9% as compared to 25.1% in 2005. Factors affecting the Self-service systems gross margin in 2006 have been the strengthening Canadian dollar in relation to the U.S. dollar; the one time costs associated with the change of a jobbing supplier referred to above and the $11,400 of manufacturing license fee revenue in the first quarter not having a cost associated with it whereas the fiscal 2005 sales had no similar revenue. The peripheral sales gross margin in the first nine months of fiscal 2006 was 39.9% as compared to 36.1% in 2005.
Gross Profit

The sales mix between software, self service systems and peripherals can dramatically impact the Company’s Gross Profit in any given reporting period. Gross Profit can also be affected by changes in the exchange rate between Canadian and U.S. dollars.  As a result of the sales mix and the strength of the Canadian dollar versus the U.S. dollar and the factors identified above, the Gross Profit achieved in the nine months ended July 31, 2006 was $452,389 or 68.8%, compared to Gross Profit for the corresponding period in 2005 of $1,001,805 or 61.6%, an increase in Gross Profit percentage of 7.2 points. The increase was realized in the Self-service systems and peripherals.
Selling Expense

Selling expenses are comprised of direct selling and marketing expenses and the salaries of employees whose principal function is sales and marketing. In the first nine months of fiscal 2006, selling expense increased $5,550 or 5.8% from $95,088 in the first nine months of 2005 to $100,638 in the first nine months of 2006. The $5,550 increase is primarily comprised of a $2,495 decrease in salaries and benefits offset by an increase of $4,699 in travel and a $4,087 increase in advertising and promotion. The increase in travel, advertising and promotion is the result an increased sales activity in 2006. The number of sales staff in the first nine months of 2006 has remained at one, the same as in the first nine months of 2005. As a percentage of sales, selling expense was 15.3% in the first nine months of fiscal 2006 as compared to 5.8% in the corresponding period of 2005. 
General and Administrative Expenses

General and administrative (“G&A”) expense consists primarily of salaries, benefits and overhead expenses including those related to the software programming staff, corporate maintenance charges, occupancy, professional fees, foreign exchange gains and losses and travel.  G&A expense totaled $575,807 including a foreign exchange loss of $29,727 in the nine months of fiscal 2006 as compared to G&A expenses of $332,723 including a foreign exchange loss of $29,856 in 2005 an increase of $243,084 or 73.1%.  The $243,084 increase is the result of a number of factors including a $14,283 net reduction in salaries as a result of one fewer people in the first nine months of 2006 on a comparable basis to the first nine months of 2005 and as a result of lower software and self service systems sales in the first nine months of 2006 compared to the first nine months of 2005 which resulted in a $167,371 lower allocation of labour to cost of sales. Additional factors contributing to the net increase of $243,084 are: Occupancy costs are $10,199 lower in 2006 as there was one month in the first quarter of 2005 at the higher previous rate before the arrangement for reduced space came into effect on December 1, 2004 whereas the lower rate was in effect throughout the first half of 2006;  professional fees are $49,910 higher in 2006 compared to 2005 as a result of the costs associated with the debt conversion arrangement referred to under the headings of Related Party Transactions and Financing Agreements, the Rights Offering and additional accruals related to the 2005 audit, similar costs were not incurred in the comparable period in the prior year; there were $28,376 additional expenses related to regulatory fees and other expenses such as printing and transfer agent in 2006 associated with the Rights Offering and the debt conversion that were not incurred in 2005; and there was a $10,000 charge in the first quarter of 2006 relating to the transfer of self-service product from inventory to Capital Property and Equipment, see comments under Capital Expenditures, a similar charge was not incurred in 2005. 

As a consequence of these factors and lower sales in 2006 year to date as compared to the same period in 2005, the G&A expense ratio including the foreign exchange loss as compared to revenue was 87.4% in 2006 as compared to 20.5% in 2005, a deterioration  of 66.9 percentage points. 

