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CryptoLogic Inc. is a leading
software development Company

serving the Internet gaming market.

The Company’s proprietary technologies enable secure, high-speed
financial transactions over the Internet. CryptoLogic continues to
innovate and develop state of the art Internet software applications
for both the electronic commerce and Internet gaming industries.
WagerLogic, a wholly-owned subsidiary of CryptoLogic, is respon-
sible for the licensing of its gaming software and services to cus-
tomers around the world.

CryptoLogic’s common shares trade on the Toronto Stock
Exchange under the symbol CRY and on the Nasdaq National
Market under the symbol CRYP. For more information, visit
www.cryptologic.com and www.wagerlogic.com.

All dollar amounts are expressed in United States dollars, unless otherwise indicated.

Statements in this report which are not historical are forward-looking statements made pursuant to the safe harbour provisions of the Private
Securities Litigation Reform Act of 1995. Investors are cautioned that all forward-looking statements involve risks and uncertainties, including, with-
out limitation, risks associated with the Company's financial condition and prospects, legal risks associated with Internet gaming and risks of gov-
ermnmental legislation and regulation, risks associated with market acceptance of technological changes, dependence on licensees and key
licensees, increased competition and other risks detailed in the Company’s filings with securities regulatory authorities. When used herein, the
words "may”, “would," "could," "will," “intend," "plan," "anticipate,” "believe," "seek," "propose," "estimate," "expect" and similar expressions are
intended to identify forward-looking statements. Should one or more of these risks or uncertainties materialize, or should assumptions underlying
forward-looking statements prove incorrect, actual results may vary materially from those projected in the forward-looking statements as intended,
planned, anticipated, believed, estimated or expected. CryptoLogic does not intend, and does not assume any obligation, to update these forward-
looking statements.

LETTER TO SHAREHOLDERS

In the three-month period ended March 31, 2002, CryptoLogic remained solidly profitable
and in line with guidance in what was a transitional quarter for the industry. This is a tes-
timony to the strength of our international business base, and an endorsement of the
Company’s strategy to remain focused on growing the business globally in markets that
embrace on-line gaming.

During the quarter, the Company generated net income of $2.2 million on revenue of $8.7
million. Total cash at the end of the quarter was $34.4 million.

We continue to maintain that the toughest quarter is behind us. While the impact of the
U.S. credit card issue will continue to be felt, we expect that the new licensees signed and
products announced thus far in 2002 — Sports.com, Ritz Interactive Ltd., Dukes
Entertainment N.\/, Java casino games and our new Bingo product — along with the suc-
cess of existing licensees will help bring about a return to earnings growth in the second
half of the year.

FINANCIAL HIGHLIGHTS

As expected, first quarter revenue decreased year-over-year to $8.7 million, compared with
$10.9 million in the first quarter of 2001. The decrease was principally due to the decision
in the fourth quarter of 2001 by certain U.S.-based banks to limit the use of their credit
cards for Internet gaming transactions and the resulting delay in the realization of revenue
as U.S. players moved to alternate forms of payment.

Lower revenue in the quarter reflects the short-term challenge being faced by the entire
industry as it adjusts to the impact of the U.S. credit card situation. This pressure was antic-
ipated, and has been factored in our projections for the year. That said, by the end of the
quarter approximately 50% of the revenue decrease experienced in December 2001 had
been recovered.

Net income in the quarter was $2.2 million, or $0.18 per share ($0.16 per diluted share),
compared with net income of $5.2 million, or $0.37 per share ($0.34 per diluted share), in
the first quarter of the prior year. Net margin for the first quarter was 25%.

Net income was affected in part by a 78% decrease in interest income to $0.2 million, from
$0.8 million in the first quarter of 2001, due to lower prevailing interest rates and
decreased cash reserves than in the corresponding period of the previous year.
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The Company remained well funded, with $34.4 million in total cash on the balance sheet
at March 31, 2002. Significant uses of cash during the quarter included the utilization of
both Substantial and Normal Course Issuer Bids to buy back common shares as a means
of enhancing shareholder value, and an investment in Sports.com to further the
Company’s international growth strategy.

