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

DATED: April 29, 2010

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 mquethiod
ended March 31, 2010. The financial statements HBaen prepared in accordance with Canadian geheral
accepted accounting principles (“GAAP”) and are ogfed in Canadian dollars. The information conth
herein is dated as of April 29, 2010 and is currenthat date, unless otherwise stated. Additionfdrmation
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

This MD&A contains certain information that may atitute “forward-looking information” and “forward-
looking statements” within the meaning of appliealanadian securities laws. All forward lookingoimhation
and forward-looking statements are necessarily dbase a number of estimates and assumptions that are
inherently subject to significant business, ecomorand competitive uncertainties and contingencis.
statements other than statements which are regoréisults as well as statements of historical &msttforth
herein are forward-looking statements that may lwveva number of known and unknown risks, uncerimsnand
other factors, many of which are beyond our abilitycontrol or predict. Known and unknown factomuld
cause actual results to differ materially from #hpsojected in the forward-looking statements. wewsd-looking
statements include, without limitation, statemeetgarding strategic plans, future production, sates revenue
estimates, cost estimates and anticipated finanesllts. These statements relate to analysis dher o
information that are based on forecasts of futwesults, estimates of amounts not yet determinabtt a
assumptions of management. These statements refleent assumptions and expectations regardingeut
events and operating performance and speak onlgf ahe date of this document. Material factors and
assumptions used to develop such estimates include:

» Bridgewater’s ability to maintain its relationshi@sd contracts with Tier 1 customers;

» Bridgewater’s visibility into the deployment plaakits major customers;

» Bridgewater's ability to maintain and grow its iakéd customer base in existing and emerging
markets; and

« Bridgewater’'s expectations regarding long-term stdutrends in growth in mobile data services and
applications.

Forward-looking statements are generally identifiaiy use of the words “may”, “will”, “expect”, “attinue”,
“believe”, “plan”, “intend”, “would”, “could”, “shauld”, “anticipate” or the negative of these wordsather
variations on these words or comparable terminolofjyese statements are provided to enable external
stakeholders to understand our expectations aseafiate hereof and may not be appropriate for gthgyoses.
Forward-looking statements involve significant asknd uncertainties, should not be read as guasfduture
performance or results, and will not necessarilyabeurate indications of whether or not such reswitl be
achieved. A number of factors could cause actuallieto vary significantly from the results dissed in the
forward-looking statements, including, but not lied to the risks identified under “Risks”, whictcinde the

following:
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» Bridgewater operates in highly competitive and ouordlly evolving markets, and if it is not able to
compete effectively, it may not be able to contitmexpand its business as expected;

» Bridgewater relies on a limited number of custonfersa large percentage of its revenue, and the los
of, or significant shortfall in business from, ayl@istomer could significantly reduce its revenue;

» Bridgewater must continue to evolve its businessl@t®and platforms for delivery of products and
services to respond to transaction capacity nekitls customers;

» Bridgewater's engagements with its customers irv@omplex arrangements and the size, timing and
contractual terms of orders for Bridgewater’s prtdunay affect when revenue is recognized;

» Bridgewater has a lengthy and variable sales cyrid;

» Bridgewater may engage in future acquisitions tratld disrupt its business and affect its financial
condition and operating results.

Although we have attempted to identify importardtfes that could cause our actual results to difiaterially
from expectations, intentions, estimates or foresgakere may be other factors that could causeresults to
differ from what we currently anticipate, estimateintend. Recent unprecedented events in globahéial and
credit markets have resulted in high market prickatility and contraction in credit markets. Thesegoing
events could impact forward-looking statements aimed in this MD&A in an unpredictable and possibly
detrimental manner. In light of these risks, uraettes and assumptions, the forward-looking eveetribed

in this MD&A might not occur or might not occur wiatated. To develop a better understanding o tistness
risk factors that could cause our actual resultdiffer materially from expectations either expex®r implied
please refer to our other publicly filed documernitluding our Annual Information Form dated Mar8h,
2010, copies of which are available on SEDAR at wsaatar.com.

Although the forward-looking statements containedthis document are based upon what we believe are
reasonable assumptions, we cannot assure invéis&trsur actual results will be consistent withseadéorward-
looking statements. We assume no obligation to tepdarevise these forward-looking statements flecenew
events or circumstances, except as required byisesdaw.



SELECTED CONSOLIDATED FINANCIAL INFORMATION

Consolidated Statements of Operations Information

Three months ended March 31,
2010 2009
(unaudited)
(in thousands of dollars, except per
share amounts and number of shares)

Revenue
ProdUCE FEVENUE ...t e ieieiieiiii e ee e ee e $ 18,852 % 10,737
Service and SUPPOIt rEVENUE........ccuvvrvinieniiiieeiienaennes 5,644 3,306
24,496 14,043
CoSt Of SAlES ... 8,180 3,323
GrOSS MAIGIN ...ttt e 16,316 10,720
Bxenses
Sales and marketing.........covvuiiiiieiiii 4,040 2,932
Research and development..........cccooovviiiiiiiiciiciineennn 5,184 3,428
General and administration...........cc.ccoveeiiiiineiiieeeee, 1,026 1,501
Investment tax credit carryforwards recognized............... (400) -
Bad debt (recovery) eXpense .......ccovveeviiiiieiiieieeieein (50) 224
Stock-based compensation...........ccocoveviiiiin e, 116 76
9,916 8,161
Earnings before undernoted items...........ccocoveviivinennnn, 6,400 2,559
Foreign exchange loSS ........vvvvviiiii e (740) 4
Interest and otherinCome.........cocoeviiiiiiiiii e, 72 230
Loss on disposal of property, equipment and intialegissets (22) -
Earnings before income taxes........ccoevvvviiiiiieiiiiicieeens 5,710 2,785
Current iNCOME taX EXPENSE ..ovuiiieniiniieiee e e e e 400 -
Future income taxexpense (feCOVEIY) ....vvvverviniinninnnnns 717 (100)
NEt CAMINGS ..uvneeiiiit et e $ 4593 % 2,885
Earnings pershare -basic............coccoiiii $ 0.19 $ 0.12
Earnings pershare - diluted...............ccoooviiiiiiin $ 0.18 $ 0.12
Weighted average number of
shares outstanding -basic...........cccocevviiiiiin s 24,441,881 23,107,823

Weighted average number of
shares outstanding - diluted...............cooeiiiiiiinnnn, 25,558,286 24,401,989



Consolidated Balance Sheet Information

As at March 31, As at December 31,
2010 2009
unaudited
(in thousands of dollars)

Cash and cash equivalents........ $ 76,019 $ 53,829
Short-terminvestments.............. 8,232 13,459
Accounts receivable.................. 9,831 24,879
Working capitaf”..........ocooevein.. 64,558 60,289
TotalassetS.....cccevveeevniiieennnnn, 119,089 121,503
Deferred revenue..............c........ 41,199 44,288
Shareholders' equity.................. 72,333 67,597

(1)Working capital is calculated as current assets @srent liabilities

Overview

Bridgewater Systems Corporation (“Bridgewater” be t‘Company”) is a market leading provider of mebil
personalization products and services that endbbabservice providers to manage and profit froobite data
services, content and commerce. More than 140cgeprioviders in 30 countries use our products andces
to manage billions of mobile transactions per moiftie have 13 years of experience helping our custem
meet growing consumer and enterprise demand foilendata and broadband wireline services.

