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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULT OF OPERATIONS

DATED: May 1, 2009

The following discussion and analysis provides nganaent’s discussion and analysis (“MD&A”") of
Bridgewater Systems Corporation’s consolidated ltssof operations and financial condition. Thisclission
should be read in conjunction with the Company’ssabidated financial statements for the three mquehiod
ended March 31, 2009. The financial statements HBaen prepared in accordance with Canadian geheral
accepted accounting principals (GAAP) and are répdrin Canadian dollars. The information contained
herein is dated as of May 1, 2009 and is currenthi@t date, unless otherwise stated. Addition&rimation
relating to the Company may also be found on SEBARvw.sedar.com

The Company'’s fiscal year commences January aaf gear and ends on December 31.

FORWARD-LOOKING STATEMENTS

Certain statements in this document may constititevard-looking” statements which involve knowndan
unknown risks, uncertainties and other factors i@y cause our actual results, performance oeaehients,
or industry results, to be materially differentrfrany future results, performance or achievemexysessed or
implied by such forward-looking statements. Wheedu@ this document, such statements use such vesrds
“may”, “will", “expect”, “continue”, “believe”, “plan”, “intend”, “would”, “could”, “should”, “antici@ate” and
other similar terminology. These statements reftectent assumptions and expectations regardingefugvents
and operating performance and speak only as ofldke of this document. Forward-looking statememislve
significant risks and uncertainties, should notdsed as guarantees of future performance or resutswill not
necessarily be accurate indications of whetheradrsoch results will be achieved. A number of festoould
cause actual results to vary significantly from tbsults discussed in the forward-looking statesyantluding,
but not limited to, the factors discussed underskRFactors”. Although the forward-looking statensent
contained in this document are based upon what elievie are reasonable assumptions, we cannot assure
investors that our actual results will be consisteith these forward-looking statements. We assuroe
obligation to update or revise these forward-logkitatements to reflect new events or circumstarept as
required by securities law.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

Consolidated Statements of Operation Information

Three months ended March 31,
2009 2008
(unaudited)

(in thousands of dollars, except per share
amounts and number of shares)

Revenue
ProducCt reVeNUE........oove e $ 10,737 $ 6,548
Service and SUPPOIt reVeNUE..........cvveveuennnes 3,306 2,018
14,043 8,566
COSt Of SAIBS. ... 3,323 1,776
GroSS MArQiN.....ueeiiee e, 10,720 6,790
Expenses
Sales and marketing..........ccooveiieviiine i 2,932 3,289
Research and development...................o.....e. 3,428 4,344
General and administration............ccovevivivennnn, 1,501 959
Bad debt expense..........coovvviiiii i 224 38
Stock-based compensation.................cceuin 76 41
8,161 8,671
Earnings (loss) before undernoted items............ 2,559 (1,881)
Foreign exchange (loss) gain.............cocee v 4) 808
Interest and other income................cooo e 230 390
Earnings (loss) before income taxes.................. 2,785 (683)
Future income taX reCoVErY ......ccooeevvieeiinneninnnns 100 -
Net earnings (loss) for the period...................... $ 2,885 $ (683)
Earnings (loss) per share - basic........................ $ 012 % (0.03)
Earnings (loss) per share - diluted.................... $ 0.12 $ (0.03)
Weighted average number of
shares outstanding - basic....................o....e. 23,107,823 22,303,427

Weighted average number of
shares outstanding - diluted......................... 24,401,989 22,303,427



Consolidated Balance Sheet Information

As at March 31, As at December 31,
2009 2008
(unaudited)
(in thousands of dollars)

Cash and cash equivalents...............cccooeeeiens $ 53,938 $ 50,364
Accountsreceivable..........c.ooo i 19,819 13,424
Working capital®..........cccooeiiiiii i 46,539 41,247
TOtal ASSELS...vvvieiii e 101,663 87,207
Deferred reVenUEe..........ooeei i 36,763 24,013
Shareholders' equity..........cccoeviiii i 60,377 55,888

(1) Working capital is calculated as current asksts current liabilities

Overview

Bridgewater Systems Corporation (“Bridgewater” be t‘Company”) is a market leading provider of mebil
personalization products and services that endblembservice providers to manage and profit froobite data
services, content and commerce. More than 120cgeprioviders in 30 countries use our products andces
to manage billions of mobile transactions per manttl over 150 million data subscribers. We havgei2s of
experience helping our customers meet growing aoes@and enterprise demand for mobile data and bevat
wireline services.

At the core of Bridgewater’'s mobile personalizatjportfolio is a real-time, high performance suldseridata
management product that unifies critical subscritsa, including profile, usage and real-time staftermation.
Based on this unified subscriber data, our semaigkepolicy control products broker subscriber astesvireless
data services, applications and network capalsldied enable flexible service and billing models.

Our products and services enable service providers

e Deliver personalized services by using subscribatia dand network and application policies to
customize offerings;

e Maintain secure access to wireless data servicdsnatwork resources (e.g. bandwidth, location,
presence);

e Open their networks and devices to third-party impfibns such as mobile advertising and social
networking to generate new revenue streams;

< Adopt innovative service models including shariagenues with application service providers; and

« Reduce operating costs by more efficiently managmabile data growth, network resources, and
subscriber information.

The Market

Bridgewater markets its products and services dlpbmservice providers with a primary focus orrsless data
networks as well as service providers pursuingdfix@bile convergence strategies such as femtocells.

There are a number of trends driving demand foddgawater’s products and services including:

Mobile data traffic growth. Growth in mobile data traffic is being driven the increase in mobile subscribers,
the popularity of smart phones, the proliferatidnmmwbile data applications such as social netwarkamd
mobile videos, unlimited flat rate plans, and lgpttata cards. The Company benefits directly frbi® growth
as service providers need to manage subscribesatoeapplications and network resources (e.g. voiattial
location, presence) to attract and retain subswibe

Migration to 3G and 4G broadband wireless networks. Evolving broadband wireless technologies such as
EVDO, HSPA, WIMAX and LTE significantly increase merk bandwidth and allow service providers to
deliver more sophisticated multimedia servicesheirt subscribers. Service providers that have stect in
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building a 3G infrastructure are now focusing omeistment to drive revenue and ensure efficienizatibn of

this infrastructure.  This is creating demand foridBewater's proven, carrier-grade, subscriber data
management, service and policy control products tiledp service providers transition services to &Gl 4G
networks.