Under the Substantial Issuer Bid that expired on January 11, 2002, the Company repur-
chased 1,004,934 common shares at a total cost of $17.8 million, including fees.
CryptoLogic also continued to make use of its Normal Course Issuer Bid, which expires
on May 17, 2002, repurchasing 165,500 common shares during the quarter at a cost of
approximately $2.0 million. The Company intends to renew its Normal Course Issuer Bid
for the May 2002-May 2003 period.

In February, the Company expanded its presence in the European market by securing a
long-term licensing and purchase option agreement with Sports.com, Europe’s leading
digital sports channel, through an investment of $5.9 million. With over 4.0 million unique
audited users of its sports content and U.K.-regulated sports wagering services per month,
Sports.com boasts tremendous European coverage. The Sports.com Casino is the first
licensee site to initially go live with CryptoLogic’s suite of Java casino games that were
launched in February.

OUTLOOK

Despite the short-term impact of the U.S. credit card situation, Management is confident
in the long-term vitality of the Internet gaming industry and in the fundamental strength
of the Company and its business model.

The Company remains focused on profitable growth by expanding its presence world-
wide, primarily in Europe and Asia, with brand-name licensees; by remaining a leader in
regulatory compliance; and, by adding products through development or acquisition to
drive organic growth of licensee sites and enter new vertical gaming markets.

| ™
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Jean Noelting
President & CEO

April 30, 2002
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MANAGEMENT’S DISCUSSION

The following discussion and analysis should be read in conjunction with the unaudited
consolidated financial statements of CryptoLogic Inc. ("the Company" or "CryptoLogic"),
including the notes thereto, for the three months ended March 31, 2002 and March 31,
2001, and the audited consolidated statements and the Management’s Discussion and
Analysis for the year ended December 31, 2001 as set out in the Company’s 2001 Annual
Report. All currency amounts are in United States dollars unless otherwise indicated.

OVERVIEW

CryptoLogic is an Internet software development and licensing company with leading pro-
prietary commerce enabling technology that permits secure, reliable, efficient, and rapid
financial transactions over the Internet. To date, it has focused its activities on developing
proprietary software technology for the Internet gaming industry. The Company, through
its wholly-owned subsidiary WagerLogic Limited ("WagerLogic"), licenses its software
products and services to companies around the world who hold Internet gaming licenses
issued by governments where the licensees are domiciled.

FORWARD LOOKING STATEMENTS

Statements in this report which are not historical are forward-looking statements made
pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of
1995. Investors are cautioned that all forward-looking statements involve risks and uncer-
tainties, including, without limitation, risks associated with the Company’s financial con-
dition and prospects, legal risks associated with Internet gaming and risks of governmen-
tal legislation and regulation, risks associated with market acceptance and technological
changes, risks associated with dependence on licensees and key licensees, risks associated
with competition and other risks detailed in the Company’s filings with securities regula-
tory authorities. These risks may cause results to differ materially from those projected in
the forward-looking statements.

RESULTS OF OPERATIONS

REVENUE

Revenue in the first quarter of 2002 was $8.7 million. This represents a decrease of 20%
compared with revenue of $10.9 million in the first quarter of 2001. The decline resulted
from the challenges being faced by the Internet gaming industry as a whole as it adjust to
a policy decision by certain U.S. banks regarding the use of their credit cards for Internet
gaming.
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In light of ongoing legislative uncertainty in the United States, some U.S. banks have cho-
sen to take a conservative stand and stopped accepting charges to their credit cards for
Internet gaming transactions. The Company has taken into consideration this impact on
revenue when establishing financial targets for 2002.

To mitigate the impact of this situation, the Company has enabled licensees to add non-
credit card-based payment options for players at their sites, and has increasingly marketed
existing non-credit card-based payment options available through its own e-cash software.
More importantly, the Company will continue to focus on accelerating business expansion
in non-U.S. markets.

In the quarter, positive momentum was experienced toward reducing reliance on U.S.
users. The Company’s objective is to have 50% of licensee revenue generated by licensees’
end-users in non-US markets by the end of 2002.

NET INCOME

Net income for the first quarter of 2002 was $2.2 million, or $0.18 per share ($0.16 per
diluted share), compared with $5.2 million, or $0.37 per share ($0.34 per diluted share) in
the first quarter of 2001.

Net income was primarily impacted by the revenue challenges associated with the US
credit card situation. In response, the Company instituted cost control and reduction
measures during the quarter, which included a headcount freeze and general expense con-
trol measures. Subsequent to the end of the quarter, the Company reduced the staff level
in its Canadian-based operations by 10%.