Bridgewater’s products and services enable sepriceiders to:
» Generate revenue and improve the customer expertanzugh:

0 Leveraging our smart application policy which paes authorization of revenue generating
applications and content;

0 Seamlessly authenticate and provide transparencyubscribers migrate across different
network technologies;

o Enable new service models; and

o Provide the ability for special offers and brandargsmart phones with myPolicy.

* Manage broadband network traffic growth with pradand solutions that provide:

0 The transformation to 4G technologies with a copnsive control plane solution for either
WiMAX or LTE networks;

0 Optimization of existing 3G networks (EVDO, HSPAhlraugh a comprehensive and
intelligent policy control capability across the ¢Bre, Radio Access Network (“RAN”) and
device; and

o Data Offload and On-load solutions to effectivelydaseamlessly transition a customer
experience from one network to another.

Market Overview

The mobile data industry has evolved rapidly oherpast two years, with the impact of growing 3@gigation,

lower cost smart phones and USB laptop donglespdipalarity of mobile applications, and flat-ratta plans.
This has resulted in huge growth in data traversenyice providers’ mobile networks. The implicats of this

data growth are dramatic for service providers andsumers alike. In particular, service providtxse

challenges in delivering increasing bandwidth regmients without a corresponding increase in datange

sources. Increases in the cost of delivering datsatens to far exceed comparative growth in datanues; a
‘revenue gap’ that no commercial service provider ignore. The capital and operating expenditusss@ated
with this increase in data usage threaten servioegigers’ profitability and therefore the industyability to

meet the demand for mobile data services sustainaldeanwhile, the risk to user experience fromgested
networks is significant. For example, dropped dassions and slow network speeds can lead tocegaie in
consumer churn, which is one of the largest castgce providers face, especially in mature markets
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Effectively dealing with this network resource mgement problem in an era of huge mobile data graswiital

to service providers’ long-term success and proilitg. Faced with rising mobile data costs and plag¢ential for
consumer churn, service providers are now intratud¢our main strategies to manage network congestio
These strategies will reduce costs by balancinffidreequirements across networks and implementisgge
controls. Policy control, data traffic offload, dution to 3G and 4G infrastructures, and networkiroation
are expected to incrementally reduce mobile daliaedg costs by up to 60 per cent over the nexé¢hyears
Policy control - how, when and under which circuanstes subscribers can access networks, applicatimhs
services - will contribute annual cost savings @€rol0 per cent, equating to over $15 billion imaal cost
reduction by 2013 in the US market ald@hetan Sharma Consulting, 2009).

Cost reduction is only one side of the equatiomyise providers are also creating flexible, dyngrmaad
personalized customer pricing models that move afs@y unsustainable flat-rate plans, towards tieaed
usage-based pricing underpinned by subscribericeerand policy control. These new pricing modeils better
align data revenues with network costs.

Key Trends

Bridgewater’'s products and services enable molpkerators to address these challenges and betyer déita
revenues with network costs. There are a numbetresfds driving demand for Bridgewater's solutions
including:

Mobile data traffic growth. Growth in mobile data traffic is being driven the increase in mobile subscribers,
the popularity of smart phones, the proliferatidnnmbile data applications such as social netwarkamd
mobile videos, unlimited flat-rate plans, and lapttata cards. The Company benefits directly frbim growth

by providing solutions that help service providemanage subscriber access to applications and retwor
resources (e.g. bandwidth), alleviate network cetige by offloading data traffic to WiFi or femtdts and
migrating to 3G and 4G.

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 stac in
building a 3G infrastructure are now focusing omestment 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 liledp service providers transition services to &Gl 4G
networks. Many service providers are implementd@y networks to achieve greater spectrum efficiesuoy
provide higher bandwidth services.

Service model innovation. As the market becomes more competitive, servicerigeos are attracting and
retaining subscribers by expanding their traditiopeepaid, postpaid and flat-rate service plansnew
innovative service models such as casual and fexisage, on-demand access to applications, arettie
services. Service providers are also delivering sewices that are paid for by mobile advertising eevenue
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sharing with third-party application providers. @yewater’'s products incorporate flexible policy tofs, real-
time subscriber information, and dynamic meterigabilities that allow service providers to devekoud
support a variety of service models.

Open access and applicationsAs the mobile internet becomes a reality, serviaevigers are opening their
networks to third-party devices and applicationgating new service opportunities. For exampleyiser
providers can enhance internet-based social neimgripplications with real-time context such as the
subscriber’s location. At the same time, open axcesates new business model options such as earuing
and advertising. Bridgewater’s products enableiserproviders to generate new revenue streams finat-
party devices and applications by leveraging reaétsubscriber information, making it easy to psism new
services ‘over the air’, and implementing policileat control application usage and protect the agkw

Our Products and Services

Bridgewater's market leading, high performance potsl and services are being used by over 140 servic
providers in 30 countries and are managing billiohmobile transactions per month. Our productsratwork
agnostic and support all major 2G (CDMA, GSM), 3BVDO, HSPA) and 4G (LTE, WIMAX) access
technologies as well as fixed mobile convergenckrtelogies such as WiFi and femtocells.

Bridgewater Systems offers a modular portfolio obhite personalization products serving more thaf 15
million subscribers worldwide. Proven in the mostrdinding Tier 1 service provider networks, Bridgewa
products provide carrier-grade performance andabdal - handling more than 20 billion transactom a
single month for one customer, and scaling fron08,® over 80 million subscribersThe product portfolio
includes:

The Bridgewater® Service Controller provides authentication, authorization and acdognt
(“AAA"); real-time session management to enable ifityh roaming, security, mobile data offload, and
usage tracking; and prepaid and postpaid chargingtibns.

The Bridgewater® Policy Controller provides real-time network, application, and subst policies
that allow service providers to manage mobile datavth and deliver personalized services. It is
unique in the industry in leveraging multiple typafspolicy that work together to deliver a superior
mobile experience. Network policies are implemdnity the Policy and Charging Rules Function
(“PCRF") in the Policy Controller. These policieaable service providers to manage mobile data
traffic by applying real-time bandwidth controlsathadapt to changing network conditions and
subscriber context. The Policy Controller also sarspapplication policies that allow service praasisl

to rapidly provision new applications and applyigiels to determine what, where, and under which
circumstances subscribers can access applicat@éndgewater's new myPolicy™ solution for the
Apple® iPhone and Research in Motion’s Blackberm®ables service providers to give subscribers
direct policy control over their own mobile usagecluding: tracking real-time data, SMS, and
applications usage; setting personalized limits rgotifications; and receiving special offers.

The Bridgewater® Home Subscriber Server (“HSS”)is a standards-compliant, carrier-grade master
repository that contains subscriber and deviceilpraind state information, and manages subscriber
identities, service profiles, authentication, auittetion, and quality of service for next generatio
networks.

The portfolio is anchored by BridgewaterSubscriber Data Broker™, a sophisticated, carrier-grade,
subscriber data management capability integrater aor products. It creates a real-time, unifieewiof the
subscriber based on profile (identity, demograptgesvice plan), usage (behaviors, applicationepagt billing)
and dynamic state data (location, context, pregeace provides the sophisticated tools to provide data to
systems and applications to deliver personalizedilmservices.

