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

DATED: July 30, 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’ssatidated financial statements for the three amdhsonth
periods ended June 30, 2009. The financial statésnkave been prepared in accordance with Canadian
generally accepted accounting principals (GAAP) aré reported in Canadian dollars. The information
contained herein is dated as of July 30, 2009 anduirrent to that date, unless otherwise statedditfonal
information relating to the Company may also benfbon SEDAR awww.sedar.com

The Company'’s fiscal year commences January aahf 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 Operations Information
Three months ended June 30, Six months ended June 30,

2009 2008 2009 2008
(unaudited) (unaudited)

(in thousands of dollars, except per share amoantsnumber of shares)

Revenue
Product revenue.............ccoeeevviiiniiiiiienee $ 11,680 $ 7,157 % 22,417 $ 13,704
Service and SUpport revenue...............oc.eeee. 4,455 4,639 7,761 6,657
16,135 11,796 30,178 20,361
CostOf SAIES......vvviiiieiiiii 4,084 2,279 7,407 4,054
GrOSS MANGIN....cveeietiineei e e e eaeeaaeaeann 12,051 9,517 22,771 16,307
Expenses
Sales and marketing............ 3,282 3,208 6,214 6,497
Research and development.. 3,754 4,040 7,181 8,384
General and administration..... 1,602 988 3,104 1,947
Bad debt (recovery) expense (488) 29 (264) 67
Stock-based compensation.................coeeeennn 95 56 171 97
8,245 8,321 16,406 16,992
Earnings (loss) before undernoted items............ 3,806 1,196 6,365 (685)
Foreign exchange gain (I0SS)............c.cvvvvvennen. 98 (258) 94 551
Interest and other income................cccoovvnnnee. 169 322 399 711
Earnings before income taxes....................oeune. 4,073 1,260 6,858 577
Future income tax recovery .........ccc..oevvvennnnns. 70 - 170 -
Net  ariNgS.....c.vvvveiie et $ 4,143 $ 1,260 $ 7,028 $ 577
Earnings per share - basic.............cc.oeeeieeennnss 3$ 0.17 $ 0.06 $ 030 $ 0.03
Earnings per share - diluted..................ccoceeis $ 0.17 $ 0.05 $ 029 $ 0.02
Weighted average number of
shares outstanding - basic...................coevnee. 24,483,296 22,574,790 23,653,629 22,439,108
Weighted average number of
shares outstanding - diluted......................... 25,033,020 24,093,597 24,615,850 24,216,463
Consolidated Balance Sheet Information
As at June 30, As at December 31,
2009 2008
(unaudited)

(in thousands of dollars)

Cash and cash equivalents...............cccoeeeeien s $ 57,602 $ 50,364
Accounts receivable.........coccviiiiiii 8,966 13,424
Working capital®..........c.cooviiiii i 50,755 41,247
Total ASSELS. ... 99,780 87,207
Deferred reVENUE. ... c.vivieiiieie e e e eaas 28,932 24,013
Shareholders' equity..........cccoeviiiiiiiiiiiiiie s 63,469 55,888

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



Overview

Bridgewater Systems Corporation (“Bridgewater” be t‘Company”) is a market leading provider of mebil
personalization products and services that endblmbservice providers to manage and profit froobite data
services, content and commerce. More than 140ceeprioviders in 30 countries use our products andces
to manage billions of mobile transactions per moitie have 12 years of experience helping our custem
meet growing consumer and enterprise demand foilendata and broadband wireline services.

At the core of Bridgewater’'s mobile personalizatjportfolio is a real-time, high performance subseridata
management product that unifies critical subscriza, including profile, usage and real-time staftermation.

Based on this unified subscriber data, our semar#rol and policy control products broker subseribccess to
wireless data services, applications and netwapllgitities and enable flexible service and billingdels.

Our products and services enable service providers

« Deliver personalized services by using subscribaia cand network and application policies to
customize offerings;

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

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

« Adopt innovative service models including shariagemues with application service providers; and

* Reduce operating costs by more efficiently managimabile data growth, network resources, and
subscriber information.

The Market

Bridgewater markets its products and services dlpbmservice providers with a primary focus orrgless data
networks as well as service providers pursuingdfim®bile convergence strategies such as femtocells.

There are a number of trends driving demand foddgnvater’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 proliferatidnnmbile data applications such as social netwarkamd
mobile videos, unlimited flat rate plans, and lgpttata cards. The Company benefits directly frbim growth
as service providers need to manage subscribes@toeapplications and network resources (e.g. voiaitial
location, presence) to attract and retain subswibe

Migration to 3G and 4G broadband wireless networks. Evolving broadband wireless technologies such as
EVDO, HSPA, femtocell, WIMAX and LTE significantlyncrease network bandwidth and allow service
providers to deliver more sophisticated multimeskavices to their subscribers. Service provideed have
invested in building a 3G infrastructure are nowusing on investment to drive revenue and ensdieiesft
utilization of this infrastructure. This is creagidemand for Bridgewater’s proven, carrier-gratdscriber data
management, service and policy control products liledp 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 neimgripplications with real-time context such as the
subscriber’s location. At the same time, open accesates new business model options such as eatauing
and advertising. Bridgewater's products enableiserproviders to generate new revenue streams tihan-
party devices and applications by leveraging neaétsubscriber information, making it easy to pstm new
services ‘over the air’, and implementing policileat control application usage and protect the agkw

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

Service model innovation. As the market becomes more competitive, serviceigeos are attracting and
retaining subscribers by expanding their traditiggrepaid, postpaid and flat rate service plansew innovative



-4 -

service models such as casual and flexible usagdemand access to applications, and tiered senv@=rvice
providers are also delivering new services thafpaid for by mobile advertising and revenue shawiity third-
party application providers. Bridgewater's produitsorporate flexible policy controls, real-timebsariber
information, and dynamic metering capabilities thbdw service providers to develop and supporagety of
service models.