Open access and applicationsAs the mobile internet becomes a reality, servicevigers are opening their
networks to third-party devices and applicationsgating new service opportunities. For exampleyiser
providers can enhance internet-based social neimgrikpplications with real-time context such as the
subscriber’s location. At the same time, open accesates new business model options such as egbraing
and advertising. Bridgewater's products enableiserproviders to generate new revenue streams tindno-
party devices and applications by leveraging neaétsubscriber information, making it easy to pstmm new
services ‘over the air’, and implementing policileat control application usage and protect the agtw

Service personalization. Bridgewater's products help service providersivael personalized services by
capturing subscribedata that is dispersed throughout the network fieréint applications, creating a unified
view of subscriber information and brokering thaformation to applications. This allows subscribéo
personalize their services by choosing the serdibeyg receive and determining how, when and wheey t
receive them.

Service model innovation. As the market becomes more competitive, serviceigeos are attracting and
retaining subscribers by expanding their traditigmmapaid, postpaid and flat rate service planseww innovative
service models such as casual and flexible usagdemand access to applications, and tiered serv@=rvice
providers are also delivering new services thapaid for by mobile advertising and revenue shawiitp third-
party application providers. Bridgewater's produitsorporate flexible policy controls, real-timebsariber
information, and dynamic metering capabilities tabdw service providers to develop and suppora@ety of
service models.

Our Products and Services

Bridgewater's market leading, high performance potsl and services are being used by over 120 servic
providers in 30 countries and are managing mone 15 million subscribers and billions of mobilartsactions
per month. Our products are network agnostic ampart all major 2G (CDMA-EVDO, GSM), 3G (EVDO,
HSPA, UMTS) and 4G (LTE, WIMAX) access technologaswell as fixed mobile convergence technologies
such as femtocells.

The portfolio is anchored by BridgewaterSubscriber Data Broker™, a sophisticated, carrier-grade,
subscriber data management product. It createsldimee, unified view of the subscriber based oofife
(identity, demographics, service plan), usage (behs application patterns, billing) and dynamitats
(location, context, presence) data, and provides shphisticated tools to broker this data to systemd
applications to deliver personalized mobile sermice

Bridgewater’'s Subscriber Data Broker features agreimensive toolset including:

« Aflexible, dynamic business rules engine that aeiiees how subscribers can access services;

e Governance rules for brokering subscriber dataitalfparty applications while protecting subscriber
identity and privacy;

< Policy control to provide subscriber access to autthorization for new applications; and

e Standards-based interfaces to federate subscrédtarftom multiple legacy systems and to integrate
with third-party applications.

In addition to Subscriber Data Broker, the Compaoifers its Bridgewater® Service Controller,
Bridgewater® Policy Controller andBridgewater® Home Subscriber Serverproducts.

The Bridgewater Service Controller provides security and access capabilities by piogi
authentication, authorization and accounting (AA¥el-time session management to enable mobility,
roaming, security, and usage tracking; and prepaépostpaid charging functions.

The Bridgewater Policy Controller has the unique ability to adapt to subscriber biehaand
changing network conditions, and take real-timégyahctions during individual subscriber sessidhs.
determines how and under which circumstances siblessr have access to applications at the
appropriate quality of service. The Policy Congolis a standards-compliant, carrier-grade policy
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control server that enables service providers fecéfely manage and profit from mobile data
applications.

The Bridgewater Home Subscriber Server (HSS)is a standards-compliant carrier-grade master
repository that contains subscriber profiles andopms subscriber authentication, authorizatiord an
mobility management for next generation networks.

Delivery of Bridgewater’s products can be as avgaifé solution, as a network system or as a WideBpan
system. Products delivered as a software soluti@n tgpically licensed based on subscribers. In ehes
deployments, the service provider purchases haslaad some third-party services separately andstake
responsibility for integration of the solution. tMerk system deployments provide a system-levelitgmi,
packaging Bridgewater software with third-partydware and software. These deployments are liceoseal
rated-transaction load growing as the capacity irements grow. WideSpan is an integrated soluthoat
enables service providers to bring new mobile sess/ito market faster by using a single vendor soluand
better predict and manage subscriber growth. Armthdy Subscriber Data Broker, it integrates theviSe
Controller, Policy Controller and Home Subscribendce products, plus third party hardware andveafé, in a
highly-scalable, carrier-class blade server envitent. The system is pre-packaged and pre-configuidd
certified transaction throughput to manage rapidbitedransaction growth.

Bridgewater offers professional services to provicemprehensive consulting, planning, implementation
integration and management services for every stdgeetwork development. The Company’s professional
services help service providers optimize networlegiments, maximize revenue generation, contaits,caad
shorten time to market for new services.

Sales and Marketing

We sell and distribute our products and servicesutph direct and indirect sales channels. Whethtgs are
direct or indirect, an important part of our stggténvolves dealing directly with service provideesunderstand
and identify their market and service requiremerffair direct sales force addresses Tier 1 andtseléider 2
service providers, and is established geograpkigalhe Americas, Europe, Middle East and AfritRMEA”),

and Asia Pacific (“APAC”). We have organized owles teams for both large account management and
relationships, with dedicated sales managemensaled engineering teams, and for geographic/relgsumgport

of service providers. Our global channel partrigisatel-Lucent, Motorola, Alvarion, and Nortel) loler our
products to support turnkey networks or networksystems in complete network solutions. We alsoehav
established regional resellers to provide geograpbwerage of specific network technologies.

Growth Strategy/Business Model

Our business model is focused on expanding ouryatedand services to our customers, growing OUIOOUE"
base and developing our channel model, while miaimig profitability. We have been successful wiltis
strategy, and will continue to leverage our curiaméstment in product development and sales anéatiag to
strive for incremental profitability. Our growtlrategy is focused on four dimensions:

1. Penetration of 3G/4G markets We are extending delivery of our products amdises to 3G GSM
and 4G service providers. We have five regional GB8flallations and one combined CDMA/UMTS
installation. We have focused strategies to exmumdproducts to support the broadband expansion in
the 3G GSM market. We are extending our produdis mew and adjacent technologies to deliver
solutions that enable service providers to migfeden 3G to 4G technologies, such as WiMAX and
LTE. Since Bridgewater's products support all majdreless access technologies, we bring strong
value to interoperability and to support migratard interworking across mixed 3G/4G networks.

2. Expansion of Product Portfolio. Extension of our product portfolio is a key etarhof our growth
strategy. In 2009 we expect our policy managemedtsabscriber data management products to take
on increasing importance to enable wireless sepiogiders to personalize services.