SOFTWARE DEVELOPMENT AND SUPPORT COSTS

Software Development and Support Costs, which include all personnel, licensee support,
customer service costs and compliance related expenditures, decreased by 3.5% to $4.8
million, compared with $5.0 million in the corresponding quarter of the prior year.

Included in these costs are the development of software to enter the gaming verticals of
bingo and poker, the development of a range of the Company’s most popular casino
games using Java technology, an investment in customer relationship management (CRM)
software to optimize profit potential for licensees, regulatory compliance efforts in the
Tier-one regulated jurisdictions of the Isle of Man and Alderney and ongoing enhance-
ment of the Company’s core technology.

The Company expenses all software development costs as incurred. Given the fact that the
Bingo and Poker products have yet to be made generally available, the Company has
expensed all the development costs with no associated revenue benefit in the quarter.

GENERAL AND ADMINISTRATIVE COSTS

General and administrative expenses were $1.2 million for the quarter, a 56% increase from
the previous year. The increase relates primarily to elevated infrastructure costs associated
with growth in the Company’s workforce on a year-over-year basis, heightened interna-
tional business development activities and the evaluation of a European listing for the
Company’s shares.

FINANCE COSTS

Finance costs include bank charges and fees for bank drafts and letters of credit. All letters
of credit are secured by cash deposits, which are included in the restricted cash balance on
the Company’s balance sheet. These costs increased slightly in the first quarter due to
increased volume of bank drafts purchased.

AMORTIZATION

Amortization charged during the period increased to $0.2 million, from $0.1 million in the
first quarter of 2001, primarily as a result of increased investment in computer equipment
and software to support the Company’s regulatory compliance initiatives in the jurisdic-
tions of the Isle of Man and Alderney, and the acquisition of ALI Online Inc. in October
2001.

INTEREST INCOME

Interest income decreased in the quarter to $0.2 million, from $0.8 million in the corre-
sponding quarter of the previous year. Two factors contributed significantly to the
decrease relative to the first quarter of 2001: first, a prevailing lower interest rate environ-
ment; and second, lower cash reserves as a result of the Company using $19.8 million to
repurchase common shares, and a $5.9 million investment in SCG Enterprises Limited, a
wholly-owned subsidiary of Sports.com.

PROVISION FOR INCOME TAXES

Income taxes for the quarter decreased to $0.3 million, versus $0.6 million in the first quar-
ter of 2001, primarily due to lower pretax profits than in the first quarter of 2001.



' Al
CRYPTOLOGIC'

~1

LIQUIDITY AND CAPITAL RESOURCES

A strong financial position was maintained during the quarter. At March 31st, 2002, the
Company had $19.8 million in cash and cash equivalents and $14.5 million of cash held on
reserve with its bankers to secure letters of credit granted to banks that process credit card
transactions on behalf of the Company. This represents a $25.2 million decrease from total
cash of $59.6 million at December 31, 2001.

The change reflects operating cash flow of $2.8 million netted against cash used for financ-
ing activities during the quarter of $19.6 million ($19.8 million used in the share repurchase
programs discussed under Interest Income above, net of options exercised worth $0.2 mil-
lion dollars).

Cash used in investing activities was $6.2 million, representing the $5.9 million investment
in SCG Enterprises, plus capital asset additions of $0.3 million.

The Company has no debt, and expects foreseeable cash flow needs to be funded through
existing cash resources and operating cash flows.

RISKS AND UNCERTAINTIES

The primary risks and uncertainties that affect and may affect the Company and its busi-
ness, financial condition and results of operations are substantially unchanged from those
discussed in the Company’s Management’s Discussion and Analysis of Financial Condition
and Results of Operations for the year ended December 31, 2001 contained in the
Company’s 2001 Annual Report. All such risks and uncertainties are incorporated herein
by reference.

GOVERNMENT REGULATION

There continues to be ongoing debate whether to prohibit or regulate the Internet gam-
ing industry. Prohibition efforts persist, particularly at the federal level in the U.S., and
remain an ongoing industry risk. At the same time, efforts to regulate the industry contin-
ue in other jurisdictions.