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

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

* Governance rules for brokering subscriber datdital{party applications while protecting subscriber
identity and privacy;

« Policy control to provide subscriber access to auithorization for new applications; and

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



Delivery of Bridgewater's products can be as avgafé solution, as an integrated system or as a Spae®
system. Products delivered as a software solutiertypically licensed based on subscribers or &etisns. In
these deployments, the service provider purchasebmMare and some third-party services separatalytaies
responsibility for integration of the solution. tégrated system deployments provide a system-jenauct,
packaging Bridgewater software with third-partydware and software. These products are licensedrated-
transaction load, growing as the transaction cépaeguirements grow. WideSpan is an integratesesy that
enables service providers to bring new mobile ses/ito market faster by using a single vendor soluand
better predict and manage subscriber growth. Armchdy Subscriber Data Broker, it integrates theviSe
Controller, Policy Controller and Home Subscribend&e products, plus third party hardware andveafe, in a
highly-scalable, carrier-class blade server envirent. The system is pre-packaged and pre-configuidd
certified transaction throughput to manage rapiditedransaction growth.

Bridgewater offers professional services to providemprehensive 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 servicesuph direct and indirect sales channels. Whethés are
direct or indirect, an important part of our stggténvolves dealing directly with service provideesunderstand
and identify their market and service requiremeri@air direct sales force addresses Tier 1 andtselélder 2
service providers, and is established geograpkigalhe Americas, Europe, Middle East and AfritRMEA"),
and Asia Pacific (“APAC"). We have organized oates teams for major account management, with destic
sales management and sales engineering teamspmrgddgraphic/regional support of service provide@ur
global channel partners deliver our products topsupturnkey networks or network subsystems in detep
network solutions. We also have established regioesellers to provide geographic coverage of ifipec
network technologies.

Growth Strategy/Business Model

Our business strategy is focused on expandingrieedth and depth of solutions that we deliver toexsting
customers and expanding our customer base andogé@wvglour channel model, while maintaining profiliaa

Our long term strategy will continue to leverage ourrent investment in product development anéssahd
marketing to deliver increasing profitability antbseholder value. Our growth strategy is focusebar areas:

1. Penetration of 3G/4G markets We are extending delivery of our products andises to 3G HSPA
and 4G service providers. We have ten regional H8R#fallations and two combined EVDO/HSPA
installations. We have focused strategies to exterdproducts to support the broadband expansion in
the 3G HSPA market. We are extending our produtts 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 migratiomterworking, and data offloading across mixed
3G/4G and WiFi networks. In the fourth quarter2609, we announced our first major LTE win with
MetroPCS for our Home Subscriber Server and P@iagtroller.

2. Expansion of Product & Solution Portfolio. Extension of our product portfolio is a key etarh of
our growth strategy. We expect our policy contmodl subscriber data management products to take on
increasing importance to enable service providepetsonalize services. In the second quarter @20
we introduced Bridgewater’'s myPolicy™ solution the Apple® iPhone and Research in Motion’s
Blackberry®. This innovative solutioenables subscribers to personalize and manage endatha
usage, set limits and notifications, receive speiffars, and prevent bill shockin the third quarter of
2009, we unveiled our LTE product suite includihg BridgewateHome Subscriber Server and Policy
Controller which are both anchored by Bridgewat&ighscriber Data Broker and is fully compliant
with the Third Generation Partnership Project (“B&PRelease 8 and Release 9 Standards for LTE.

3. Continue to Expand New Delivery Models Our flexible delivery models allow service prders to
purchase and deploy our products as standaloneeaeftsolutions or system-level products which
provides for additional penetration of our produgtsdirect and channel engagements. Service
providers are looking for delivery models that ecaatch capacity requirements and provide licensing
models to provide flexibility on deployment of harkre platforms.
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4. Geographic Expansion We are continuing to expand our business outdideth America by
increasing our investment in establishing serviekvdry capabilities in key markets, developmerd an
support of channel partners and system integratgtis,a focus on expansion in key markets in EMEA,
APAC and South America.

Components of Revenue and Expenses

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

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

The majority of our revenue is denominated in U8ads, 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 reduce the inpiioreign exchange fluctuations.

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

Sales and marketing expenses include all persamttlrelated 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 researod development programs, and professional services
engagements. General and administrative expenskslé personnel and related compensation, professi
fees, legal, accounting, and insurance costs. Bad ekpense includes any provisions for accoumsivables

for which collectability is not reasonably assured.

Critical Accounting Policies and Estimates
Revenue Recognition

Our revenue is derived from the sale of softwamerses, hardware integrated with licensed software,
professional services and maintenance and suppooduct revenue includes licensed software, hamlwar
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&iftware is sold through a perpetual license ofinited
cases, a subscription with a customer support amidtemance contract and may be integrated withvienel or
include feature development and professional sesvic

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

Customer acceptance provisions included in an geraent are based on our product specificationwvemes is
recognized when we have demonstrated compliande thwt specifications or have had a history of qusto
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 softwéerse
arrangements include customer support and maintenservices. Customer support and maintenancecsstrvi
consist of tiered 24/7 help desk support to serpicwiders and indirect channel partners, techréopgbort and
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updates to our products only on a when and if alséel basis. Substantially all of our customers Ipase product
support and maintenance services when they acgeiresoftware licenses. In addition, substantiallyofour
customers renew their product support and maintananontracts annually. We also offer professioealises
consisting of network design and optimization, afiation, training, deployment planning, interopsliy
testing for customers and partners, and customgmpantner training for network planners, enginesystem
operators and solution sales engineers.

Revenue for customer support and maintenance senfieature development and professional servicdisded

in a multiple element arrangement are unbundledhfthe total fee for the arrangement based on teliab
objective evidence of their fair value and the daal amount is allocated to the initial productvéeed. We
annually review our renewal pricing realized fostmmer support and maintenance services and ofegsional
service rates achieved by customer group, to ernbatethe appropriate amount of revenue, baseceligble
objective evidence of fair value, is unbundled deterred. Where reliable objective evidence of ¥alue for an
element does not exist, revenue is deferred umtth £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 revasigenerally recognized on a proportional perforoeabasis
taking into consideration the hours completed tte da relation to the total expected hours to catglthe
deliverable. Where software is sold on a subsaniptiasis, revenue for the entire arrangement tgrézed on a
ratable basis over the term of the subscriptionehan arrangement is comprised of multiple dedivkss of
the same or similar products and related serviges time, revenue is allocated proportionately Hase fair
value to each product deliverable and recognizedhi® delivered product and related services witlereeenue
recognition criteria have been met.

Our solutions are highly scalable, with each solutinterconnecting with other solutions in our falit
allowing service providers the ability to add feagion an incremental, as-needed basis. As a,resuity of our
software arrangements include feature developmémresold on a stand-alone basis or as a partrofiiéiple
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 elemenniritiple
element arrangement as they are not consideréchttiv the functionality of the software produetyd the total
price would vary where these features are exclutedcluded. If the development is considered eaitito 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, revermeéeéferred until the uncertainty is sufficienthsotved. We
estimate the proportional performance on contragth fixed or “not to exceed” fees on a monthly isas
utilizing hours incurred to date as a percentagtotafl estimated hours to complete the projectnudnber of
internal and external factors can affect our edsiancluding labour rates, utilization and changeestimates
of hours required to complete the project. Wheltobst estimates exceed revenues, we will acauehe
estimated losses immediately using cost estimaggsare based upon an average fully burdened paiecable
to the individuals performing the feature developine

Our reseller arrangements do not provide for retights with the exception of one reseller. We hhaé no
returns from this reseller. We recognize revenp@enudelivery to our resellers, provided that allestrevenue
recognition criteria have been met, and we estimatgurn provision based on our historical expexe

We assess whether fees are fixed or determinablealiectability is reasonably assured at the togheale and
recognize revenue if all other revenue recognitioteria are met. Our standard payment terms amergély net
30-45 days; however, terms may vary based on thatgoin which the agreement is executed. Where &e
considered not to be fixed or determinable, revesuecognized as payments become due and wherhel
revenue recognition 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 eséirttze
expected performance compensation to be incurrddruhese arrangements and defer the equivaleniramb
revenue until the performance period has lapsedifficient evidence exists to support a changéénestimate.