3. Enable New Delivery Models Providing flexible delivery models that allowrgiee providers to
purchase and deploy our products as standaloneageftsolutions or system-level solutions provides
for additional penetration of our products in dirand channel engagements. Service providers are
looking for delivery models that can match capao@yuirements and identify and clarify total cokt o
ownership for new service models. WideSpan provide delivery system that will optimize
performance, scalability and ease of management.r&tleived our first order for WideSpan from
Verizon Wireless in 2008, and have received a syb# order from Cricket Communications for
WideSpan that was delivered in the first quarte2@d9.
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4. Geographic Expansion We are also continuing to expand our businessidriNorth America by
leveraging channel partners and system integrateity, a focus on expansion in key markets in
Europe, Middle East, Africa, Asia and South America

OVERALL PERFORMANCE
Revenue and Expenses

We generate revenue from licensing our softwaredywts and providing related hardware and services,
including maintenance, support and professionalices. Licensed products are sold primarily under
perpetual license model or subscription model. i#aithl revenue is realized through (i) incremedie¢nse
sales due to growth in the customer environmentdévelopment of new features and applicationscore
product, (iii) other professional services suctcagacity planning, interface and network plannirigol can be
part of the initial engagement or as a follow-ofesand (iv) annual maintenance and support cormstnabich
provide the customer with 24/7 support, productaipsl and release upgrades.

We sell our products and services through diréeissgams and through indirect global sales channBirect
sales are typically with Tier 1 and Tier 2 servig®viders. Our indirect sales are through glolzeler
arrangements as well as regional resellers to stippecific sales engagements.

The majority of our revenue is denominated in U8ad®, whereas our expenses are predominately imadian
dollars. As a result, our revenue and net earréngsmpacted by the fluctuation in the exchange. r&Ve enter
into foreign exchange contracts to minimize theastf foreign exchange fluctuations.

Cost of sales consists of the cost of third padsdivare and embedded licensed software and interpa&inses
attributed to installation, support and professicservices to our customers. Costs for product &edure
development are included in research and developexgense.

Sales and marketing expenses include all persanttlrelated compensation expenses for direct aadneh
sales teams and marketing personnel, advertisiade tshows, communications expenses and costedmmal
offices. Research and development expenses ingdad®nnel and related costs for product managesaraht
development programs, product documentation anbntdogy infrastructure. Periodically we will engag
external contractors to support specific reseanatli development programs. General and administrativ
expenses include personnel and related compensatiofessional fees, legal, accounting, and instgaosts.
Bad debt expense includes any provisions for adsoreteivables for which collectability is not reaably
assured.

Critical Accounting Policies and Estimates
Revenue Recognition

Our revenue is derived from the sale of softwamenses, hardware integrated with licensed software,
professional services and maintenance and supPootuct revenue includes licensed software, hamwar
integrated with licensed software and feature dgekent on standard products. Services and suppaghue
includes installation, training and integration,im@nance, software support, updates and the t@heceive
product upgrades on a when and if available b&oftware is sold through a perpetual license ofijnmited
cases, a subscription with a customer support aidtemance contract and may be integrated withvienel or
include feature development and professional sesvic

We recognize revenue when there is a legally bjndimangement with a customer, delivery has ocdwsteh
that title and risk of loss have been transfercethé customer or services have been renderefkéehs fixed or
determinable and collectability is reasonably asgur

Customer acceptance provisions included in an geraent are based on our product specificationsyemRe is
recognized when we have demonstrated compliande thvt specifications or have had a history of austo
acceptance that provides no uncertainty of acceptapon delivery of the product that would defereraie
recognition.

Arrangements may be comprised of multiple product service elements. The majority of our softwérerise
arrangements include customer support and maintenservices. Customer support and maintenancecesrvi
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consist of tiered 24/7 help desk support to serpitwiders and indirect channel partners, techrdoabort and
updates to our products only on a when and if ak&el basis. Substantially all of our customers Ipase product
support and maintenance services when they acgeiresoftware licenses. In addition, substantiallypour
customers renew their product support and maintsnaontracts annually. We also offer professioealises
consisting of network design and optimization, atistion, training, deployment planning, interopelity
testing for customers and partners, and customerarnner training for network planners, enginesystem
operators and solution sales engineers.

Revenue for customer support and maintenance ssnfieature development and professional servicdsded

in a multiple element arrangement are unbundledhftbe total fee for the arrangement based on teliab
objective evidence of their fair value and the daal amount is allocated to the initial productfiveeed. We
annually review our renewal pricing realized fostmmer support and maintenance services and ofegsional
service rates achieved by customer group, to ertbatethe appropriate amount of revenue, basecelable
objective evidence of fair value, is unbundled deterred. Where reliable objective evidence of ¥aiue for an
element does not exist, revenue is deferred untth ®vidence exists for the remaining deliverablesnly one
element remains to be delivered. Where softwasold as a perpetual license, revenue is recogrineglach
element of the arrangement when all revenue retiogncriteria have been met. Customer support and
maintenance services, which include upgrades amlg when and if available basis, are recognizeabhaiover
the service period. Professional services revasiggenerally recognized on a proportional perforoeahasis
taking into consideration the hours completed tte da relation to the total expected hours to catgplthe
deliverable. Where software is sold on a subsanipliasis, revenue for the entire arrangement &grézed on a
ratable basis over the term of the subscriptionehan arrangement is comprised of multiple dedivks of
the same or similar products and related serviges time, revenue is allocated proportionatelydaolreproduct
deliverable and recognized for the delivered prodund related services when all revenue recognitiiteria
have been met.

Our solutions are highly scalable, with each sohtinterconnecting with other solutions in our paio
allowing service providers the ability to add feasion an incremental, as-needed basis. As a,resulty of our
software arrangements include feature developmithrgresold on a stand-alone basis or as a partrodiliéiple
element arrangement. Revenue from feature develoipiseclassified as product revenue as we retain th
intellectual property rights and typically offerettieature in our product portfolio. Development goised of
feature and functionality enhancements requested tystomer are treated as a separate elemennirtiple
element arrangement as they are not consideréchttid the functionality of the software produetsd the total
price would vary where these features are excluedcluded. If the development is considered aaitito the
functionality of the delivered product, the produevenue is included with the feature developmeremnue.
Revenue for feature development is recognizedfast & incurred. If there is a significant uncéntg about the
project completion or receipt of payment, revermeeferred until the uncertainty is sufficientlysobred. We
estimate the proportional performance on contragth fixed or “not to exceed” fees on a monthly isas
utilizing hours incurred to date as a percentageotafl estimated hours to complete the projectnutnber of
internal and external factors can affect our edtisiancluding labour rates, utilization and changeestimates
of hours required to complete the project. Whemltobst estimates exceed revenues, we will acauehe
estimated losses immediately using cost estimhggsare based upon an average fully burdened paiecable
to the individuals performing the feature developime

Our reseller arrangements do not provide for retights with the exception of one reseller. We hhae no
returns from this reseller. We recognize revenpenudelivery to our resellers, provided that aliestrevenue
recognition criteria have been met, and we estimatgurn provision based on our historical expege

We assess whether fees are fixed or determinablealtectability is reasonably assured at the tohsale and
recognize revenue if all other revenue recognitioteria are met. Our standard payment terms anergy net
30-45 days; however, terms may vary based on thatopin which the agreement is executed. Whers &e
considered not to be fixed or determinable or ctéleility is not reasonably assured, revenue isgeized as
payments become due and when all other revenugnitiom criteria have been met.