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 producésratwork
agnostic and support all major 2G (CDMA-EVDO, GSIBE (EVDO, HSPA, UMTS) and 4G (LTE, WiMAX)
access technologies as well as fixed mobile comverg technologies such as femtocells.

The portfolio is anchored by BridgewaterSubscriber Data Broker™, a sophisticated, carrier-grade,
subscriber data management product. It createslaimee, 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 serwice

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 datdital{party 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 subscritarftbm 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®R&I-time session management to enable mobility,
roaming, security, and usage tracking; and prepaéipostpaid charging functions.

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 implemedny the Policy and Charging Rules Function
(PCRF) in the Policy Controller. These policies ldaaservice providers to manage mobile data traffic
by applying real-time bandwidth controls that adaptchanging network conditions and subscriber
context. The Policy Controller also supports agtian policies that allow service providers to tHpi
provision new applications and apply policies totedmine what, where, and under which
circumstances subscribers can access applicatiénidgewater'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 rotifications; and receiving special offers.

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 aveafé solution, as an integrated system or as a Spiae®
system. Products delivered as a software soluti@n tgpically licensed based on subscribers. In ehes
deployments, the service provider purchases haeslwad some third-party services separately andstake
responsibility for integration of the solution. tégrated system deployments provide a system-jenaeuct,
packaging Bridgewater software with third-party dvaare and software. These deployments are liceosesl
rated-transaction load growing as the transactapacity requirements grow. WideSpan is an integraystem
that enables service providers to bring new mokdlvices to market faster by using a single versddution,
and better predict and manage subscriber growtichéred by Subscriber Data Broker, it integratesSbrvice
Controller, Policy Controller and Home Subscribend&e products, plus third party hardware andveafe, in a
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highly-scalable, carrier-class blade server envirent. The system is pre-packaged and pre-configuidd
certified transaction throughput to manage rapidbitedransaction 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 networlegtments, maximize revenue generation, contaits,caad
shorten time to market for new services.

Sales and Marketing

We sell and distribute our products and servicesuih direct and indirect sales channels. Whethéas are
direct or indirect, an important part of our stegténvolves dealing directly with service provideesunderstand
and identify their market and service requiremert@ar direct sales force addresses Tier 1 andteelélder 2
service providers, and is established geograpkigalhe Americas, Europe, Middle East and AfritaRMEA”),
and Asia Pacific (“APAC”). We have organized oafes teams for major account management, with etstic
sales management and sales engineering teamspmlgddgraphic/regional support of service provide@ur
global channel partners (Alcatel-Lucent, MotoroMyarion, HP, and Nortel) deliver our products tapport
turnkey networks or network subsystems in comptetvork solutions. We also have established region
resellers to provide geographic coverage of spen#iwork technologies.

Growth Strategy/Business Model

Our business model is focused on expanding ouryatecand services to our customers, growing OUIOOUEr
base and developing our channel model, while miaiimi profitability. Our long term strategy wilbatinue to
leverage our current investment in product devekmmand sales and marketing to strive for increalent
profitability. Our growth strategy is focused auf 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 G88#allations and two combined CDMA/UMTS
installations. We have focused strategies to exterdproducts to support the broadband expansion in
the 3G GSM market. We are extending our produds 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 migratamd 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 sermpioiders to personalize services. In the second
quarter of 2009, we introduced Bridgewater's my8dl' solution for the Apple® iPhone and
Research in Motion’s Blackberry®. This innovativeligion enables subscribers to personalize and
manage mobile data usage, set limits and notifinatireceive special offers, and prevent bill shock

3. Enable New Delivery Models Flexible delivery models that allow service pders to purchase and
deploy our products as standalone software solitmnsystem-level products provides for additional
penetration of our products in direct and chanmgjagements. Service providers are looking for
delivery models that can match capacity requirement identify and clarify total cost of ownership
for new service models. WideSpan provides a dsliwystem that will optimize performance,
scalability and ease of management. We receivedistirorder for WideSpan from Verizon Wireless
in 2008, and have received a subsequent order @noket Communications for WideSpan that was
delivered in the first quarter of 2009.

4. Geographic Expansion We are continuing to expand our business outdideth America by
leveraging channel partners and system integrateith, 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#althl revenue is realized through (i) incremeriite¢nse
sales due to growth in the customer environmeitdévelopment of new features and applicationscore
product, (iii) other professional services sucttagacity planning, interface and network plannirigolr can be
part of the initial engagement or as a follow-ofesand (iv) annual maintenance and support corstratich
provide the customer with 24/7 support, productaipsl and release upgrades.