Unbilled receivables arise when services are perddror products and features are delivered prioutcability
to invoice in accordance with contract terms.
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Deferred revenue arises when payments are recé@ieedcustomers in advance of revenue recognitidere
being met.

Deferred Cost of Sales

Our WideSpan system includes third party hardwaik software costs recorded as deferred cost of saitl
the related revenues are recognized. Deferredofasties is carried at the lower of cost and neizable value.

Stock—Based Compensation

We have stock option plans for employees, offieerd directors. As a result, we report a compensaipense
based on Canadian Institute of Chartered Accoustdf€ICA”) Handbook Section 3870Stock-Based
Compensation and Other Stock-Based Paymeiitse fair value of the stock options is determdinssing the
Black-Scholes option pricing model and judgmentegttimate the term of the stock options, the vithatof our
stock and future dividends. In addition, judgmismequired in estimating the amount of the stogtiom awards
that are expected to be forfeited. If actual Itesdiffer significantly from these estimates, dtdmsed
compensation expense and our operating results t@uiaterially impacted.

Valuation of Future Income Tax Assets and Futuoeine Tax Expense (Recovery)

As of March 31, 2010, we have a future tax asséi80t million, representing a decrease of $0.7ionilfrom

December 31, 2009. The decrease is due to uidizaff tax balances generated in prior years teatfEurrent
tax liabilities. We will continue to reassess @stimates as to our anticipated income tax positiofuture

periods and make a determination related to thegrétion of any potential future income tax assdthis

determination will require judgment and estimated analysis of future events, which by their natunay or
may not occur.

As at March 31, 2010, we had accumulated $24.liamithf unused R&D expenditures for income tax psgsn
and $8.1 million of unrecognized investment taxdidsewhich may be applied against future Canadimorme
taxes otherwise payable. We also had approximétsi§2.4 million of losses for US income tax purpose

Judgment is required in determining the amountfubtfre income tax assets and liabilities and tHated
valuation allowance recorded against the net futiceme 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 tzets will

be recovered from future taxable income, and whethevaluation allowance is required to reflect any
uncertainty. We will continue to evaluate our fietincome tax position quarterly and record anwsitjent
necessary in that period.

Current Income Tax Expense

On an ongoing basis, management reviews the estiir@atrrent tax position and the use of accumulédsd
deductions.

Based on this review, we recognized $0.4 milliomoh-refundable investment tax credit carry forvgasd a
component of operating expenses and current incarmexpense of $0.4 million. We will continue tealiate
our current tax position and record any adjustmeatssary in that period.

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 Canadiarivatgnt
to International Financial Reporting Standard (“87R 3, Business CombinationsThe new standard is not
expected to have a material effect on our cons@dlinancial statements.

In January 2009, the CICA issued Handbook Sectl@@d,Consolidated Financial Statementnd 1602Non-
Controlling Interests which will replace Handbook Section 16@Dpnsolidated Financial StatementsThese
new standards are effective for interim and aneoakolidated statements for fiscal years beginom@r after
January 1, 2011 but with earlier adoption permittedl provide the Canadian equivalent to Internation
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Financial Reporting Standard IAS 2Zonsolidated and Separate Financial Statemefise new standards are
not expected to have a material effect on our dateted financial statements.

In December 2009, the CICA issued Emerging Issuemr@ittee EIC-175Multiple Deliverable Revenue
ArrangementsThis new standard is applied to revenue arrangtmeith multiple deliverables entered into or
materially modified in the first annual fiscal pedli beginning on or after January 1, 2011 but wilnlier
adoption permitted. The new standard requirendmeto allocate arrangement consideration atrtbegtion of
an arrangement to all deliverables using the redatelling price method. It also changes the lefelvidence of
the standalone selling price required to separaligetables when more objective evidence of thinggprice is
not available. It is the Company’s intention td parly adopt the following standard and it islie {process of
assessing the impact the standard may have onaimp&hy’s consolidated financial statements.

Transition to International Financial Reporting Sitdards

In January 2006, the Accounting Standards Boarel ‘(BtSB”) announced its decision to require all jclip
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 entisgs
will be required to use IFRS, as issued by theriatiional Accounting Standards Board, unless meatifons or
additions to the requirements of IFRS are issuedhkyAcSB. 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 transitidanpto achieve adoption of IFRS by January 1, 20kich
consists of three phases: diagnostic, analysisrapmentation.

The diagnostic phase includes the identificatio@€ahadian generally accepted accounting princig@8AP”)

and IFRS differences relevant to the Company aedatternatives available upon adoption. During tthigd
guarter of 2009, the Company completed the diagnpsiase and the key differences between CanadiekiPG
and IFRS were identified as revenue recognitioocksbased compensation, income taxes and financial
statement presentation and disclosure requiremehdslitional differences may be identified in thdure as a
result of changes to the Company’s business dfRS ktandards are further developed.

The analysis phase includes an evaluation andteelesf accounting policies and alternatives avddaat initial
adoption of IFRS. The analysis phase also inclatesvaluation and assessment of our informatistems,
internal controls over financial reporting, finamgi agreements or compensation arrangements thatbmay
impacted by the adoption of IFRS. The Company gedaxternal advisors to provide support in conmudet
this phase. During the fourth quarter of 200, @ompany completed its analysis of key differermetsveen
Canadian GAAP and IFRS.

As a result of the analysis, we concluded thaediffices exist related to stock-based compensatia@hwould
have a material effect on the Company’'s accounpinficies and consolidated financial statements.e Th
Company grants stock options to employees, offieerd directors which vest in equal installmentsrod@
months. Under Canadian GAAP, the Company electedrdat the stock option grant and the vesting
installments as a pool and the fair value of trengmwas determined using the average life of ts&rument.
The fair value was recognized as stock-based cosagien expense on a straight-line basis over teeage life

of the instrument.

Under IFRS, each separate vesting installment beisteated as a separate award. The fair valdeté&smined
for each vesting installment and recognized askdbased compensation over its vesting period.

The Company will change its accounting policy upoloption of IFRS to conform to these standardsraodrd
an adjustment increasing the opening deficit fecdl 2010. This adjustment reflects the differemcetock-
based compensation expense that would have beemlegcunder IFRS compared to the expense recort#et u
Canadian GAAP for all unvested stock option granttstanding at January 1, 2010. Furthermore, dbaslked
compensation expense calculated under IFRS foyehe ended December 31, 2010 will be lower thaih lveil
recorded under Canadian GAAP for currently outstamdwards.