During the first quarter, the U.K. government’s Department of Culture, Media and Sport
made recommendations to overhaul that country’s gambling laws in response to the pre-
viously issued Gambling Review Report (“the Budd Report™). The recommendations, enti-
tled A Safe Bet for success - Modernising Britain's Gambling Laws propose putting in place a
framework for a fully regulated and licensed environment in the UK. for all forms of
Internet gaming.

The Company sees the Budd Report and the recent recommendations as positive develop-
ments, particularly in light of its stated focus on growth in regulated non-U.S. markets.

OUTLOOK

While the Internet gaming market is experiencing short-term volatility, overall market
growth is expected to continue at double-digit levels in the future.

CryptoLogic remained profitable in the first quarter, with financial results within expecta-
tions, however the effect of the U.S. credit card situation had a significant impact. It is
expected that this issue will continue to affect the Company’s financial results over the next
several quarters.

The Company has responded tactically by implementing additional non-credit card-based
payment options at licensee sites, instituting cost control measures and targeting new
licensees with a focus on non-U.S. markets.

Going forward, the Company will continue to capitalize on this growing market by:

* targeting, by WagerLogic, of brand-name licensees with large international user bases
and the marketing savvy necessary to be successful as competition continues to
increase;

» focusing on driving organic growth in existing customers through the addition of mar-
ket-driven products that expand opportunities to enhance player relationships and
broaden the player base with new gaming options, new languages and new currencies;

* providing industry-leading data mining, marketing and customer care to help licensees
sustain and grow customer relationships; and,

e maintaining its commitment to self-regulation and regulatory compliance.
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CONSOLIDATED BALANCE SHEETS

(In thousands of U.S. Dollars)

FINANCIAL STATEMENTS

(Unaudited) (Audited)
As at As at
March 31, December 31,
2002 2001
ASSETS
Current assets:
Cash and cash equivalents $ 19,815 $ 42,822
Restricted cash 14,540 16,800
Reserves with processors 981 144
Accounts receivable 1,658 697
Income taxes recoverable - 408
Prepaid expenses and other 1,212 768
38,206 61,639
Investments 8,413 2,480
Capital assets 3,063 2,949
Intangible assets 310 337
Goodwill 1,040 1,040
$ 51,032 $ 68,445
LIABILITIES AND
SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 2,038 $ 2,704
Accrued liabilities 1,119 1,389
Income taxes payable 98 -
Funds held on deposit 4,043 3,263
7,298 7,356
Shareholders' Equity:
Capital stock 8,590 8,720
Retained earnings 35,144 52,369
43,734 61,089
$ 51,032 $ 68,445

CONSOLIDATED STATEMENTS OF INCOME

(In thousands of U.S. Dollars, except per share data)

(Unaudited)

For the three months ended

March 31, March 31,
2002 2001

Revenue $ 8,664 $ 10,865
Expenses

Software development and support 4,791 4,963

General and administrative 1,224 783

Finance 137 75

Amortization 197 63

6,349 5,884

Income from operations 2,315 4,981
Interest income 175 790
Net income before taxes 2,490 5,771
Provision for income taxes 286 589
Net income $ 2,204 $ 5182
Earnings per share

Basic $ 0.18 $ 0.37

Diluted $ 0.16 $ 0.34
Weighted Average Number of Shares (‘000s)

Basic 12,210 14,038

Diluted 13,569 15,252
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

(In thousands of U.S. Dollars)
(Unaudited)

Three Months Ended

March 31, March 31,
2002 2001
Number of ~ Stated | Number of Stated
Shares (‘000s) Value ($)| Shares (‘000s) Value ($)
Common shares:
Balance, beginning of period 13,137 8,448 14,079 6,455
Repurchase of shares (1,170) (367) (119) (40)
Exercise of stock options 25 237 87 420
11,992 8,318 14,047 6,835
Series ¢ warrants:
Balance, beginning of period 160 22
Balance, end of period 160 22
Series f warrants:
Balance, beginning of period 30 272
Balance, end of period 30 272
Total capital stock 12,022 8,590 14,207 6,857
Retained earnings, beginning of period 52,369 51,133
Net income 2,204 5,182
Excess of purchase price of treasury
shares over stated value (19,429) (1,175)
Retained earnings, end of period 35,144 55,140
Total shareholders' equity 43,734 61,997

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands of U.S. Dollars)
(Unaudited)