We sell our products and services through diréessgams 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 U8atle, whereas our expenses are predominately iradian
dollars. As a result, our revenue and net earrangsmpacted 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 padrsdivare and embedded licensed software and interpa&nses
attributed to installation, support and professioservices to our customers. Costs for product feadure
development are included in research and developexgense.

Sales and marketing expenses include all persamttlrelated compensation expenses for direct aadneh
sales teams and marketing personnel, advertigiade tshows, communications expenses and costedmmal
offices. Research and development expenses ingadmnnel and related costs for product manageareht
development programs, product documentation antbntdogy 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 accourtsivables

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, hamwar
integrated with licensed software and feature dguekent 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&ftware is sold through a perpetual license ofijnmited
cases, a subscription with a customer support aidtemance contract and may be integrated withvieel 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 specificationsvemes is
recognized when we have demonstrated compliande thvit specifications or have had a history of qusio
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 softwérerse
arrangements include customer support and maintenservices. Customer support and maintenancecesrvi
consist of tiered 24/7 help desk support to serpicwiders and indirect channel partners, techréopgbort and
updates to our products only on a when and if aks&el basis. Substantially all of our customers Ipase product
support and maintenance services when they acgeiresoftware licenses. In addition, substantiallyoour
customers renew their product support and maintsnaontracts annually. We also offer professioealises
consisting of network design and optimization, atistion, training, deployment planning, interofelisy
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testing for customers and partners, and customgrpantner 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 producttvéeed. 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, basecelgble
objective evidence of fair value, is unbundled deterred. Where reliable objective evidence of ¥alue for an
element does not exist, revenue is deferred umtih £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 recognizeablaover
the service period. Professional services revasiggenerally recognized on a proportional perforoeabasis
taking into consideration the hours completed tte da relation to the total expected hours to catgplthe
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 proportionatelydoheproduct
deliverable and recognized for the delivered prodund related services when all revenue recognitiiteria
have been met.

Our solutions are highly scalable, with each solutinterconnecting with other solutions in our falit
allowing service providers the ability to add feasgion an incremental, as-needed basis. As a,resuity of our
software arrangements include feature developmémgresold 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 consideréchttid 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 sufficienthsoéved. 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 chanigeestimates
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 alilestrevenue
recognition criteria have been met, and we estimatgurn provision based on our historical expee

We assess whether fees are fixed or determinablealtectability is reasonably assured at the tohsale and
recognize revenue if all other revenue recognititeria are met. Our standard payment terms anergdy net
30-45 days; however, terms may vary based on thatopin which the agreement is executed. Where &e
considered not to be fixed or determinable or ctélkility is not reasonably assured, revenue isgeized as
payments become due and when all other revenugmiiom 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 lapsexdifficient 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.

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



Deferred Cost of Sales

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

Stock—Based Compensation

We have stock option plans for employees, offieerg directors. As a result, we report a compensaipense
based on CICA Handbook Section 3870tock-Based Compensation and Other Stock-BasethPais” The

fair value of the stock options is determined usiihg Black-Scholes option pricing model and judgteen

estimate the term of the stock options, the vatatdf our stock and future dividends. In additigmdgment is
required in estimating the amount of the stock@ptiwards 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 June 30, 2009, we have a future tax ass&Bd million, representing an increase of $0.1 iomllfrom

March 31, 2009. The increase is due to a deciieabe valuation allowance reflecting our curreigw of our

anticipated tax position in future periods. Welwintinue to reassess our estimates as to ouwifattd income
tax position in future periods and make a detertionarelated to the recognition of any potentialifie income
tax asset. This determination will require judgtnand estimates and analysis of future events, twhjctheir
nature, may or may not occur.

As at June 30, 2009, we had accumulated $24.0omitf unused R&D expenditures for income tax puegos
and $8.3 million of unrecognized investment taxdisewhich may be applied against future Canadieome
taxes otherwise payable. We also had approxim&t8§3.2 million of losses for US income tax purgose

Judgment is required in determining the amountguafre income tax assets and liabilities and tHated
valuation allowance recorded against the net futticeme tax assets. In assessing the potentiakatiah of
future income tax assets, we have considered whitise“more likely than not” that some portion all of the
future income tax assets will be realized. Manageraesesses the likelihood that future income tzeta 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 $0.1 millionswaquired
for the second quarter of 2009. We will continuetaluate our tax position quarterly and record adjystment
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&hodwill and Other Intangible Asseté&d Handbook Section
3450, Research and Development Costhis revision aligns Canadian GAAP with Interoatl 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 Combinationswvhich 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 IFR8usiness CombinationsThe new standard is not expected
to have a material effect on our consolidated foi@rstatements.

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 beginomg@r after
January 1, 2011 but with earlier adoption permittedl provide the Canadian equivalent to Internation
Financial Reporting Standard IAS XZZonsolidated and Separate Financial Statememise new standards are
not expected to have a material effect on our dateted financial statements.
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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 Internakibmancial Reporting Standards (“IFRS”) for yeheginning
on or after January 1, 2011. On February 13, 2€98,AcSB confirmed that publicly accountable entegs
will be required to use IFRS, as issued by thertatiional Accounting Standards Board, unless mealifbns or
additions to the requirements of IFRS are issuedhbyAcSB. IFRS must be adopted for interim anduahn
financial statements related to fiscal years beégmon or after January 1, 2011, with restatemécbmparative
periods.