During the analysis phase, we did not identify atlyer material impacts to the financial resultssigmificant
changes to our procedures, systems or controls.
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The implementation phase includes completion ohaltessary changes to systems, process and coatidbls
development of the financial statement presentaiwhdisclosures required to convert to IFRS. Phizse will

be completed during fiscal 2010 to provide the carafive information required to report under IFR®la
during the initial year of adoption in fiscal 2011.
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RESULTS OF OPERATIONS

Three months ended March 31,

2010

2009

(unaudited)

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

Revenue $ 24,496 $ 14,043
Product revenUEe........oiiiiii e 77% 76%
Service and SUPPOIt FEVENUE........ceiviuiuiieiiieieaeaeaaans 23% 24%

(€ 0T 117 T 1o P 16,316 10,720

% OF REVENUE... ..ottt i i i e i e e e e e e e e 67% 76%
Sales and marketing.........cooviiiiii i 4,040 2,932
% OF REVENUE... ..ottt it i i i i i i e e e e e e e 16% 21%
Research and development............cccooiiiiiiiiiiiiii s 5,184 3,428
% OF REVENUE... ..ottt i i i e i e e e e e e e e 21% 24%
General and adminiStration.......cocvvvveeiiiii e 1,026 1,501
%% OF REVENUE... ..ot s i e e e e e e e e e 4% 11%
Investment tax credit carryforwards recognized................ (400) -
%% OF REVENUE... ...t e e e e e e e -2% 0%
Bad debt (recovery) eXpense .....ooovviiiiiiiieiiiiiiiiie s, (50) 224
%% OF REVENUE... ..ot s i e e e e e e e e e 0% 2%
Stock-based compensation.........coceviiiiiiiiiii e 116 76
% OF REVENUE... ..ottt i i i i i e e e e e e e e e 0% 1%
Total operating €XPEeNSES ...t $ 9,916 $ 8,161
% OF REVENUE... ..ottt i i i i i e e e e e e e e 40% 58%
Earnings before undernoted items...........c.ccoiiiiiiiin. $ 6,400 $ 2,559
% OF REVENUE... ..ottt i i i i i e e e e e e e e 26% 18%
Foreign exchange loSsS ... (740) (@]
%% OF REVENUE... .ot it i e e e e e e e e e e e -3% 0%
Interest and OotherinCoOmMe........ccooiiiiiiii e 72 230
%% OFf REVENUE... .ot it e e e e e e e e e e 0% 2%
Loss on disposal of property, equipment and intalegassets (22) -
% OF REVENUE... ..ottt it i i i e i e e e e e e e e 0% 0%
Earnings before income taxes.........cocovveiiiiiiiiiiiiiiiieeans $ 5,710 $ 2,785
% OF REVENUE... ..ottt it i i i e i e e e e e e e e 23% 20%
Current iNCoOMe taxXx eXPENSE .....iiiiuiiiiiiiie it 400 -
% OF REVENUE... ..ottt i i i i i e i e e e e e e 2% 0%
Future income taxexpense (TECOVErY) .....ccccvviiiiiunninennnns 717 (100)
%% OF REVENUE... ..ot i i e e e e e e e 3% -1%
NET AIMINGS .. cnieniee e e eeeae $ 4,593 $ 2,885
%% OF REVENUE... ...t e e e e e e e e e e e e 19% 21%
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Revenue

For the first quarter of 2010, our total revenues\$a4.5 million, an increase of $10.5 million of44ompared
to $14.0 million for the first quarter of 2009. e®enue growth when reported in US dollars for tire¢ month
period ended March 31, 2010 was US$11.8 milliom#apcompared to the same period in 2009. The iserea
revenue is primarily related to consistent growthproduct revenue. During the first quarter ofl@0wve
continued to increase our customer base and diyeggographically by adding 3 new service provider
customers, of which 2 were in EMEA, and 1 in APAC.

Product revenue for the first quarter of 2010 wa8.$ million, or 77% of total revenue, compared$td.7
million, or 76% of total revenue, for the same pdrin 2009. The increase in product revenue prisneeflects
the delivery and acceptance of the WideSpan systeméerizon Wireless and the advancement of reeeshue
to an expected transition in the Company’s busivesis Verizon Wireless. Going forward, the Compan
expects continued license its software and solstlmnVerizon Wireless in a software-based transadicense
model as Verizon Wireless transitions its requimetad¢o provide for greater hardware platform fléiipand to
support increased transaction capacity. In the fiuarter of 2010, the Company also recognizegiqusly
deferred revenue associated with an allowance déternpial performance compensation payments to Weriz
Wireless due to the expiration of some performagerods. Our top five customers in the first qeadf 2010
represented 85% of revenue compared to 89% of vevir the same period in 2009.

First quarter 2010 service and support revenuéyettfrom professional services and maintenancesapgort
contracts, was $5.6 million, or 23% of total revencompared to $3.3 million, or 24% of total revenfor the
same period in 2009. Growth in service revenwar tive prior year quarter is attributed to growthhie number
of customers and in the requirements for value-dditefessional services. We expect to continudeteelop
our services offering, which will drive additiongdowth in this component of revenue.

Bridgewater has active channel engagements for CEHMBO, WIMAX, 3G GSM and LTE networks through
channel partners operating in various geograpties.the first quarter of 2010, indirect revenuenfrour
channel partners and resellers contributed 7%taf tevenue compared to 13% for the same peri@)@9.

The decrease in indirect revenue in the three mpetiod ended March 31, 2010 compared to the samedin
2009 is due to lower volume of professional sewi@ngagements with channel partners. Continued
development of existing channels and new chanratioaships are expected to contribute to higheliract
revenue in 2010.

Three months ended March 31,
2010 2009
(unaudited)
(in thousands of dollars, except percentages)

Direct $ 22829 93% $ 12,170 87%
Indirect 1,667 7% 1,873 13%
Total $ 24,496 100% $ 14,043 100%

Historically, our customers have been predomina@MMA-EVDO service providers; however, in recenass
we began providing products and services to supgp8G GSM, WiIMAX and LTE networks in the Americas,
EMEA and APAC.

Three months ended March 31,
2010 2009
(unaudited)
(in thousands of dollars, except

CDMA-EVDO $ 18246 74% $ 8,916 63%
3Gto 4G 3,662 15% 1,538 11%
Wireline 2,588 11% 3,589 26%

Total $ 24,496 100% $ 14,043 100%
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For the first quarter of 2010, our CDMA-EVDO revenwas $18.2 million, an increase of $9.3 milliarl65%
compared to $8.9 million for the first quarter df0®. The increase is due to the ongoing revensecaged
with the delivery of the WideSpan systems with Yen Wireless.

Although revenue from CDMA-EVDO continues to repnmesthe majority of our revenue, revenue derivednfr
the migration of 3G to 4G (e.g. 3G GSM, WIMAX, femaell) networks contributed 15% of revenue in tingt f
quarter. For the first quarter ended March 31,02@Lr 3G to 4G revenue increased $2.1 million38% over

the same period in 2009. The increase in revesudue to ongoing revenue associated with the Home
Subscriber Server and Policy Controller solutiorbvéred to Metro PCS and sales of products to stphe
WIMAX market and initial GSM policy deployments @merging markets and North America.

Wireline revenue of $2.6 million (11% of revenua) the first quarter of 2010 was primarily derivedrh
revenue from the Alcatel-Lucent Source Code Licehgmement (“Alcatel Agreement”) which expires Cmto
30, 2010 and resale of products and services thrthayAlcatel-Lucent reseller agreement. For tret §uarter
of 2010, our Wireline revenue decreased $1.0 milbo28% over the same period in 2009.