Under certain arrangements, we may be requireddeige compensation to a customer if and when §pdci
product performance or customer support levelsnatemet. Based on historical experience, we estirtize
expected performance compensation to be incurrddrithese arrangements and defer the equivalenirgrod
revenue until the performance period has lapsedifficient evidence exists to support a changéénestimate.

Unbilled receivables arise when services are pewdror products and features are delivered prioutcability
to invoice in accordance with contract terms.



Deferred revenue arises when payments are recéimedcustomers in advance of revenue recognitidere
being met.

Deferred Cost of Sales

Our WideSpan integrated solution includes thirdyphardware and software costs recorded as defeastdof
sales until the related revenues are recognizeteri2d cost of sales is carried at the lower oft @el net
realizable value.

Stock—Based Compensation

We have stock option plans for employees, offieerd directors. As a result, we report a compensaipense
based on CICA Handbook Section 38705tock-Based Compensation and Other Stock-BasethPats” The

fair value of the stock options is determined using Black-Scholes option pricing model and judgreeo

estimate the term of the stock options, the vatatdf our stock and future dividends. In additigmdgment is
required in estimating the amount of the stockapfiwards that are expected to be forfeited. ctifia results
differ significantly from these estimates, stoclsé@ compensation expense and our operating resultd be
materially impacted.

Valuation of Future Income Tax Assets and IncomeEbgense

As of March 31, 2009, we have a future tax assé8o4 million, representing an increase of $0.Jiomlfrom
December 31, 2008. The increase is due to a dexiaahe valuation allowance reflecting our curnéew of
our anticipated tax position in future periods. W continue to reassess our estimates as toaaticipated
income tax position in future periods and make temanation related to the recognition of any paterfuture
income tax asset. This determination will reqjuidgment and estimates and analysis of future syeritich by
their nature, may or may not occur.

As at March 31, 2009, we had accumulated $27.0amitbf unused R&D expenditures for income tax psasn
and $7.7 million of unrecognized investment taxdidsewhich may be applied against future Canadimorme
taxes otherwise payable. We also had approximét8§3.4 million of losses for US income tax purpose

Judgment is required in determining the amountfutfre income tax assets and liabilities and tHated
valuation allowance recorded against the net futticeme tax assets. In assessing the potentiakagah of
future income tax assets, we have considered whittise‘'more likely than not” that some portion alt of the
future income tax assets will be realized. Managerassesses the likelihood that future income teta will

be recovered from future taxable income, and whethevaluation allowance is required to reflect any
uncertainty. Based on this review, we determitned & future income tax recovery of $100,000 wasired for
the first quarter of 2009. We will continue to avatle our tax position quarterly and record any stdjent
necessary in that period.

Impact of Changes in Accounting Policies

Effective January 1, 2009, we have adopted the G&A standard, Section 306Goodwill and Intangible
Assetswhich replaced Handbook Section 30&odwill and Other Intangible Assetééd Handbook Section
3450, Research and Development Costhis revision aligns Canadian GAAP with Interpagl Financial
Reporting Standards and establishes standardsefmgmition, measurement, presentation and disdoefir
goodwill and intangible assets. The new standi@sl not had a material effect on our consolidateahtial
statements.

Impact of Recently Issued Accounting Standards

In January 2009, the CICA issued Handbook SectibB2]1Business Combinationswhich will replace
Handbook Section 158Business CombinationsThe new standard is effective for acquisitionsigtdl years
beginning on or after January 1, 2011 but withieaddoption permitted and provides the Canadianvetgnt

to International Financial Reporting Standard IFR8usiness CombinationsThe new standard is not expected
to have a material effect on our consolidated fomrstatements.

In January 2009, the CICA issued Handbook Sectl@@4,Consolidated Financial Statemengnd 1602Non-
Controlling Interests which will replace Handbook Section 16@Dgnsolidated Financial StatementsThese
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new standards are effective for interim and aneoakolidated statements for fiscal years beginomg@r after
January 1, 2011 but with earlier adoption permitted provide the Canadian equivalent to Internation
Financial Reporting Standard IAS ZZonsolidated and Separate Financial Statemefise new standards are
not expected to have a material effect on our dateted financial statements.

Transition to International Financial Reporting $t#ards

In January 2006, the Accounting Standards Boare ‘#ftSB”) announced its decision to require all jiclip
accountable enterprises to report under InternatiBmancial Reporting Standards (“IFRS”) for yebeginning
on or after January 1, 2011. On February 13, 2€88,AcSB confirmed that publicly accountable entsgs
will be required to use IFRS, as issued by theriatiional Accounting Standards Board, unless meatlifbns or
additions to the requirements of IFRS are issuedhbyAcSB. IFRS must be adopted for interim anduahn
financial statements related to fiscal years bagmon or after January 1, 2011, with restatemécbmparative
periods.

We are currently implementing our IFRS changeovan o achieve adoption of IFRS by January 1, 2011.
Components of the plan include assessment of atiogupolicy choices and implementation decisionglam
IFRS, determining the impact of transition on imf@tion systems, internal control over financialoimg and
disclosure controls, assessment of business a&esivitncluding contracts, financing agreements and
compensation arrangements and development of fimaegpertise in IFRS. We have completed our ahiti
determination of differences in Canadian GAAP afd3 and are currently assessing the impact on atingu
policies and financial reporting.



RESULTS OF OPERATIONS

Revenue

Product revenue.............ccocoeveviiineiennn.
Service and support revenue.................