We are currently implementing our IFRS transitidanpto achieve adoption of IFRS by January 1, 2@kith
consists of three phases: diagnostic, analysisraptmentation.

The diagnostic phase includes the identificationGafnadian GAAP and IFRS differences relevant to the
Company and the alternatives available upon adeptithe Company is completing the initial diagnogthase
and the key differences between Canadian GAAP BR& lhave been identified as revenue recognitiackst
based compensation, income taxes and financi@ms&it presentation and disclosure requirementglitiddal
differences may be identified in the future assulteof changes to the Company’s business or a$ stBndards
are further developed.

The analysis phase includes an evaluation andteeleaf accounting policies and alternatives avddaat initial

adoption of IFRS. In addition any impacts on imfiation systems, internal control over financialaring,

existing contracts, financing agreements or comgi@ms arrangements will be determined. The Compgaas/
engaged external advisors to provide support inptetimg this phase which will be completed durihg third
and fourth quarter of 2009.

The implementation phase includes completion ofhaliessary changes to systems, process and coauticls
development of the financial statement presentatimhdisclosures required to convert to IFRS. Phizse will
begin in the first quarter of 2010 to provide comgpize information required to report under IFRSonp
adoption January 1, 2011.
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RESULTS OF OPERATIONS

Three months ended June 30, Six months ended June 30,
2009 2008 2009 2008
(unaudited) (unaudited)

(in thousands of dollars, except per share amoantsnumber of shares)

Revenue $ 16,135 $ 11,796 $ 30,178 $ 20,361
Product revenue............cooviieiiiiiiiiiee e 2% 61% 74% 67%
Service and support revenue 28% 39% 26% 33%

GrOSS MANGIN. .. ccueteetiinei et e ee e eea 12,051 9,517 22,771 16,307

% Of REVENUE......vviiiiiie et 75% 81% 75% 80%
Sales and marketing..........cc.ovveveviiineiie e 3,282 3,208 6,214 6,497
% Of REVENUE......vviiiiiie et 20% 27% 21% 32%
Research and development.............c.ccoeeveeneee 3,754 4,040 7,181 8,384
% of Revenue 23% 34% 24% 41%
General and administration................ccc.eevveeen. 1,602 988 3,104 1,947
% Of REVENUE......vviiiiiie et 10% 8% 10% 10%
Bad debt (recovery) expense............cooveeenne. (488) 29 (264) 67
% Of REVENUE......vviiiiiie et -3% 0% -1% 0%
Stock-based compensation.................coeeeeenns 95 56 171 97
% Of REVENUE......vviiiiiie et 1% 0% 1% 0%
Total operating EXPENSES. .. .....cevviiiinieiieaannnn. $ 8,245 $ 8321 $ 16,406 $ 16,992
% Of REVENUE......vvviiiiiie et 51% 71% 54% 83%
Earnings (loss) before undernoted items............ $ 3,806 $ 1,196 $ 6,365 $ (685)
% Of REVENUE......vvviiiiiie et 24% 10% 21% -3%
Foreign exchange gain (10SS)...........c.c.vvvvvvnennen. 98 (258) 94 551
% Of REVENUE......vviiiiiiie e 1% -2% 0% 3%
Interest and other income.............c.coveviies 169 322 399 711
% Of REVENUE......vveiiiiie i e 1% 3% 1% 3%
Earnings before income taxes... ... $ 4,073 $ 1,260 $ 6,858 $ 577
% Of REVENUE......vveiiiiie i e 25% 11% 23% 3%

Future income tax recovery ..............cceeveveennnnn. 70 - 170 -

% Of REVENUE......vviiiiiie e e 0% 0% 1% 0%

NEt  arNINGS. .. ..cuvuiie i eee e $ 4,143 $ 1,260 $ 7,028 $ 577

% of Revenue 26% 11% 23% 3%

Revenue

For the second quarter of 2009, our total revenas %16.1 million, an increase of $4.3 million or9@7
compared to $11.8 million for the second quarte@®8. For the six month period ended June 309,260r
total revenue was $30.2 million, an increase oB%8illion or 48% compared to $20.4 million for tkame
period in 2008. Revenue growth when reported indoifars for the three and six month periods entiete 30,
2009 was US$2.2 million (19%) and US$4.9 milliod¥2) compared to the same periods in 2008. The asere
in revenue is primarily related to consistent gtowt product revenue. The lower Canadian dollasweithe US
dollar in the first three and six month periods2®09 versus 2008 contributed to a higher growtk mat a
Canadian dollar reporting basis. During the seapratter of 2009 we added 7 new service providetoousrs.
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Product revenue for the second quarter of 2009 $44ds7 million, or 72% of total revenue, comparedb?2
million, or 61% of total revenue, for same perigd 2008. The increase is due to license revenue fiom
significant project and the ongoing revenue assediavith the deployment of the WideSpan system with
Verizon Wireless and Cricket Communications. Oaop ffive customers in the second quarter of 2009
represented 85% of revenue compared to 86% of veviar the second quarter of 2008.

For the six month period ending June 30, 2009, ycbdevenue was $22.4 million, or 74% of total rawe,
compared to $13.7 million, or 67% of total revenfoe,same period in 2008. The increase is dubedaelivery
of the Policy Controller solution and license rewerfrom a significant project in addition to ongpirevenue
associated with the deployment of the WideSpareaystOur top five customers during the first sixntis of
2009 represented 85% of revenue compared to 8I#vehue for the second quarter of 2008.