Other Income

Pursuant to an August 7, 2003 agreement with a Dealer, the Company’s subsidiary had a liability of $106,575 resulting from the return of product mutually agreed to between the subsidiary and the Dealer. Under the terms of the aforementioned agreement, the liability was to be reduced pro-rata based on the sales of another specific product to be supplied by the subsidiary to the Dealer in the future. As the product specified in the agreement is no longer produced and the Dealer has modified the agreement, Management is of the opinion that there is no longer a direct liability. As a consequence the liability has been eliminated and the amount was recognized as Other Income in the three months ended April 30, 2006.

Amortization


Amortization for the nine months ended July 31, 2006 of $74,538 decreased by $1,467 or 1.9% from $76,005 in the first nine months of fiscal 2005. 

Interest Expense on Convertible Debentures 

Convertible debenture interest was $89,753 in the first nine months of each of 2006 and 2005. The principal amount of convertible debentures outstanding at July 31, 2006 and 2005 was $1,000,000. See comments under Financing Arrangements regarding the conversion of $150,000 of accrued interest into 1,500,000 common shares of Cencotech Inc. at a price of $0.10 per share effective October 31, 2005. As at September 25, 2006 the interest  on the Convertible Debentures has been paid up to July 31, 2006.
Provision for Income Taxes

The basic rate of 36.12% was applied to nine month pre-tax income in 2006 (2005 - 36.12%). There was no future tax benefit recognized in either 2006 or 2005. 

The Company adopted section 3465 of the Canadian Institute of Chartered Accountants (CICA) Handbook regarding accounting for income taxes. This section requires the use of the asset and liability method for income taxes. Under the asset and liability method, assets or liabilities are recognized for the future income tax consequences attributable to differences between the financial statement carrying values and their respective income tax basis (temporary differences).


The Company and its subsidiary have losses in 2006 and 2005 available for carry forward to reduce future years’ income for tax purposes.  These losses will expire in 2014 and 2010 respectively if not used.  The tax benefit of these losses has not been reflected in these financial statements, as there is not presently reasonable assurance that these benefits will be realized prior to expiry.

The Company’s wholly-owned subsidiary also has investment tax credits of approximately $260,000 available to reduce future income taxes payable expiring $7,000 in 2006, $79,000 in 2008, $129,000 in 2009, and $45,000 in 2011.  These credits have also not been reflected in these financial statements as there is not presently reasonable assurance that the investment tax credits will be realized prior to expiry.

Related Party Transactions
The following summarizes the Company’s related party transactions:

a) Rent and administration in the amount of $31,500 were paid in the nine months ended July 31, 2006 (2005 - $31,500) to a company that is partially owned by the President of the Company.

b) Included in accounts payable and accrued liabilities are amounts due to directors of $42,300 (2005 – $38,200).

c) In 2003, a company controlled by the President of Cencotech (“the Secured Lender”) entered into a new loan agreement (“the Credit Facility”) with the Company on the basis of security purchased from the Company’s bank. The Credit Facility with the Company replaced the previous bank loan and temporary loan arrangements which were retired.  Interest at the rate of 15% per annum is calculated and compounded monthly. Under the terms of the Credit Facility all indebtedness was to have been paid by October 31, 2004. The Credit Facility is secured by a general security agreement constituting first ranking security interest in all property of the Company’s subsidiary and a postponement and assignment of claim signed by the Company.

The loan negotiations with the related party were undertaken by unrelated members of the parent Company’s Board of Directors, expressly established as an ad hoc committee for the purpose of acquiring the necessary financing for the Company. 

On April 22, 2006 the principal of the secured debt was increased by $200,000. As at July 31, 2006, the indebtedness under the Credit Facility is $1,531,521 (2005 - $1,300,000).   Interest expense related to the Credit Facility during the nine months ended July 31 was $154,233 (2005 - $153,356).  

d)
On October 31, 2005 the Secured Lender agreed to convert $290,000 of accrued interest and outstanding fees to 2,900,000 common shares of Cencotech Inc. at a price of $0.10 per share effective October 31, 2005. In addition, the Secured Lender agreed to extend the maturity date of the Credit Facility to December 31, 2006. 

The loan negotiations with the related party were undertaken by unrelated members of the parent Company’s Board of Directors, expressly established as an ad hoc committee for the purpose of acquiring the necessary financing for the Company. 

These transactions, with the exception of (d), are in the normal course of operations.  They are all measured at the exchange amount, which is the amount of consideration established and agreed to by the parties.