GroSS MaArgiN.....ooeeiuieeiiiiee e e neaas
% Of REVENUE.......cevviiviiie i,

Sales and marketing...........cccoeveeiinnnn
% of Revenue..........coovvveiee i

Research and development....................
% Of REVENUE.......cvvviieiicecciiee e

General and administration.....................
% Of REVENUE......ceivei v,

Bad debt expense..........cccocvviii i nennn,
% Of REVENUE.......cviviieiiie e e,

Stock-based compensation.....................
% of Revenue..........cooovvevee i

Total operating eXpenses..........ocvevveeenne.
% Of REVENUE.......cviviieiiie i e e

Earnings (loss) before undernoted items

% Of REVENUE......coovei i,

Foreign exchange (loss) gain....................
% Of REVENUE.......cviviieiiie i e e

Interest and other income.........................
% Of REVENUE......cooveiviii i,

Earnings (loss) before income taxes...........
% Of REVENUE.......oviviiviiie e,

Future income tax recovery ......................
% Of REVENUE......ceivei v,

Net earnings (loss) for the period...............
% Of REVENUE.......cvvviiviiieiicee e
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Three months ended March 31,
2009 2008

(unaudited)
(in thousands of dollars, except percentages)

$ 14,043  $ 8,566
....... 76% 76%
....... 24% 24%
....... 10,720 6,790
........ 76% 79%
...... 2,932 3,289
....... 21% 38%
....... 3,428 4,344
....... 24% 51%
....... 1,501 959
....... 11% 11%
......... 224 38
....... 2% 0%
...... 76 41
....... 1% 0%
....... $ 8161 $ 8,671
....... 58% 101%
....... $ 2559 $ (1,881)
....... 18% -22%
....... () 808
....... 0% 9%
...... 230 390
....... 2% 5%
....... $ 2,785  $ (683)
....... 20% -8%
....... 100 -
....... 1% 0%
....... $ 2,885 $ (683)
....... 21% -8%
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Revenue

For the first quarter of 2009, our total revenues\8a4.0 million, compared to $8.6 million for thearge period
last year. Our revenue is billed primarily in USlds. Revenue growth when reported in US dollardlie first
quarter fiscal 2009 was US$2.6 million (30%) coneglato the same period in 2008. The increase imrevéor
the first quarter of 2009 is related to consistgrwth in product revenue, service revenue andegsibnal
service engagements. During the first quarter @2@e added 6 new service provider customers. t@uifive
customers in the first quarter of 2009 represei®@th of revenue compared to 79% of revenue for its¢ f
quarter of 2008.

Product revenue for the first quarter of 2009 wa&6.% million, or 76% of total revenue, compared$&5
million, or 76% of total revenue, for same peried2008. The increase is due to the delivery of Rioécy
Controller solution with a Tier 1 mobile serviceopider in addition to the ongoing delivery of thad&Span
integrated solutions with Verizon and Cricket Conmigations.

First quarter 2009 revenues from professional sesvand maintenance and support contracts was$ilich,
or 24% of total revenue, compared to $2.0 million24% of total revenue, for the same period in&@rowth
in services revenue is attributed to growth inribenber of customers, an increase in the numberagitenance
and support contract renewals, as well as growttrequirements for value-added professional servicéte
expect to continue to develop our services offeramgl may see additional growth in this componénéenue.

The development of our channel partner relatiorsipiovides opportunities for delivery of our protiuto a
broader set of customers. For the first quarte2@®9, indirect revenue contributed 13% of totalerawe
compared to 16% for the first quarter of 2008. Teerease in the proportion of revenue for the timeaths
ended March 31, 2009 from channel partners is dube growth in direct revenue earned from the \Sjzin
integrated solution and Policy Controller solutioBridgewater continues to have active channel gegents
for CDMA-EVDO, WiMAX and 3G GSM networks through @hnel partners operating in various geographies.

Three months ended March 31,
2009 2008
(unaudited)
(in thousands of dollars, except percentages)

Direct $ 12,170 87% $ 7,219 84%
Indirect 1,873 13% 1,347 16%
Total $ 14,04 100 $  8,56¢ 100%

Historically, our customers have been predomina@MMA-EVDO service providers; however, in fiscal®@Q

we began providing products and services to 3G @8Momers and WIMAX customers in the Americas and
several service providers in EMEA and APAC. Theseetbpments have contributed to both revenue and
customer diversification in 2008 and the first deaof 2009.

Three months ended March 31,
2009 2008
(unaudited)
(in thousands of dollars, except percentages)

CDMA-EVDO $ 8,916 63% $ 5111 60%
3G to 4G 1,538 11% 742 8%
Wireline 3,589 26% 2,713 32%
Total $ 14,04: 100% $ 8,56¢ 100%

Although revenue from CDMA-EVDO continues to reneisthe majority of our revenue, revenue derivednfr
the migration of 3G to 4G (e.g. 3G GSM, WIMAX, fewaell, LTE) networks contributed 11% of revenuehia
first quarter of 2009, as a result of sales of poislto support WiMAX and GSM policy deploymentsir&line
revenue of $3.6 million, or 26% of revenue in timstfquarter of 2009, was primarily derived fronveaue
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recognized from the Alcatel-Lucent Source Code hséee Agreement (“Alcatel Agreement”) and resale of
products and services through the Alcatel-Luceselter agreement.

Gross Margin

Gross margin for the first quarter of 2009 was 768mpared to 79% for the first quarter of 2008. siCaf
goods sold consists of direct product costs, omeratsupport expenses to support installed customer
deployments and professional services engagem&hts.decrease in gross margin percentage for tisé fir
quarter is due to an increase in direct costs apgat personnel to provide the products and sesvissociated
with the delivery of the WideSpan integrated salntand internal and subcontracting costs incumeslpport

the increase in professional services engagemé&kesexpect our gross margin percentage in futuriege will

be impacted by the delivery of additional WideSpaagrated solutions and professional services.

Operating Expenses
Sales and Marketing

Sales and marketing expenses were $2.9 milliothf@first quarter of 2009, a decrease of $0.4 omillor 11%
over the first quarter of 2008. The decrease dutie first quarter of 2009 is due to lower dinearketing costs
and lower salaries and related staff costs reguftiom a reduction in headcount which was partialtiset by
higher commission expenses on higher revenue.

Research and Development

For the first quarter of 2009, research and devety (“R&D”) expenses decreased 21% or $0.9 miltm$3.4
million from $4.3 million. Expenses were lower ihet first quarter of 2009 due to lower headcount and
compensation costs and lower patent submissiors gastomparison to the same period in 2008. Our R&D
headcount was 97 at March 31, 2009 compared t@atli&rch 31, 2008.

General and Administrative

For the first quarter of 2009, general and admiaiste expenses were $1.5 million compared to #illlon for
same period for 2008. The incredaneexpenses is due to the incrementadts of advisors to the Board of
Directors and related committees to respond to rewpiisition for a shareholder meeting received from
Crescendo Partners.

Bad Debt Expense

For the first quarter of 2009, bad debt expense$@2 million compared to a nominal amount for sgragod
in 2008. The increase in the first quarter of 2@0attributed to the recording of an additionabwbnce for
doubtful accounts on outstanding receivables fackhbollection is not reasonably assured.

Stock-Based Compensation

Stock-based compensation expense for the firstteguaf 2009 was $0.1 million which is comparablettie
same period in 2008.

Foreign Exchange

We conduct a significant portion of our businesvaies in US dollars. We translate our accouietsour US
subsidiary into Canadian dollars using the temparathod of foreign exchange translation, which states
monetary assets and liabilities at the rate of argk in effect at period end. Non-monetary iteresti@nslated
at the rates in effect on the dates of the traimat Revenue and expenses are translated avehege rate for
the period. The resulting translation adjustmengsincluded in the determination of net earnings.