Second quarter 2009 services revenue, derived frofiessional services and maintenance and suppoiitacts
was $4.5 million, or 28% of total revenue, compate4.6 million, or 39% of total revenue, for theeme period
in 2008. For the six month period ended June2B®9 services revenue, from professional servicek a
maintenance and support contracts, was $7.8 mililo26% of total revenue, compared to $6.7 million33%
of total revenue, for the same period in 2008. Ghow services revenue over the six month pericattisbuted
to growth in the number of customers, and growtheiquirements for value-added professional servidé®
expect to continue to develop our services offerangd expect to see additional growth in this congmb of
revenue.

The development of our channel partner relatiorsipiovides opportunities for delivery of our protiuto a
broader set of customers. For the second quar@d@§, indirect revenue from our channel partnacsrasellers
contributed 10% of total revenue compared to 9%Hersecond quarter of 2008 and 11% of revenuthéofirst
half of 2009 compared to 12% for the first half 2008. Bridgewater has active channel engagements f
CDMA-EVDO, WIMAX and 3G GSM networks through chahpartners operating in various geographies.

Three months ended Six months ended
June 30, 2009 June 30, 2008 June 30, 2009 June 3B, 200
(unaudited) (unaudited)

(in thousands of dollars, except percentages)

Direct $14,585 90% $ 10,744 91% $ 26,756 89% $ 17,962 88%
Indirect 1,550 10% 1,052 9% 3,422 11% 2,399 12%
Total $16,135 100% $ 11,796 100% $ 30,178 100% $ 20,361 100%

Historically, our customers have been predomina@MMA-EVDO service providers; however, in fiscal®@Q
we began providing products and services to 3G GSbktomers and WIMAX customers in the Americas,
EMEA and APAC.

Three months ended Six months ended
June 30, 2009 June 30, 2008 June 30, 2009 June 30, 2008
(unaudited) (unaudited)

(in thousands of dollars, except percentages)

CDMA-EVDO  $11336 71% $ 5983 51% $ 20,252 67% $ 11,163 55%

3G to 4G 1847 11% 2,808 24% 3,385 11% 3,464 17%
Wireline 2952 18% 3,005 25% 6,541 22% 5,734 28%
Total $16,135 100% $ 11,796 100% $ 30,178 100% $ 20,361 100%

Although revenue from CDMA-EVDO continues to repnetsthe majority of our revenue, revenue derivednfr
the migration of 3G to 4G (e.g. 3G GSM, WIMAX, fesoell) networks contributed 11% of revenue in the
second quarter and first half of 2009, as a resfuiales of products to support a strong WiMAX near&nd
initial GSM policy deployments in emerging markéigireline revenue of $3.0 million, or 18% of revenn the
second quarter of 2009 and $6.5 million or 22%evknue for the first half of 2009, was primarilyriged from
revenue from the Alcatel-Lucent Source Code Licehgmement (“Alcatel Agreement”) and resale of prod
and services through the Alcatel-Lucent reselleeagent.
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Gross Margin

Gross margin for the second quarter of 2009 was @&¥tpared to 81% for the second quarter of 2008,7&%

for the six month period ended June 30, 2009 coetpty 80% during the same period in 2008. Cosiatés
consists of direct product costs, operations suppgrenses to support customer deployments anégwiohal
services engagements. The decrease in gross npagiantage for the second quarter and first haf08f is
due to an increase in direct product costs andatipes support infrastructure for software prodaad
WideSpan system deployments, and internal and sifambing costs incurred to support the increase in
professional services engagements.

Operating Expenses
Sales and Marketing

Sales and marketing expenses were $3.3 millionihfersecond quarter of 2009, an increase of $0.lomibr
2% over the second quarter of 2008. The increasaglthe second quarter of 2009 is due to highefegsional
fees and commission expenses on higher revenuéhwilece partially offset by lower salaries and redastaff
costs.

For the six month period ended June 30, 2009, saldsmarketing expenses were $6.2 million, a deeref
$0.3 million or 4% over the six month period of 800The decrease during the first half of 2009us tb lower
direct marketing costs and lower salaries andedlataff costs which were partially offset by highemmission
expenses on higher revenue. Our sales and mayketedcount was 38 at June 30, 2009 compareddb Athe
30, 2008.

Research and Development

For the second quarter of 2009, research and dawelot (“‘R&D”) expenses decreased 7% or $0.3 milion
$3.8 million from $4.0 million. For the six monttegod ended June 30, 2009, R&D expenses decred8édci

$1.2 million to $7.2 million from $8.4 million. Eenses were lower in the second quarter and & 2009

due to lower headcount and compensation costs@amer Isubcontractor and legal costs in comparisotihéo
same periods in 2008. Our R&D headcount was 98ra& 30, 2009 compared to 117 at June 30, 2008.

General and Administrative

For the second quarter of 2009, general and adiradtiie expenses were $1.6 million compared to $dilion
for same period for 2008. For the six month pegoded June 30, 2009, general and administratipereses
were $3.1 million compared to $1.9 million for th@me period in 2008. The increase in expensaseidalthe
incremental costs of advisors to the Board of Doex and related committees incurred to responthéo
requisition for a special shareholder meeting. @ameral and administrative headcount was 15 at 30n2009
compared to 14 at June 30, 2008.