Net Earnings and Earnings Per Share

As a result of the factors discussed above, net loss for the nine months ended July 31, 2006 was $435,005 as compared to the net income in the nine months ended July 31, 2005 of $254,880.  As noted above, all product development activity in the Company has been expensed since 1999.  As development activity for the existing products has been completed, there was no Development expense in the nine months of fiscal 2006 or 2005.

	
	2006
	2005

	Net earnings (loss) loss
	$(435,005)
	$254,880

	Earnings (loss) per share
	$(0.02)
	$0.02


The diluted income (loss) per share for the nine months ended July 31, 2006 and 2005 have not been presented as the exercise of the outstanding stock options and the conversion of convertible debentures would be anti-dilutive.

Liquidity and Capital Resources
General
The Company has historically funded its activities through cash flow from operations, bank debt and the sale of Common Shares and warrants or convertible debentures.  During the most recent four year period ended July 31, 2006, the Company funded all capital expenditures, operations and debt reduction from a combination of cash flow from operations, the sale of Common Shares and warrants and the issuance of new debt and debentures convertible into Common Shares of the Company. 
Cash Flow from Operations

The Company had negative working capital of $2,250,778 at July 31, 2006 compared to the negative working capital of $2,374,679 at July 31, 2005 excluding Deferred Revenue of $619,356 at July 31, 2006 (July 31, 2005 - $284,845). 
The Company had negative cash flow from operations in the nine and three month periods end July 31 as set out below:

	
	
	
	2006
	
	2005

	
	
	
	
	
	

	Nine months ended July 31
	
	
	 $   (52,562)
	
	 $    (115,547)

	
	
	
	
	
	

	Three months ended July 31
	
	
	 $   (184,941)
	
	 $   (100,044)

	
	
	
	
	
	


The Company continues to explore with third parties a number of options to realize on the strategic value of the Company’s assets and to enhance the cash flow from operations.

Balance Sheet

INVENTORY

The inventory consists of electronic, electrical and mechanical components used in the assembly of the self service product lines and items for resale such as computer processing units, optical imaging scanners and upgraded telecommunications circuit boards The component parts include printers, mag card readers, touch screen units, vaults, bill counts, and various fasteners and custom designed components of the self service products. Some pieces are interchangeable among the various products. The finished goods inventory includes completed self-service products and peripheral items for resale to complement the self-service products. 

The policy for recognizing a provision is based on management’s estimation of the realizable value of the inventory. The inventory is regularly reviewed based on product design, sales history and sales prospects. If it determined that for technological reasons or by reason of lack of customer acceptance a product or components thereof are not saleable, those items will be provided for 100% and/or disposed of. At the time of the disposition the cost and the provision will be adjusted accordingly.  In the first nine months of 2006, product having cost of $226,240 that was fully provided for was written off and the provision was adjusted accordingly and product having a cost of $17,500 was transferred to Intellectual Property and Equipment as Showroom equipment at an estimated fair value of $7,500 and a charge of $10,000 was recorded against operations in the period. This equipment is to be used to demonstrate the product.
	
	
	July 31 2006
	
	October 31 2005

	
	Raw materials and parts
	269,754
	   
	$252,044

	
	Finished goods
	279,122
	
	449,889

	
	
	548,876
	
	701,933

	
	Less: Provision
	339,374
	
	565,614

	
	Total inventory
	$209,502
	
	$136,319


INTELLECTUAL ASSETS AND PROPERTY AND EQUIPMENT

Intellectual assets and property and equipment are recorded at cost less accumulated amortization and are amortized over their estimated useful lives as follows:

Recognition technology - Hardware
30% declining balance

Trademarks and patents
20% straight-line

Office equipment
20% declining balance

Showroom equipment
three years straight-line

Leasehold improvements
20% straight-line or over term of lease

	
	
	
	2006
	
	
	
	2005

	
	Cost
	
	Accumulated

Amortization
	
	Net Book

Value
	
	Net Book

Value

	
	$
	
	$
	
	$
	
	$

	Intellectual Assets
	
	
	
	
	
	
	