Gross Margin

Gross margin for the first quarter of 2010 was 6€éénpared to 76% for the first quarter of 20090stf sales
consists of direct product costs, operations supgqenses to support customer engagements anespiafal
services engagements. The decrease in gross npengi@ntage for the first quarter ended March 31026 due
to an increase in direct hardware and third pasfyware costs associated with the WideSpan systeitis
Verizon Wireless and Cricket Communications anchipéal investments in operations support infrastrectas
well as internal and subcontracting costs incutoeslipport the increase in professional servicgagements.

Operating Expenses
Sales and Marketing

Sales and marketing expenses were $4.0 million (d6%venue) for the first quarter of 2010, an @ase of
$1.1 million or 38% over the three month period2009. The increase during the three month pesatle to
higher compensation and related staff costs, ctingutosts, and travel expenses. Our sales an#etitay
headcount was 45 at March 31, 2010, compared & Blarch 31, 2009.

Research and Development

For the first quarter of 2010, research and devetag (“R&D”) expenses increased 51% or $1.8 millior$5.2
million from $3.4 million in the first quarter of@®9. The increase in R&D expense for the three mpetiod
ended March 31, 2010 was driven by higher comp&msatosts, travel and contractor costs. Our R&D
headcount was 143 at March 31, 2010 compared & B¥arch 31, 2009.

General and Administrative

For the first quarter of 2010, general and admiaiste expenses were $1.0 million compared to #ilkon for
same period for 2009. The decrease in expenskeeito incremental costs incurred during the prear period
relating to advisors to the Board of Directors aeldted committees to respond to the request &raaeholder
meeting received from Crescendo Partners. Oumrgkaed administrative head count was 18 at Mafct?810
compared to 17 at March 31, 2009.

Investment Tax Credit Carry forwards Recognized

On an ongoing basis, management reviews the estih@trrent tax position and the use of accumultagd
deductions. Based on this review, $0.4 millionnoh-refundable investment tax credit carry forwandse
recognized.

Bad Debt (Recovery) Expense

For the first quarter of 2010, there was a nomiirzal debt recovery compared to a $0.2 million bdat depense
for same period in 2009.
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Stock-Based Compensation

Stock-based compensation expense for the firstteuaf 2010 was $0.1 million, which is comparaldetiie
same period in 2009.

Foreign Exchange

We conduct a significant portion of our businesvaes in US dollars. We translate our accouiotsour US
subsidiary into Canadian dollars using the temparathod of foreign exchange translation, which gtates
monetary assets and liabilities at the rate of arge in effect at period end. Non-monetary iterssti@nslated
at the rates in effect on the dates of the traimat Revenue and expenses are translated avéhege rate for
the period. The resulting translation adjustmanésincluded in the determination of net earnings.

We realized a $0.7 million foreign exchange losstfie first quarter of 2010 compared to a nomioaklfor the
same period in 2009. The foreign exchange losshio three month period ended March 31, 2010 wastd
the impact of an increase in the value of the Ciamadollar relative to the US dollar on our US doll
denominated working capital balances. At March Z110, we had no forward contracts to purchase lbiUs:
dollars.

Interest and Other Income

In the first quarter of 2010, we earned interesbime of $0.1 million compared to $0.2 million fdretsame
period in 2009. The decrease in interest incontkiésto lower interest rates earned on cash ardezpgvalent
balances and short-term investments.

Loss on disposal of Property, Equipment and Intandile Assets

In the first quarter of 2010, the Company incureedchominal loss on disposal of property, equipmerd a
intangible assets.

Current Income Tax Expense

Based on the estimated current tax position andusieeof accumulated tax deductions, a $0.4 mildorrent
income tax expense was recorded during the firattquof 2010.

Future Income Tax Expense (Recovery)

As at March 31, 2010, we have accumulated $24.llomi{December 31, 2009 - $27.7 million) of unusd&ID
expenditures for income tax purposes, and $8.liamilbf unrecognized investment tax credits whichyrha
applied against future Canadian income taxes oikerpayable. We also have US$2.4 million of losses
available for carry forward for US income tax pusps.

Based on the estimated use of accumulated taxctieds and management’s assessment of the liketlilioat
future income tax assets will be recovered, a &utncome tax expense of $0.7 million was recordedHe first
quarter of 2010. As of March 31, 2010, our futuneome tax asset was $8.1 million. We will contirtoe
evaluate our tax position quarterly and record astjystment necessary in that period.

Net Earnings

Net earnings before income taxes for the first grasf 2010 were $5.7 million, or 23% of revenuempared to
$2.8 million, or 20% of revenue, in the first querof 2009.

Net earnings for the first quarter of 2010 were6$dhillion, or 19% of revenue, compared to $2.9 imil| or
21% of revenue, in the first quarter of 2009.

Strong net earnings improvements in the first guaegnded March 31, 2010 are due to multiple nevtraon
wins, customer and product expansion and, in parthe timing and revenue contribution of large jeco
deployments.
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Basic earnings per share were $0.19 for the fusrtgr of 2010 compared to earnings per share aR2#or the
same period in 2009. Diluted earnings per shanme \$6.18 for the first quarter of 2010 comparee@aonings
per share of $0.12 for the first quarter of 2009.

LIQUIDITY and CAPITAL RESOURCES

We have funded our operations from the placemergqoity securities and profits from operations sitir

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 tedpieeds. Our future liquidity is primarily depemd on cash
flows generated from our operations. Despite theeod volatility in the economic environment, oiguidity

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

The table below outlines selected balance sheeuats, key ratios and a summary of cash inflowsantlows
by activity.

Three months ended
March 31,
2010 2009
(unaudited)
(in thousands of dollars,
except ratios)

Cash inflows by activity

Operating activities ............ccooiiiiiiiie e, $ 18,736  $ 1,242
INnvesting actiVItieS ........ovvvi i, 5,068 367
Financing activitieS..........ccccovviiii e, 27 1,528
Net cash inflOWS ......ooovvviiiiiiiei e $ 22190 $ 3,574

Key balance sheet accounts and ratios

Cash and cash equivalents ...........cccooceviviiivivin e, $ 76,019 $ 53,938
Short-terminvestmentS........coovviieiiiii e 8,232 -

Non-cash working capitéjl) ............................................. (19,693) (7,399)
LONQg teIM AaSSeLS ...t 7,774 13,838
Long termliabilities ..........cccooviiiiii e, - -

Non-cash working capital Fath o, 0.6 0.8
CUMENE FAO ™. ... ev ettt 24 21

(1) Non-cash working capital is calculated as curressets less cash and cash equivalents less shart-ter
investments less current liabilities

(2) Non-cash working capital ratio is calculated astitgo of current assets less cash and cash egquitsahnd
short-term investments 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 $18illion for the first quarter of 2010 primarilyud to net
earnings of $4.6 million, a decrease in non-castking capital of $11.3 million, future income taxpense of

$0.7 million, and non-cash amortization of propgetyuipment and intangible assets of $0.3 million.