We realized a nominal foreign exchange loss forfitst quarter of 2009 compared to a $0.8 milliameign
exchange gain for the same period in 2008. Theimedrforeign exchange loss for the three monthqekended
March 31, 2009 was due to maintaining a net bahupeosition in US dollar denominated working capdating
the period. At March 31, 2009, we had no forwardtraxcts to purchase or sell US dollars.
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Interest and Other Income

In the first quarter of 2009, we earned interesbine of $0.2 million compared to $0.4 million f@nse period
in 2008. The decrease in interest income is dl@wer interest rates on cash and cash equivadahbes.

Future Income Tax Recovery

As at March 31, 2009, we have accumulated $27.0omi(December 31, 2008 - $30.0 million) of unu$e&ID
expenditures for income tax purposes, and $7.74omilbf unrecognized investment tax credits whichyrha
applied against future Canadian income taxes oikerpayable. We also have US$3.4 million of losses
available for carry forward for US income tax pusps.

Based on management’s assessment of the likelitloaid future income tax assets will be recovered, we
determined that a future income tax recovery ofd200 was required for the first quarter of 20@&. of March

31, 2009, our future tax asset was $8.4 million.Wilecontinue to evaluate our tax position qudstemd record
any adjustment necessary in that period.

Net Earnings (Loss)

Net earnings before income taxes for the first tguasf 2009 was $2.8 million, or 20% of revenuenpared to
a net loss before income taxes of $0.7 millior8%r of revenue, in the first quarter of 2008.

Net earnings for the first quarter of 2009 was $%#iflion, or 21% of revenue, compared to a net lo6$0.7
million, or 8% of revenue, in the first quarter208.

Basic and diluted earnings per share was $0.1théfirst quarter of 2009 in comparison to a basid diluted
loss per share of $0.03 for the same period in 2008
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LIQUIDITY and CAPITAL RESOURCES

We have funded our operations from the placemerdqoity securities and profits from operations siotr
inception in 1997. While we expect to continue xeaite the business profitably, we do expect frome tto

time to use cash to fund our operating working tedypieeds. Our future liquidity is primarily depemd on cash
flows generated from our operations. Despite theeod volatility in the economic environment, ouguidity

and ability to meet our financial obligations hans been negatively impacted.

The table below outlines selected balance sheeuats, key ratios and a summary of cash inflowsauttlows
by activity.
Three months ended
March 31,
2009 2008
(unaudited)
(in thousands of dollars,
except ratios)

Cash inflows and (outflows) by activity

OPErating ACHVILIES ... ...ive ittt et e et e e e e e $ 1,242 $ 3,239
Investing activities, net of note receivable............cccoo i 367 (53)
FINANCING @CHIVILIES ... ..t e e e e e e e aeas 1,528 208
NEt CaSh INFIOWS ... uuniie e e e e e e e e $ 3574 $ 13,654

Key balance sheet accounts and ratios

Cash and cash equIVaIENTS ... e $. 53,938 $ 42,225
Non-cash working capit&l...............ccoooviiie oo (7,399) (722)
LONG tBIM @SS OES ... .t vt iie e e et e e e e e e e e e 13,838 10,079
Long term liabilitieS......oov e e - -

Non-cash working capital FAtB e 0.8 1.0
CUIENt 1atid. ... 2.1 3.4

(1) Non-cash working capital is calculated as curessets less cash and cash equivalents less tdiabglities
(2) Non-cash working capital ratio is calculatedtesratio of current assets less cash and caskiadepis to current liabilities
(3) Current ratio is calculated as the ratio of entrassets to current liabilities

Cash and Cash Equivalents
Operating Activities

There was a net cash inflow from operations of $iilton for the first quarter of 2009 primarily duto net
earnings of $2.9 million offset partially by an iease in non-cash working capital of $1.7 million.

Our non-cash working capital balance increased @illibn from fiscal year end 2008 to March 31, 200
Accounts receivable increased by $6.6 million rfgprovisions for bad debts due to an increase limgs for
major contract awards in the first quarter and lledbirevenue increased by $3.9 million due to theng of
billings driven by the terms in specific contradbeferred cost of sales increased $0.2 millionteeldo direct
costs incurred for delivery of our WideSpan prod&eepaid expenses and other assets increased%niiion
due to prepaid sales commissions and new suppreegnts entered into during the first quarter.codnits
payable and accrued liabilities decreased $2.8amitlue to a decrease in trade amounts outstaragiddower
accrued liabilities for operating expenses at the @f the first quarter of 2009. These variouséases in non-
cash working capital were largely offset by an &ase in deferred revenue of $12.8 million.
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Three months ended
March 31,
2009 2008
(unaudited)
(in thousands of dollars)

Net change in non-cash working cag

AccouNnts receivable. .. ... ..o, $ (6,619) $ 3,379
Investment tax credits receivable........................... - 1,513
Unbilled receivables............cocociiii i (3,918) 190
Deferred cost of sales.........cccovve i i, (200) -
Prepaid expenses and other assets....................... (918) (797)
Accounts payable and accrued liabilities................. (2,783) 509
Deferred revVenuUe..........ccvovvi i, 12,750 (989)
Net (increase) decrease in non-cash working capital $ (1,688) $ 3,805

Deferred revenue increased $12.8 million due tovats received in advance of the recognition oémere on
the WideSpan product deliveries.

As at March 31 As at December 3

2009 2008
(unaudited)
(in thousands of dollars)

Deferred revenue

Product and services revenue............ccceevvevnenn.. $ 33,905 $ 20,754
Maintenance and support revenue..................... 2,858 3,259
$ 36,763 $ 24,013

Investing Activities

Investing activities include additions to long tedeferred cost of sales of $0.7 million for direosts incurred
for delivery of WideSpan systems which will be exped to cost of sales beyond the next fiscal y&arring
the first quarter in 2009 we purchased $0.4 millddrcapital assets compared to $0.1 million duting same
period in 2008. Capital purchases are comprisedesktop equipment, IT infrastructure, R&D equipten
computer equipment and servers, and leasehold iraprents.

During 2007, we loaned $10.0 million of surplusités an unrelated third party secured by a chaitbsnk.
The note receivable was due and received Januad0D8 and accrued interest at an annualized fa&!85%.

Financing Activities

During the first three months of 2009, we receinet proceeds of $1.7 million from issuance of shagon the
exercise of stock options and incurred $0.2 mililomepurchase shares under the normal course isiglie

As at March 31, 2009, we have 24,402,145 commoreshautstanding and 2,217,750 share options issuger
our Stock Option Plan.