	    Recognition technology - Hardware
	12,004
	
	11,849
	
	155
	
	236

	    Trademarks and patents
	238,712
	
	193,109
	
	45,603
	
	79,575

	
	250,716
	
	204,958
	
	45,758
	
	79,811

	Property and Equipment
	
	
	
	
	
	
	

	    Office equipment
	196,209
	
	153,899
	
	42,310
	
	49,771

	    Showroom equipment
	7,500
	
	936
	
	6,564
	
	-

	    Leasehold improvements
	182,920
	
	166,174
	
	16,746
	
	39,174

	
	386,629
	
	321,009
	
	65,620
	
	88,945

	
	637,345
	
	525,967
	
	111,378
	
	168,756



Showroom equipment consists of Company product required for demonstration purposes and having an estimated fair value of $7,500 that was transferred from Inventory during the first quarter of 2006. A $10,000 charge against operations was recognized at the time of the transfer.


Intellectual assets being trademarks and patents are reviewed on an ongoing basis.  When events and circumstances indicate that carrying amounts may not be recoverable, a write-down to fair value is charged to income in the period that such a determination is made. 
DEFERRED REVENUE

Systems maintenance fees relate to a defined period of time and are paid in advance. Deferred revenue is comprised of systems maintenance fees for which services have not yet been provided and customer deposits on purchase orders where the product is yet to be delivered. Revenue is recognized on a straight line basis over the term of the maintenance contract.  Associated costs are recognized as incurred.
Deferred Revenue is comprised as follows:

	
	
	July 31
	
	October 31

	
	
	2006
	
	2005

	
	System maintenance fees
	$124,082
	   
	$99,144

	
	Customer deposits
	495,274
	
	117,065

	
	
	$619,356
	
	$216,209


Financing Agreements
At July 31, 2006, the Company’s subsidiary has a $1,556,712 (July 31, 2005 - $1,523,401) secured debt arrangement with a related party. On October 31, 2005 the Secured Lender agreed to convert $290,000 of accrued interest and outstanding fees to 2,900,000 common shares of Cencotech Inc. at a price of $0.10 per share effective October 31, 2005 and extend the maturity date to December 31, 2006. 
As at July 31, 2006, the Company had $1,000,000 of convertible debentures outstanding. On October 11, 2005, the Company reached agreement with the debenture holder to extend the maturity date of the debenture to December 31, 2006. In consideration, the conversion privilege on the debentures was amended such that the holder may convert the principal amount or any part thereof into common shares of Cencotech Inc. at $0.165 per share on or before maturity. In addition, the holder agreed to convert $150,000 of accrued interest into 1,500,000 common shares of Cencotech Inc. at a price of $0.10 per share effective October 31, 2005. 
The Company has the right to call the debenture at anytime upon five days notice. The term may be further extended upon mutual agreement of the parties and discussions with respect to repayment/renegotiation are ongoing with the debenture holder. The debenture remains outstanding at this date and negotiations on renewal/repayment are progressing.

 The $1,000,000 debenture is secured by a charge against the Company’s assets and does not restrict the Company’s ability to incur additional debt. The debenture security ranks behind the security of the secured debt of the Company’s subsidiary.

On February 15, 2006, pursuant to the terms of a Rights Offering to shareholders of record on January 16, 2006, 218,000 common shares were issued for $21,800.

Contractual Obligations

A summary of the Company’s contractual obligations:

	
	Payments due by period

	
	Total
	Less than

1 year
	1 – 3 years

	Convertible debenture
	$1,000,000
	$1,000,000
	

	Secured debt
	1,556,712
	1,556,712
	

	Premises lease
	85,000
	15,000
	$70,000

	Total Contractual obligations
	$2,641,712
	$2,571,712
	$70,000


Capital Expenditures

The Company’s primary capital expenditure activities in the past involved the acquisition of deferred development of technology and capital investments required for its reduced facilities. 
Capital expenditures for the nine and three month periods ended July 31, 2005 and 2006 are set out below:
	
	
	
	2006
	
	2005

	
	
	
	
	
	

	Nine months ended July 31
	
	
	 $          9,660 
	
	 $         37,175 

	
	
	
	
	
	