Bad Debt (Recovery) Expense

For the second quarter of 2009, a bad debt recavie3p.5 million was recorded compared to a nombved
debt expense for same period in 2008. The recdwetye second quarter of 2009 is attributed todbiéection

of accounts receivable which were previously reedrds doubtful accounts from one customer engaged a
reseller who filed for creditor protection Januady 2009.

For the six month period ending June 30, 2009,chdwmit recovery of $0.3 million was recorded comagdan a
$0.1 million bad debt expense for same period 0820The recovery in the first half of 2009 is iatited to the
above noted collection of previously classified biiful accounts offset by additional bad debt experezorded
during the first quarter of 2009.

Stock-Based Compensation

Stock-based compensation expense for the secomtbgo& 2009 was $0.1 million which is comparaldettie
same period in 2008.

Stock-based compensation expense for the six nmerihd ended June 30, 2009 was $0.2 million contptoe
$0.1 million for same period in 2008.
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Foreign Exchange

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

We realized a $0.1 million foreign exchange gaintfe second quarter of 2009 compared to a $0.Bomil
foreign exchange loss for the same period in 20B8r the six month period ended June 30, 2009 reido

exchange gain of $0.1 million was realized in corgma to a $0.6 million foreign gain during the saperiod
in 2008. The $0.1 million foreign exchange gainthe three month and six month period ended 30n2009
was due to maintaining a net balanced position $hddllar denominated working capital during theiqubr At

June 30, 2009, we had no forward contracts to @mselr sell US dollars.

Interest and Other Income

In the second quarter of 2009, we earned intenestnie of $0.2 million compared to $0.3 million the same
period in 2008. Interest income for the six mop#riod ended June 30, 2009 decreased to $0.4 mfii@an
$0.7 million during the same period last year. THeerease in interest income is due to lower isterates
earned on cash and cash equivalent balances.

Future Income Tax Recovery

As at June 30, 2009, we have accumulated $24.@omilDecember 31, 2008 - $30.0 million) of unusefCR
expenditures for income tax purposes, and $8.3amilbf unrecognized investment tax credits whichyrha
applied against future Canadian income taxes oikerpayable. We also have US$3.2 million of losses
available for carry forward for US income tax pusps.

Based on management's assessment of the likelilloaid future income tax assets will be recovered, we
determined that a future income tax recovery of $fillion was required for the second quarter dd20 As of
June 30, 2009, our future income tax asset was &llbn. We will continue to evaluate our tax pisn
quarterly and record any adjustment necessaryainpibriod.

Net Earnings

Net earnings before income taxes for the secondeuaf 2009 was $4.1 million, or 25% of revenuempared
to $1.3 million, or 11% of revenue, in the seconmdrter of 2008. Net earnings before income taxes-jo-date
was $6.9 million, or 23% of revenue, compared t@® $hillion, or 3% of revenue for the same perio@098.

Net earnings for the second quarter of 2009 was$ dllion, or 26% of revenue, compared to $1.3 il or
11% of revenue, in the second quarter of 2008. ddatings year-to-date was $7.0 million, or 23%evfenue,
compared to $0.6 million, or 3% of revenue for $hene period in 2008.

Strong net earnings improvements in the secondiguand first half of 2009 are due in part to timeing and
revenue contribution of large project deployments.

Basic earnings per share was $0.17 for the secoadeg of 2009 compared to earnings per share @6Hor
same period in 2008. The earnings per share fosithmonth period ended June 30, 2009 was $0.3(pamed
to earnings per share of $0.03 for the same pa&ni@008.

Diluted earnings per share was $0.17 for the securadter of 2009 and $0.29 for the six month pegaded
June 30, 2009. Diluted earnings per share was $#0r0he second quarter of 2008 and $0.02 for then®nth
period ended June 30, 2008.
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LIQUIDITY and CAPITAL RESOURCES

We have funded our operations from the placemereqoity securities and profits from operations siotr

inception in 1997. While we expect to continue xeauite 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, ouguidity

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

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

Three months ended Six months ended
June 30, June 30,
2009 2008 2009 2008
(unaudited) (unaudited)

(in thousands of dollars, except ratios)
Cash inflows and (outflows) by activity

Operating actiVities.............cocovveiviireeeieeeninn, $ 7,483 $ (2,146) $ 9466 $ 1,092
Investing activitie$™................c..cociiiiil (585) (852) (959) (905)
Financing activities..........c.coovviiiveiiniens (1,146) 295 382 503
Net cash inflows ...........occooviiiiiiiiiiinns $ 3,664 $  (2,953) $ 7,238 $ 10,701

Key balance sheet accounts and ratios

Cash and cash equivalents ........................ $ 57,602 $ 39,272
Non-cash working capit&....................... (6,847) 4,123
LONG tErM @SSetS........uueeeeeeieeeeeeeiieeeeeees 12,714 9,800
Long term liabilities..........c.cocvviiiiiiine s - -

Non-cash working capital ratfd..................... 0.8 1.2
current ratid®..........ocoe e 24 3.3

(1) Net of note receivable

(2) Non-cash working capital is calculated as cureasets less cash and cash equivalents lesstdiatglities

(3) Non-cash working capital ratio is calculatedtesratio of current assets less cash and caskiadguis to current liabilities
(4) 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 $ilbon for the second quarter of 2009 primarilyedto net
earnings of $4.1 million, a decrease in workingiedpf $0.9 million and non-cash amortization apdal assets
of $0.3 million.