On March 12, 2009, the Toronto Stock Exchange (I&X") accepted the Company's notice of intentian t
repurchase up to 1,148,962 common shares (5 pestdm Company’s issued and outstanding commoresha
through a normal course issuer bid (“NCIB”). The IBGvas effective March 17, 2009 and will expire dar
16, 2010. Daily purchases over the facilities & TWEX are limited to 9,545 shares, other than @nsto block
purchase exemptions. Except in the case of an expuiphase, the prices that the Company will paytlie
common shares purchased will be the market pri¢beo$hares at the time of acquisition.
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During March 2009, the Company had acquired 53,@8mmon shares pursuant to the NCIB through an
automatic share purchase plan. These shares wecbased for cancellation at an aggregate costOdt $
million, of which 21,090 had not been cancelledatrch 31, 2009. These shares were cancelled subsetp
March 31, 2009.

Lease Obligations

We rent premises in Canada, Singapore and Austratiar operating leases which expire at varyingslap to
February 2011. We also lease certain office equippme

The following table sets forth our contractual ghtions and commitments to make future paymentemund
leases for office space and office equipment &8aath 31, 2009.

Remainder 02009...........cvevenen... $ 749,000
2010, ., 1,003,000
201, 196,000

Off Balance Sheet Arrangements

We do not have any off balance sheet arrangemen¢s than those disclosed under “Lease Obligatiams!
“Financial Instruments”.

Related Party Transactions and Material Contracts

We lease office premises from a company contrddethe Chairman of the Board of Directors undemteand
conditions reflecting prevailing market conditioaisthe time of the lease. The lease expires inugeipr2011.
For the first quarter of 2009 we incurred rent exges of $0.2 million versus $0.2 million for thereaperiod in
2008.

Bridgewater no longer considers Alcatel-Lucent, vawmns 14% of our issued and outstanding sharesaativ
31, 2009 (March 31, 2008 - 15%) to be a relatetlypar

Financial Instruments

On September 8, 2008, we issued a letter of ctediterizon Wireless for US$3.0 million to securetam
performance obligations made within the supply egrent for support services for our WideSpan sysfem.
letter of credit is renewable on an annual bagishfe term of the agreement.

Outlook

Bridgewater’s business growth is driven by key neatkends which continue to be favorable. The feddtion
of smart devices is leading to significant growthmobile data usage. Growth in the number of neothéta and
mobile internet applications is increasing rapidiye to the use of new devices in the network aadctmtinued
evolution towards higher bandwidth. In order to ammodate high transaction growth and to facilittite
deployment of new applications, service providers expanding bandwidth with the roll-out of broadtheé8G
networks and the introduction of 4G networks. Thisgdors translate into substantial growth in degavices
evidenced by the increase in data revenue fronirigadireless service providers.

Our existing customers and new service provideenierging markets may be facing financial challerigethe
next 12 to 24 months and we acknowledge that tlaig Inave an impact on our business. However dueveral
key aspects of our business model, we believe we aatrong foundation to manage this uncertainty.

e  Strong cash position;

* Long term contracts that provide a base of predietand constant revenue streams for the next two
years; and

» Large installed base of customers in existing andrging markets addressing high growth markets for
mobile data services.

Bridgewater expects revenue growth to be drivethbyfollowing:
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*  Future growth in our core market, COMA-EVDO, duethe expansion of broadband services such as
“open access” and 4G deployments;

» Delivery of software products through the WideSpdagrated solution to provide transaction capacity
to meet increasing data growth;

» Delivery of policy management solutions to allowvéee providers to effectively manage and increase
revenue from mobile data applications; and

* Revenue from the initial deployment of 4G techn@sgand the conversion from 3G to 4G as
infrastructure networks such as broadband 3G-GSMWAX and LTE are deployed.

Taking into account the uncertainty around the weoonomic climate, Bridgewater is currently foreires
revenue of approximately $54 to $58 million forcB$ 2009, as a result of:

» significant long-term contracts with Tier 1 custasje

» sales of existing and new products in wirelesselvie and converged networks; and

* increased license and maintenance fees from exidéployments as our customers grow and continue
to add new subscribers and devices to their nesvork

With continued emphasis on cost management andageeof our investment in R&D, we are forecastirg n
earnings of $7 to $9 million for 2009, or betwe@¥%dand 17% of revenue.

Risks

Risks and uncertainties affecting the Company aeeiibed in more detail in Bridgewater’'s Annualimhation
Form dated March 31, 2009 which can be foundvatv.sedar.com Additional risks and uncertainties not
presently known to us or those we currently consigenaterial also may impair our business and djgera and
cause the price of the common shares to declirenyfof the noted risks actually occur, our busnesyy be
harmed and the financial condition and results mération may suffer significantly. In that everte ttrading
price of the common shares could decline, and kib&ders may lose all or part of their investment.

The Company’s business performance, achievementsesults may be impacted by risks and uncertaintie
related to our business. These risks and unctesimclude, but are not limited to the following:

The Company is dependent upon the continued searideperformance of the members of the Board of
Directors and senior management team, who havefiignt experience in telecom software, financiarkets
and related industries. Significant changes to Board and/or senior management team may adveestdgt

the Company's business prospects and ability toutgedn its strategic growth plan.

Our quarterly revenues may fluctuate, which maythaurresults of operations.

We depend on a limited number of customers forbatantial portion of our revenue any fiscal period, and
the loss of, or a significant shortfall in orderstn, keycustomers could significantly reduce our revenue.
Access to capital for new operators to expand ses/and data services may be limited, which coeddlt in

reduced deployment plans or delays in the saleiopmoducts to support expanded data services.

A slow down in consumer spending on new devicdd ceduce service provider’s revenue and as a tesudld
impact decisions to implement new products andiceEsy

A general global economic downturn may lead todfseontinuance of certain business lines and prtsiot
our customers and channel partners. Such eventsdeesease revenue and increase cost and may irereas
credit risk with our customers and impact our alilio collect accounts receivable.

Our current and future sales depend on our suc@eggenerating indirect sales throughlimited number of
channel partners, and any failure to do so woulgéha significantetrimental effect on our business.

We derive a large portion of our revenue from agrmarket, specifically the CDMA-EVDO market.

We derive a large portion of our revenue from oeirvice control products ancklated products and services.
Our future revenue growth will in part depend oe ithtroduction of new products and services whichehawt
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yet been proven.

The introduction of our WideSpan products may hameimpact on our business model and may require
additional investment impacting operating marginsfuture periods due to the complexity of deploymeand
implementation timeframes.

We have a lengthy and variable sales cycle.

The loss of key personnel or an inability to attraad retain additional personnehay impair our ability to
grow our business.

Our products are highly technical and may contaidetected software or hardwaegrors, which could cause
harm to our reputation and adversely affect ouribess.