	Three months ended July 31
	
	
	 $          3,815 
	
	 $          3,860 


The 2006 investment relates to the costs of filing and maintaining intellectual property. In addition, during the first quarter of fiscal 2006, inventory used for demonstration purposes was transferred from Inventory to Capital Property and Equipment, Showroom Equipment at an estimated fair value of $7,500 a $10,000 charge against operations was recognized at the time of the transfer. The 2005 investments relate to the costs of filing and maintaining intellectual property and leasehold improvements in the first quarter of fiscal 2005 resulting from a reduction in leased facilities.
Additional Information

Additional information relating to the Company including the interim and annual financial statements and the AIF are available on SEDAR at www.sedar.com
Outstanding Share Data

Summary of securities issued and outstanding as at July 31, 2006
Class



Authorized


Issued and Outstanding
Common


Unlimited



22,036,332
During the nine months ended July 31, 2006, pursuant to a rights issue offering that closed on February 15, 2006, an additional 218,000 common shares were issued.

There are no common shares reserved for issuance with respect to Options granted under the Company’s stock option plan as at July 31, 2006. The last options expired in April, 2006.
Common shares reserved for issuance with respect to the 

outstanding convertible debentures as at July 31, 2006


6,060,606

Critical Accounting Estimates

The preparation of the consolidated financial statements in conformity with Canadian generally accepted accounting principles requires management to make estimates and assumptions that affect the amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. . The estimates are made in the context of the assumption that the Company will continue as a going concern 

Significant areas requiring the use of estimates relate to:

Collectibility of accounts receivable – Management estimates the collectibility of each account receivable and based on that estimation an estimate of an allowance for doubtful accounts is established. The recording of such an allowance will have a corresponding increase in expenses and a reduction in net income for the period.
Valuation of inventory - Inventory is valued at the lower of cost and net realizable value. Management reviews the inventory regularly and if in the estimation of Management the net realizable value of the inventory is less than cost a provision is recorded to reduce the carrying value of the inventory and a corresponding expense is recognized thereby reducing the net income for the period; and 

Carrying value of intellectual assets– Management establishes the rate of amortization for intellectual assets. Management assesses the carrying value of these assets based on the estimated revenue the products they relate to will generate. This estimation may result in the reduction of the carrying value of these assets and a corresponding increase in expenses and a reduction of net income for the period.

Investor Relations


Personnel employed directly by the Company handle all investor relations. The duties include news releases, investor communications and general day to day operations of this department.

Legal Proceedings

There are no outstanding legal proceedings.

Risk Factors

Seasonality and Inflation

Although the Company’s sale cycle is quite lengthy, sales of the Company’s products are generally not seasonal.  Inflation, in recent years, has not adversely affected the Company’s results of operations and is not expected to adversely affect the Company in the future, unless inflation increases substantially.

Market Risks


Market risks represent the risk of loss that may impact the consolidated financial statements of the Company due to adverse changes in financial market prices and rates.  The Company’s market risk is primarily the result of fluctuations in interest rates and in foreign currency values, particularly the United States dollar.  Management monitors the movement in interest rates and currency exchange rates and, on that basis, decides on the appropriate measures to take.  Interest rates and exchange rates at the present time are such that no measures are being taken at this time.


The Company does not hold or issue financial instruments for trading purposes.

Financing Risk

There is risk associated with the Company’s ability to secure additional or replacement financing for debt instruments presently outstanding.
Dependence on Management

The Company’s success is dependent on its founders, directors and management team. The loss of the services of key personnel could make it more difficult to successfully operate the Company’s business and pursue its business goals.

Competition Risk

The Company’s business is in a competitive market and it competes with companies that have greater resources, experience and market stature.
Product Performance Risk

The Company’s products are tested extensively and must meet certain quality assurance tests prior to delivery to customers.  However, many of the products sold to the market utilize subassemblies produced by other manufacturers.  The Company relies upon the quality assurance processes and representations of the subassembly suppliers.  Product failures can result in a number of risks to the business including: market reputational risks and warranty/cost of goods expense risks.

Market for Securities


The Common Shares of the Company are listed and posted for trading on the TSX Venture Exchange under the trading symbol “CTZ”.

Toronto, Ontario

September 27, 2006
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