Our non-cash working capital balance decreased3$tilion through the first quarter of 2010. Accasin
receivable decreased by $15.0 million net of alleeeafor doubtful accounts due to the collectiorthia first
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quarter of amounts billed for major contract awailshe prior quarter. Unbilled receivables deceeaby
$0.8 million due to the timing of billings drivenylthe terms in specific contracts. Deferred cdssales
decreased $3.2 million due to amounts recognizedost of sales related to the WideSpan delivery and
acceptance for Verizon Wireless and Cricket Comeations. Prepaid expenses and other assets indrbgse
$0.7 million primarily due to prepaid sales comruas and new support agreements entered into dthingjrst
quarter. Accounts payable and accrued liabilidlesreased $4.0 million due to a decrease in traseuats
outstanding and lower accrued liabilities for opi@gexpenses at the end of the first quarter 4020

Three months ended March 31,
2010 2009

(unaudited)
(in thousands of dollars)

Net change in non-cash working capital

Accounts receivable, net of allowance for doubdéftdounts. $ 15,048 $ (6,619)
Unbilled receivables.........c.coviiiiiiiiinii 807 (3,918)
Deferred costofsales......cc.ccovviviiiiiiiicii e, 3,231 (200)
Prepaid expenses and otherassets.............cocevvveevnnnnnn. (694) (918)
Accounts payable and accrued liabilities....................... ,903) (2,783)
Deferred reVENUE. .......cooeeee e (3,089) 12,750
Net decrease (increase) in non-cash working capital $ 11,328 $ (1,688)

Deferred revenue decreased $3.1 million primarilg do recognition of revenue on the Verizon Wirglasd
Cricket Communications WideSpan product delivedied other long term contracts. Deferred mainte@ama
support revenue increased due to the timing ofraohtenewals.

As at March 31, As at December 31,
2010 2009
(unaudited)
(in thousands of dollars)

Deferred revenue

Product and service revenue... $ 37,587 $ 41,812
Maintenance and support revel 3,612 2,476
$ 41,199 $ 44,288

Investing Activities

Net cash received from investing activities of $illion for the three month period ended March 2210 was
primarily due to the maturity of short-term investmts of $5.2 million during the period.

Additional investing activities for the three momkriod ended March 31, 2010 included property,pgant
and intangible asset purchases amounting to $0lBmicompared to $0.4 for the same period in 2009
Property, equipment and intangible asset purchasesomprised of desktop equipment, IT infrastmestR&D
equipment, computer equipment and servers, softaragideasehold improvements.

Financing Activities

On March 12, 2009, the Toronto Stock Exchange (f&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”). ThelBQvas effective March 17, 2009 and expired on Mal6,
2010. Daily purchases over the facilities of thexXTWere limited to 9,545 shares, other than purst@atiock
purchase exemptions. Except in the case of an expanphase, the prices that the Company would payhie
common shares purchased would be the market prite shares at the time of acquisition.
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No shares were repurchased during the first quaft210.

During the first quarter ended March 31, 2010, eeeived nominal net proceeds from the issuancéarfes
upon the exercise of stock options.

As at March 31, 2010, we have 24,447,772 commoreshautstanding and 1,984,216 share options issned
outstanding under our Stock Option Plan.

Lease Obligations

We rent premises in Canada and Australia underatipgrleases which expire at varying dates up torday
2011. We also lease certain office equipment.

The following table sets forth our contractual ghtions and commitments to make future paymentemund
leases for office space and office equipment &daaith 31, 2010.

2010, $ 1,130,000
2010 804,000
2012, 538,000

Off Balance Sheet Arrangements

We do not have any off balance sheet arrangemehnés than those disclosed under “Lease Obligati@msf
“Financial Instruments”.

Related Party Transactions and Material Contracts

We lease office premises from a company contrddigthe Chairman of the Board of Directors undemteand
conditions reflecting prevailing market conditiceisthe time of the lease. For the first quarteteghMarch 31,
2010, we incurred rent expenses of $0.2 millioniclvhis comparable for the same period in 2009addition,
the Company purchased a nominal amount of leaseingidovements from a company controlled by the
Chairman of the Board of Directors, which is congiée for the same period in 2009.

For the first quarter of 2010 we purchased salesdavelopment services from a company controlledhiey
Chairman of the Board in the amount of $0.3 millicFhe services were recorded at the exchange amidlen
have no current commitments related to these svidNo similar consulting services were purchdsea a
related party during the first quarter of 2009.

Financial Instruments

On September 8, 2008, we issued a letter of ctediferizon Wireless for US$3.0 million to securataa
performance obligations made within the supply egrent for support services for our WideSpan systding
letter of credit is renewed on an annual basis.

Outlook

Bridgewater’s business growth is driven by key rearkends in mobile data which continue to be fatbte
despite continued economic challenges in certagions. The proliferation of smart devices is legdio
significant growth in mobile data usage. Growtlthiea number of mobile data and mobile internetiappbns is
increasing rapidly due to the use of new “smartVides in the network and the continued evolutiowarls
higher bandwidth. In order to accommodate high saation growth and to facilitate the delivery ofwne
applications, service providers are expanding baditivwith the roll-out of broadband 3G networks aheé
introduction of 4G networks in addition to datalo&d solutions. These factors translate into sultistagrowth
in data services evidenced by the increase inrdatmnue from leading wireless service providers.

Our existing customers and new service provideenierging markets may be facing financial challsrigethe
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; and
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» Large installed base of customers in existing andrging markets addressing high growth markets for
mobile data services.

Taking into account the uncertainty around the waoonomic climate and the near-term financial emgées
that existing customers and new service providemmerging markets may be facing, Bridgewater rseculy
forecasting revenue of approximately $85 to $94ionilfor fiscal 2010, as a result of:

» Significant contracts with Tier 1 customers;

o  Sales of existing and new products in wirelessekvie and converged networks;

* Increased license and maintenance fees from exidgployments as our customers grow and continue
to add new subscribers and devices to their netsyankd

e Continued evolution of our business model for deiivg products and services to address higher
transaction capacity needs.

With continued emphasis on cost management whilesting in key areas for future growth, we are dasging
net earnings before tax of $14 to $17 million aetlearnings after tax of $10 to $12 million for 201

See “Forward-Looking Statements”.
Risks

Risks and uncertainties affecting the Company aseibed in more detail in Bridgewater's Annualoimhation
Form dated March 31, 2010 which can be foundvatv.sedar.com Additional risks and uncertainties not
presently known to us or those we currently consigienaterial also may impair our business and djgera and
cause the price of the common shares to declirenyfof the noted risks actually occur, our businesly be
harmed and the financial condition and results megration may suffer significantly. In that everite ttrading
price of the common shares could decline, and blb&ders may lose all or part of their investment.

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

The Company’s quarterly revenues and operatingltesoay fluctuate, which may harm the Company’siltes
of operations.

The Company depends on a limited number of custofoera substantial portion of its revenue in amgcdl
period. The loss of, or a significant shortfall égnders from or changes in contract terms with, kagtomers
could significantly reduce its revenue.

The market for the Company’s products is competiind continually evolving, and if the Companyas able
to compete effectively, the Company may not be tabtontinue to expand its business as expectedttend
Company’s business may suffer.

The Company cannot assure you that it will suspaafitability in the future. If the Company doest meaintain
its profitability, the Company’s share price mayclige.

If the Company is unable to manage its growth afghed its operations successfully, its businesscgadating
results will be harmed and its reputation may bendged.

The introduction of new technologies or industgnstards could reduce spending on the Company’sumtsd
and therefore harm the Company’s operating results.

The Company’s current and future sales dependsosuitcess in generating indirect sales to a limitechber of
channel partners, and any failure to do so woulgéha significant detrimental effect on its business

The Company derives a large portion of its revefnom a single market, specifically the CDMA-EVDOrked.
The Company derives a large portion of its revefiam its service control products and related protuand

services. The Company’s future revenue growth iwilpart depend on the introduction of new produetsl
services which have not yet been proven.
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The Company’'s engagements with its customers maglven complex arrangements for large network
deployments and failure to execute may result iayéel revenue recognition or commercial penalties.