Three months ended

March 31, March 31,
2002 2001
Cash provided by (used in):
Operating Activities:
Net income $ 2,204 $ 5182
Adjustments to reconcile income to
cash provided by (used in) operating activities:
Amortization 197 63
Changes in operating assets and liabilities:
Restricted cash 2,260 (500)
Reserves with processors (837) (206)
Accounts receivable (961) 979
Prepaid expenses and other (444) (380)
Income taxes 506 625
Accounts payable (666) (616)
Accrued liabilities (270) 207
Funds held on deposit 780 395
2,769 5,749
Financing activities:
Issue of capital stock for cash 237 420
Repurchase of common shares (19,796) (1,215)
(19,559) (795)
Investing activities:
Additions to capital assets (284) (65)
Investments (5,933) (921)
(6,217) (986)
Increase (decrease) in cash and cash equivalents (23,007) 3,968
Cash and cash equivalents, beginning of period 42,822 42,696
Cash and cash equivalents, end of period $ 19,815 $ 46,664
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NOTES TO CONSOLIDATED

As at March 31, 2002
(Unaudited)

These consolidated interim financial statements of Cryptologic Inc. ("the Company") have
been prepared in accordance with Canadian generally accepted accounting principles using
the same accounting policies as were used for the consolidated financial statements for the
year ended December 31, 2001, except as described below in a change in accounting poli-
cy (note 1). These consolidated interim financial statements should be read in conjunction
with the consolidated financial statements for the year ended December 31, 2001, as set
out in the 2001 Annual Report.

1. Change in Accounting Policy

Effective January 1, 2002, the Company adopted the new recommendations of the
Canadian Institute of Chartered Accountants with respect to the accounting for stock-
based compensation and other stock-based payments. The new recommendations are
applied prospectively to all stock-based payments to non-employees, and to employee
awards that are direct awards of stock, call for settlement in cash or other assets, or
are stock appreciation rights that call for settlement by the issuance of equity instru-
ments, granted on or after January 1, 2002. Outstanding grants as at January 1, 2002
that call for settlement in cash or other assets or stock appreciation rights that call for
settlement in equity instruments are applied retroactively, without restatement. The
Company does not have any such grants as at January 1, 2002 and as such will apply
the new recommendations prospectively.

In accordance with the new standard, the Company will continue its existing policy
that no compensation cost is recorded on the grant of stock options to employees.
Consideration paid by employees on the exercise of stock options is recorded as share
capital. However, under the new standard the Company is required to provide addi-
tional pro forma disclosures for options granted to employees as if the fair value based
accounting method had been used to account for employee stock options.

The fair value of the options granted were made using the Black-Scholes option pric-
ing model using a dividend yield of 0% and the following weighted assumptions.

Risk-free rate 2.0%
Expected volatility 100.0%
Expected life of options in years 5.0

Had compensation expense been determined based on the fair value of the employee
stock option awards granted on or after January 1, 2002, in accordance with the new
recommendations, the Company’s net income and earnings per share would have
been changed to the following amounts:

As reported Pro forma
(‘000) (‘000)
Net income $ 2,204 $ 2,134
Net income per share
Basic $0.18 $0.18
Diluted $0.16 $0.16

2. Substantial Issuer Bid

On January 11, 2002 the Company purchased 1,004,934 CryptoLogic common shares
at a price of CDN$28.00 per share for a total cost, including transaction costs, of
CDN$28,353,000 (US$17,763,000).

3. Normal Course Issuer Bid

In May 2001, the Board of Directors approved the repurchase and cancellation of up
to 656,000 of the Company's outstanding common shares for the period commencing
May 18, 2001 and ending May 17, 2002. As at March 31, 2002, the Company under this
plan has cumulatively repurchased and cancelled 440,500 common shares, of which
165,500 common shares were repurchased and canceled during the period January 1,
2002 to March 31, 2002 at a cost of $2,033,000.

4. Contingencies
The Company has been named in several lawsuits incurred in the ordinary course of
business. In the opinion of Management, the claims are without merit and no provi-
sion has been made in the accounts.

5. Subsequent Events
On April 8, 2002, the Company sold 100% of its investment in Dot Com

Entertainment Group Inc. (DCEG-OTCBB), representing 1,055,700 common shares
for $1,056,000.