Product liability claims could negatively impactiesand have a material adverstfect on our business, results
of operations and financial condition.

Our ability to compete and the success of our lassincould be jeopardized if we areable to protect our
intellectual property adequately.

Claims by other parties that we infringe their prigpary technology could force ue redesign our products or
to incur significant costs.

We use open source software in connection withppaducts which exposes us tacertainty and potential
liability.

We depend on sole sources for certain third partgliectual property embedded osed in our products, and
our business would be harmed if the supply fromsolgsources were disrupted.

Foreign exchange fluctuations could adversely injpac revenue and net earnings.

Our international sales and operations subject asatlditional risks that camdversely affect our operating
results.

Our engagements with our customers involve congai@ngements which may require interpretation ofABPA
and may result in deferral of revenue recognition.

Because our business depends on the continuedggtrer the telecommunicationsdustry, our operating
results will suffer if that industry experiencesetonomicownturn.

Our growth is dependent in part on the rate of a@wpof new services.
Our growth may be impacted by new market uncestand timing of deployment in new services.
We will require networking and system integratortpars to drive growth plans for 3G GSM and 4G nesisk

As we expand our product and service offerings &g emcounter increased competition from large Netwo
Equipment Providers and System Integrators.

Timing of deployment of LTE to existing and newamsrs could impact revenue in future periods.

Mergers or other strategic transactions by our 8rig and prospective customesgsuld negatively impact sales
and have a material adverse effect on our busirressits of operations and financial condition.

Economic and geopolitical uncertainty may affeatisiens by our customers to purchase our produessiiting
in an impact to our results of operations.

Compliance with industry standards applicable to products may be time consuminliifficult and costly, and
if we fail to comply, our product sales will decsea

If our products do not interoperate with our custasi existing networks anapplications, the demand for our
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products will decrease and our operating resulit be harmed.

We may require additional capital in the future ammlassurance can be given tisatch capital will be available
at all or available on terms acceptable to us afitlis available, may dilute your ownership of ohiages.

Controls and Procedures
Disclosure Controls and Procedures

The Company’'s Chief Executive Officer and Chief dfinial Officer are responsible for establishing and
maintaining effective disclosure controls and pthoes for the Company as defined in National Imsemt 52-
109 Certification of Disclosure in Issuers’ Annual afrderim Filings The Company’s Chief Executive Officer
and the Chief Financial Officer have evaluated @wenpany’s disclosure controls and procedures adasth

31, 2009 and have determined that such disclogumeals and procedures are effective.

Internal Control over Financial Reporting

The Company’s Chief Executive Officer and Chief dfinial Officer are responsible for establishing and
maintaining effective internal control over finaakireporting as defined in National Instrument 281
Certification of Disclosure in Issuers’ Annual ahderim Filings. Because of the inherent limitations demmal
control over financial reporting, including the pislity of collusion or improper management oveeriof
controls, material misstatements due to erroraudrmay not be prevented or detected on a timedis ba\lso,
projections of any evaluation of effectivenesshef internal control over financial reporting toute periods are
subject to the risk that the controls may beconaeléguate because of changes in conditions, othtbategree

of compliance with the policies or procedures maiedorate. The Company's Chief Executive Officed dhe
Chief Financial Officer have evaluated the Comparigternal controls over financial reporting asvdrch 31,
2009 and have determined that such internal canéna effective.

There have not been any changes in the issueemaltcontrol over financial reporting that occdrauring the
period beginning on January 1, 2009 and ended aichMzil, 2009 that has materially affected, or asomably
likely to affect, the issuer’s internal control e¥mancial reporting.
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Selected Consolidated Quarterly Financial Informaton.

The following table provides an analysis of our wdlited operating results for each of the quarters
indicated:
Quarters Ended

Mar 31, Dec 31, Sept 30, June 30, March 31, Dec. 31, Sept. 30, June 30,
2009 2008 2008 2008 2008 2007 2007 2007

(in thousands of dollars, except for percentages ghare amounts and number of shares)
(unaudited)

Revenue $ 14,043 $ 13523 $ 290 $ 11,796 $ 8,565 $ 91,7 3% 8,998 $ 9,859
Gross margin $ 10,720 $ 9,906 $ 7,738 $ 9,517 $ 6,790 $ 9,754 $ 7,702 $ 8,453
Gross margin % 76% 73% 75% 81% 79% 83% 86% 86%
Expenses $ 8,161 $ 9,126 $ 7527 $ 8,321 $ 8,671 $ 8,481 $ 7,178 $ 7,720
Net earnings (loss) $ 2,885 $ 4,7G 483 $ 1260 $ 683 $ 1,869 $ 250 $ 351
Earnings (loss) per share - basic 0.12 0.07 0.02 0.06 (0.03) 0.10 0.01 0.02
Earnings (loss) per share - diluted 0.12 0.07 0.02 0.05 (0.03) 0.09 0.01 0.02
Weighted average number of shares

outstanding - basic 23,107,823 22,968,340 22,758,098 22,574,790 22,303,427 19,214,956 18,473,560 18,445,252
Weighted average number of shares

outstanding - diluted 24,401,989 24,285,756 24,208,862 24,093,597 22,303,427 21,788,915 20,953,134 20,679,734

Volatility of Operating Results

Our quarterly operating results have fluctuatethspast and may fluctuate significantly in theufetdepending
on factors such as demand for our products, tleeasid timing of orders, the number, timing and i§icgmce of

new product announcements by us and our competitoesability to develop, introduce and market reavd

enhanced versions of products on a timely basislettel of product and price competition, changesperating
expenses, changes in our sales incentive strasedgs personnel changes, the mix of direct anddodsales
and general economic factors, among others.

A significant portion of our expenses are basedegpectations of future revenue and, thereforeglatively
fixed in the short-term. Expenses have generaliyeimsed on a quarterly basis reflecting the investrim sales
and marketing capabilities and product developraetivities over this time period. Quarterly grosargin has
decreased relative to growth in revenue in the mesént quarters reflecting the direct costs angbsrt
resources required in delivery of our WideSpan potel Timing of revenue is impacted by our cust@ner
requirements for capacity or technical solutionshal as their internal budget cycles and spengiatierns.
Accordingly, if revenue levels are below expectasiooperating results are likely to be adversefecaéd.
Operating results have been impacted by incremewisls of advisors to the Board of Directors ardtee
committees to respond to the requisition for a ehalder meeting received from Crescendo Partners. |
addition, the Company incurred $0.2 million of bt expense in the quarter ended March 31, 200% a1
million of bad debt expense in the quarter endedebder 31, 2008. We caution that period-to-period
comparison of results of operations is not necdgsaeaningful and should not be relied upon as iadjcation

of future performance.