The Company has a lengthy and variable sales cycle.

The Company may engage in future acquisitionsdbald disrupt its business, cause dilution to itargholders
and harm its financial condition and operating résu

The loss of key personnel or an inability to attrand retain additional personnel may impair thenguany’s
ability to grow its business.

Product liability claims could negatively impactles and have a material adverse effect on the Cogipa
business, results of operation and financial cdodit

The Company’s ability to compete and the succetits bfisiness could be jeopardized if the Comparnynable
to protect its intellectual property adequately.

Claims by other parties that the Company infringfesir proprietary technology could force the Compan
redesign its products or to incur significant costs

The Company uses open source software in conneeiibnits products which exposes it to uncertaiabd
potential liability.

The Company depends on sole sources for certaid farty intellectual property embedded or usedhie
Company’s products, and the Company’s businessdmoalharmed if the supply from its sole sourcesewer
disrupted.

Foreign currency exchange fluctuations could adglrémpact the Company’s revenue and net earnings.

The Company’s international sales and operationgjest it to additional risks that can adverselyeaff its
operating results.

The Company’s engagements with its customers iewsmmnplex arrangements which may require interpi@ta
of Generally Accepted Accounting Principles and megult in deferral of revenue recognition or make
timing of revenue recognition difficult to anticiga In addition, changes to pronouncements on mese
recognition rules or changes in the Company’s consiakarrangements may impact the Company’s repbrte
revenue in a given fiscal period, and may decreéhsepredictability of its revenue going forward.

Tax matters including R&D tax credits may adversaffiect the Company’s business, financial conditol
results of operations.

Access to capital for new service providers to exipdata services may be limited, which could resuiower
deployment plans or delays in the sale of the Cayipgroducts to support expanded data services.

A slowdown in consumer spending on new devicegpplications could reduce service provider’'s revemnd
as a result could impact decisions to implement peducts and services.

A general global economic downturn may lead todiseontinuance of certain business lines and prtglatthe
Company’s customers and channel partners. Sucht®weay decrease revenue and increase cost and may
increase credit risk with the Company’s customers impact its ability to collect accounts receivabl

Because the Company’s business depends on thenweatstrength of the telecommunications industsy, i
operating results will suffer if that industry exjgaces an economic downturn.

The Company’s growth may be impacted by new mankeg¢rtainty and timing of implementation in new
services. Additionally, the Company’s growth ipeledent in part on the rate of new adoption of sewices.

The Company will require networking and systemgrator partners to drive growth plans for 3G and 4G
markets.
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As the Company expands its product and serviceingfeit may encounter increased competition framgé
network equipment providers and system integrators.

Timing of implementation of LTE to existing and rm@stomers could impact revenue in future periods.

Economic and geopolitical uncertainty may affea ttecisions by Bridgewater's customers to purchhse
Company’s products resulting in an impact to itsuis of operations.

Compliance with industry standards applicable te @ompany’s products may be time consuming, diffaad
costly, and if the Company fails to comply, itscarct sales will decrease.

The Company'’s share price may be volatile.

The Company does not currently intend to pay diddeon its common shares and, consequently, a
shareholder’s ability to achieve a return on itsvéstment will depend on appreciation in the pridethe
Company’s common shares.

Future sales of the Company’'s common shares byChmpany’s existing shareholders could cause the
Company’s share price to fall.

The Company may require additional capital in theufe and no assurance can be given that such alapit|
be available at all or available on terms acceptald the Company and if it is available, may diletech
shareholder’s ownership of the Company’s commomnesha

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 pchoes for the Company as defined in National Ims&at 52-
109 Certification of Disclosure in Issuers’ Annual ahiderim Filings The Company’'s Chief Executive Officer
and the Chief Financial Officer have evaluated @wenpany’s disclosure controls and procedures ddasth

31, 2010 and have determined that such disclosumgals 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 finaalcireporting as defined in National Instrument %81
Certification of Disclosure in Issuers’ Annual ahderim Filings. Because of the inherent limitations dkmmal
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 timeldisba\lso,
projections of any evaluation of effectivenesshaf internal control over financial reporting toute periods are
subject to the risk that the controls may beconaeléguate because of changes in conditions, oththategree

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 asMdrch 31,
2010 and have determined that such internal cantn@ effective.

There have not been any changes in the issueemadtcontrol over financial reporting that occdrduring the
period beginning on January 1, 2010 and ended awctMzil, 2010 that has materially affected, or &somably
likely to affect, the issuer’s internal control efmancial reporting.
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Selected Consolidated Quarterly Financial Informaton

The following table provides an analysis of ourustiged operating results for each of the quartedscated:
Quarters Ended

Mar 31, Dec 31, Sept 30, Jun 30, Mar 31, Dec 31, Sept 30, June 30,
2010 2009 2009 2009 2009 2008 2008 2008

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

Revenue $ 2449 $ 20,729 $ 766 $ 16134 $ 14043 $ 1353 10294 $ 11,796
Gross margin $ 16316 $ 12821 $€0133 $ 12051 $ 10,720 $9,906 $ 7,738 $ 9,517
Gross margin % 67% 62% 64% 75% 76% 73% 75% 81%
Expenses $ 9,916 $ 8,360 $8474 $ 8245 $ 8,161 $ 9126 $ 7527 $ 8,321
Net earnings $ 4593 $ 2525 $1651 $ 4143 $ 2885 $ 1,704 $ 483 $ 1,260
Earnings per share - basic $ 0.19 010 $ 0.07 $ 017 $ 012 $ 0.07 $ 0.02 $ 0.06
Earnings per share - diluted $ 0.18 010 $ 007 $ 017 $ 012 $ 0.07 $ 002 $ 0.05
Weighted average number of shares

outstanding - basic 24,441,88124,358,261 24,359,491 24,483,296 23,107,823 22,968,340 22,758,098 22,574,790
Weighted average number of shares

outstanding - diluted 25,558,286 25,459,579 25,237,721 25,033,020 24,401,989 24,285,756 24,208,862 24,093,597

Volatility of Operating Results

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

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

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

A significant portion of our expenses are basederpectations of future revenue and, thereforeglatively
fixed in the short-term. Expenses have generallyeimsed on a quarterly basis reflecting the investrm 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 angbet
resources required in delivery of our integratedteasps products. Timing of revenue is impacted by ou
customers’ requirements for capacity or technicfittons as well as their internal budget cycled apending
patterns. Accordingly, if revenue levels are belewpectations, operating results are likely to begeeskly
affected.

During fiscal 2009, operating results were impadigdncremental costs of advisors to the Board wé®ors
and related committees to respond to the request$bareholder meeting received from Crescendmé&tar

Additionally, operating results have been impadtgdhe valuation of future income tax assets, fitimcome
tax (recovery) and current income tax expense whiehrecorded on a quarterly basis based on marggasm
estimate of future tax positions.

The Company had a $0.1 million bad debt expensedrguarter ended December 31, 2009, $0.5 millfidrad
debt recovery in the quarter ended June 30, 20@®jrecurred $0.2 million of bad debt expense in doarter
ended March 31, 2009 in addition to a $1.1 milladibad debt expense in the quarter ended Decenh@088.

We caution that period-to-period comparison of issof operations is not necessarily meaningful ahduld
not be relied upon as any indication of future perfance.