For the six month period ended June 30, 2009, tasea net cash inflow of $9.5 million, primarilyelto net
earnings of $7.0 million and non-cash amortizatidrcapital assets of $0.6 million, offset by anresse in
working capital of $0.1 million.

Our non-cash working capital balance decreased fidli®n from March 31, 2009 to June 30, 2009. Aucts
receivable decreased by $10.8 million net of alleeeafor doubtful accounts due to the collectiothia second
quarter of amounts billed for major contract awamdsthe first quarter. Unbilled revenue increadad
$1.7 million due to the timing of billings drivenylthe terms in specific contracts. Deferred cdssales
increased $0.2 million related to direct costs med for delivery of our WideSpan product, net aficunts
recognized in cost of sales. Prepaid expenses Hret assets increased by $3.0 million due to tiiatty
software and support agreements entered into duhiegsecond quarter. Accounts payable and accrued
liabilities increased $2.9 million due to an ingean trade amounts outstanding and higher acdiatgitities for
operating expenses at the end of the second qua2€09.
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Three months ended  Six months ended
June 30, 20C June 30, 20C

(unaudited)
(in thousands of dollars)

Net change in non-cash working cag

Accounts receivable, net of allowance for doub#fttounts......... $ 10,828 $ 4,210
Unbilled receivables............cooooiiiiiiii (1,717) (5,636)
Deferred cost of sales.........coooiiiiiiii i, (234) 307
Prepaid expenses and other assets..............cccvevvvennnn.e. (3,010) (3,928)
Accounts payable and accrued liabilities....................... 855 73
Deferred reVENUE.........ouviiie et et e e (7,831) 4,919
Net decrease (increase) in non-cash working dapita $ 892 $ (55)

Deferred revenue decreased $7.8 million from M&th2009 to June 30, 2009 primarily due to recogmibf
revenue on the Verizon Wireless and Cricket Comeatiins WideSpan product deliveries and other teng
contracts.

As at June 3! As at March 31 As at December 3
2009 2009 2008
(unaudited)

(in thousands of dollars)
Deferred revenue

Product and services revenue.............. $ 25,784 $ 33,905 $ 20,754
Maintenance and support revenue........ 3,148 2,858 3,259
$ 28,932 $ 36,763 $ 24,013

Investing Activities

Investing activities for the three and six monthigeés ended June 30, 2009 include capital assathpses
amounting to $0.6 million and $1.0 million, respeely, compared to $0.9 million for the same pesidanl 2008.
Capital purchases are comprised of desktop equiprfiemfrastructure, R&D equipment, computer equgnt
and servers, and leasehold 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”"). The IBGvas effective March 17, 2009 and will expire dar
16, 2010. Daily purchases over the facilities & TW8X are limited to 9,545 shares, other than @nsto block
purchase exemptions. Except in the case of an expurphase, the prices that the Company will paytlie
common shares purchased will be the market pri¢beoShares at the time of acquisition.

During the first six months of 2009, the Company la@quired 400,140 common shares pursuant to tH8 NC
through an automatic share purchase plan. Theseskwere purchased for cancellation at an aggregst of
$1.8 million, of which 23,300 had not been canctb¢ June 30, 2009. These shares were cancellsequdnt
to June 30, 20009.

During the second quarter of 2009, we receivedpneteeds of $0.4 million from issuance of sharesnuine
exercise of stock options and incurred $1.6 milltorrepurchase shares under the NCIB. For themsirth
period ended June 30, 2009, the Company receivegroeseds of $2.2 million from issuance of shanesn the
exercise of stock options and incurred $1.8 millomepurchase shares under the NCIB.
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As at June 30, 2009, we have 24,361,445 commoresiuaitstanding and 2,015,854 share options issuger u
our Stock Option Plan.

Lease Obligations

We rent premises in Canada, Singapore and Austratiar operating leases which expire at varyingglap 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 dsize 30, 2009.

Remainder o2009...........c.cc.een.... $ 537,000
2010, 1,074,000
2000 e, 266,000
2002, 17,000

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 second quarter of 2009 we incurred reneesges of $0.2 million versus $0.2 million for sapeegiod in
2008. For the six month period ending June 30, 2089ncurred rent expenses of $0.5 million versQ$$
million for the same period in 2008.

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 basis.

Outlook

Bridgewater’'s business growth is driven by key rearkends in mobile data which continue to be falbte
despite challenges in global market conditions. pitediferation of smart devices is leading to sfg@int growth
in mobile data usage. Growth in the number of heothéta and mobile internet applications is indreasapidly
due to the use of new devices in the network aacctintinued evolution towards higher bandwidthorder to
accommodate high transaction growth and to fatdlithe deployment of new applications, service igiers are
expanding bandwidth with the roll-out of broadbe8f@ networks and the introduction of 4G networkseSéh
factors translate into substantial growth in davises evidenced by the increase in data reverume feading
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 for the next two
years; and

» Large installed base of customers in existing andrging markets addressing high growth markets for
mobile data services.
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Bridgewater expects revenue growth to be drivethbyfollowing:

*  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 WideSmystem and integrated systems 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 $58.0 to $62.0 million fiscal 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 andtimest in key areas for future growth, we are faséiog
net earnings of $8.0 to $10.0 million for 2009.

Risks

Risks and uncertainties affecting the Company aseiibed in more detail in Bridgewater’'s Annualoimhation
Form dated March 31, 2009 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 djmera and
cause the price of the common shares to declirenyfof the noted risks actually occur, our busnesy be
harmed and the financial condition and results peération may suffer significantly. In that everite ttrading
price of the common shares could decline, and klbéders 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 uncaesimclude, 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 adveesédygt

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

Our quarterly revenues may fluctuate, which maynhaurresults of operations.

We depend on a limited number of customers forbatauatial portion of our revenue any fiscal period, and
the loss of, or a significant shortfall in ordersifn, keycustomers could significantly reduce our revenue.

Access to capital for new operators to expand ses/and data services may be limited, which coedult in
reduced deployment plans or delays in the saleiopooducts 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 eventsdeasease revenue and increase cost and may irereas
credit risk with our customers and impact our dlilio 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 significantletrimental effect on our business.

We derive a large portion of our revenue from agrmarket, specifically the CDMA-EVDO market.
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We derive a large portion of our revenue from oenvice control products anetlated products and services.
Our engagements with customers may involve congptargements for large network deployments andifail
to execute may result in delayed revenue recogndiccommercial penalties.

Our future revenue growth will in part depend oe ihtroduction of new products and services whichehaot
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 Company may engage in future acquisitionsdbald disrupt its business, cause dilution to itargholders
and harm its financial condition and operating ritsu

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 contairdetected software or hardwaeerors, which could cause
harm to our reputation and adversely affect ouribess.

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

Our ability to compete and the success of our lassincould be jeopardized if we arsable 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 pantgliectual property embedded osed in our products, and
our business would be harmed if the supply fromsmlgsources were disrupted.

Foreign exchange fluctuations could adversely inpac revenue and net earnings.

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

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

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

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

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.
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Mergers or other strategic transactions by our 8rig and prospective customersuld 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 t@ 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 custsi existing networks anapplications, the demand for our
products will decrease and our operating resulitt 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 pchoes for the Company as defined in National Ims&t 52-
109 Certification of Disclosure in Issuers’ Annual afrderim Filings The Company’s Chief Executive Officer
and the Chief Financial Officer have evaluated@oenpany’s disclosure controls and procedures dsioé 30,
2009 and have determined that such disclosurealsrgnd 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 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 timeldisbalso,
projections of any evaluation of effectivenessh 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 asJahe 30,
2009 and have determined that such internal cantna effective.

There have not been any changes in the issueemailtcontrol over financial reporting that occdraring the
interim period ending June 30, 2009 that has mallgraffected, or is reasonably likely to affedigtissuer’s
internal control over financial reporting.
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Selected Consolidated Quarterly Financial Informaton.

The following table provides an analysis of ourustiged operating results for each of the quartedgcated:

Quarters Ended

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

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

Revenue $ 16,134 $ 14,043 $ 523 $ 10,294 $ 11,796 $ 68,5 3% 11,794 $ 8,998
Gross margin $ 12,051 $ 10,720 $ 9,906 $ 7,738 $ 9517 $ 6,790 $ 9,754 $ 7,702
Gross margin % 75% 76% 73% 75% 81% 79% 83% 86%
Expenses $ 8,245 $ 8,161 $9,126 $ 7,527 $ 8,321 $ 8671 $ 8,481 $ 7,178
Net earnings (loss) $ 4,143 $ 3,88 1,704 $ 483 $ 6D2 $ (683) $ 1,869 $ 250
Earnings (loss) per share - basic 0.17 0.12 0.07 0.02 0.06 (0.03) 0.10 0.01
Earnings (loss) per share - diluted 0.17 0.12 0.07 0.02 0.05 (0.03) 0.09 0.01
Weighted average number of shares

outstanding - basic 24,483,296 23,107,823 22,968,340 22,758,098 22,574,790 22,303,427 19,214,956 18,473,560
Weighted average number of shares

outstanding - diluted 25,033,020 24,401,989 24,285,756 24,208,862 24,093,597 22,303,427 21,788,915 20,953,134

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§icemce of

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

enhanced versions of products on a timely basisletvel of product and price competition, changesgerating
expenses, changes in our sales incentive strasadgs personnel changes, the mix of direct andeadsales
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 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 mesent quarters reflecting the direct costs angbet
resources required in delivery of our WideSpan potsl Timing of revenue is impacted by our cust@hner
requirements for capacity or technical solutionshval as their internal budget cycles and spengiatierns.
Accordingly, if revenue levels are below expectagiooperating results are likely to be adversefecaéd.
Operating results have been impacted by incremests of advisors to the Board of Directors arldteel
committees to respond to the requisition for a ehalder meeting received from Crescendo Partners. |
addition, the Company had $0.5 million of bad dedsovery in the quarter ended June 30, 2009, angdried
$0.2 million of bad debt expense in the quarteregnllarch 31, 2009 and $1.1 million of bad debt esgein
the quarter ended December 31, 2008. We cautidnptirind-to-period comparison of results of operadi is
not necessarily meaningful and should not be relfgoh as any indication of future performance.



