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BRIDGEWATER SYSTEMS CORPORATION
MANAGEMENT’S DISCUSSION AND ANALYSIS

DATED: October 30,2008

The following discussion and analysis provides agementOs discussion and analysis (OMD&AO) of
Bridgewater Systems CorporationOs consolidatedtsasfuoperations and financial condition. Thisclission
should be read in conjunction with the Company@adited consolidated financial statements for te¢ and
nine month periods ended September 30, 2008. iffdrecfal statements have been prepared in accorelavith
Canadian generally accepted accounting principl&AQAP) and are reported in Canadian dollars. The
information contained herein is dated as of OctoB@r 2008 and is current to that date, unless otlisz stated.
Additional information relating to the Company neadgo be found on SEDAR atvw.sedar.com

The CompanyOs fiscal year commences Januanatiofear and ends on December 31.

FORWARD-LOOKING STATEMENTS

Certain statements in this document may consti@fierward-lookingO statements which involve knoweth an
unknown risks, uncertainties and other factors tWwin@y cause our actual results, performance oeeehients,

or industry results, to be materially differentrfr@any future results, performance or achievemexpsessed or
implied by such forward-looking statements. Wheedu@ this document, such statements use such vesrds
OmayO, OwillO, OexpectO, OcontinueO, Obel@m@OOmEndO, OwouldO, OcouldO, OshouldCytatamiicp
other similar terminology. These statements reftectent assumptions and expectations regardingegvents
and operating performance and speak only as ofidkes of this document. Forward-looking statememislive
significant risks and uncertainties, should notés as guarantees of future performance or resutswill not
necessarily be accurate indications of whetherodrsoch results will be achieved. A number of faxtocould
cause actual results to vary significantly from tlsults discussed in the forward-looking statesyantluding,
but not limited to, the factors discussed undersORiactorsO. Although the forward-looking statement
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 circumstamezpt as
required by securities law.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

Consolidated Statements of Operation Information

Three months ended September 30,

Nine months ended September 30,

2008

2007

2008

2007

Revenue

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

(unaudited)

Gross marginEEEEEEEEEEEEEEEL

Expenses

Stock-based compensation expens

Earnings (loss) before undernoted ite

Interest and other incomeEEEEEEEI

Earnings before income taxesEEE.
Future income tax recovery (expense

shares outstanding - basicEEEEE
Weighted average number of
shares outstanding - dilutedEEEE

Consolidated Balance Sheet Information

5,964 $ 6,899 $ 19,667 $ 21,100
4,330 2,099 10,988 6,323
10,294 8,998 30,655 27,423
2,556 1,297 6,610 4,036
7,738 7,701 24,045 23,387
3,329 3,078 9,826 10,125
3,216 3,524 11,599 9,793
910 526 2,925 1,825
72 50 169 150
7,527 7,178 24,519 21,893
211 523 (474) 1,494
77 (441) 628 (1,081)
275 168 987 461
563 250 1,141 874
(80) - (80) -
483 $ 250 % 1,061 $ 874
0.02 $ 001 $ 005 $ 0.05
0.02 $ 001 $ 004 $ 0.04
22,758,098 18,473,560 22,546,214 18,449,727
24,208,862 20,953,134 24,216,263 20,813,315
As at As at

Shareholders' equityEEEEEEEEEEEEE

September 30, 2008

December 31, 2007

(unaudited)

(in thousands of dollars)

$ 38,910

14,155
43,088
76,557
17,907
54,114

(1) Cash and cash equivalents as at December 31, 2007 includes a note receivable of $10,000,000
(2) Working capital is calculated as current assets less current liabilities

38,5711
10,929
41,694
69,486
14,244
52,018



Overview

Bridgewater Systems Corporation (OBridgewaterO) @wéhe OCompanyO) is a leading provider ofimeal-t
subscriber management and service control solufmmisroadband network service providers. Our tohs are
deployed in over 100 service-provider networks dwitle, including leading wireless, wireline and eerged
service providers. Service providers implement snlutions to ensure secure access to their nesnenid to
increase revenue through the rapid deployment of aygplications and charging arrangements. For plam
service providers have deployed our solutions toaga access to wireless data services and thitg-pauti-
media content, support data roaming, manage atod§sTV platforms and services, and provide on-daina
and modular service offerings. Bridgewater sohgi@nable service providers to accelerate the cgemee of
their networks and service platforms; they alsovigl® operational efficiencies through centralizetbscriber-
management and service-control.

The core of BridgewaterOs solutions is real-tirigdy, performance software. Our software providesraralized
data repository for critical subscriber informatidncluding service entitlements, subscriber pefees and
billing profiles. Based on this information, owftvare establishes policies to control how sulbers access
networks and applications and ensure appropriatditguof service. Our software and solutions wérst
deployed in 1998. To help our service providert@oers meet the growing consumer and enterpriseudeésn
for wireless data and broadband wireline serviagsleverage our ten years of experience to inctigliwery of
value-added integration and implementation services

The Market

Bridgewater markets its products globally to sesypcoviders with a primary focus on operators ofMGA2000,
GSM, WIMAX and wireline networks as well as operatpursuing fixed mobile convergence strategieke T
Company benefits directly from growth in these car@rkets as the deployment of broadband accessaises,
the number of subscribers rises and as subscrilsersadvanced broadband applications and serviats asu
streaming mobile video, ring-tone and music dowd$oand VolIP.

There are a number of trends driving demand foddgawaterOs solutions.

Service providers are moving to define new revestieams with new data applications that leveragenop
access business models and the increased numisenaof devices. Adopting Bridgewater solutions éesb
them to retain subscriber ownership while concutyemonetizing network assets such as subscribeation,
device type or demographic profile by deliveringsthighly valuable information to off-network conteor
service partners in real-time.

Service providers are seeking solutions that battdrmore efficiently enable them to merchandis# thetwork
as they act to harness the increase in demandréadband services and applications, while simutiasky
investing to remain relevant in a highly compettimarketplace. Bridgewater products enable sepriceiders
to market innovative data services by consolidathmgr access control infrastructure, while at agne time
allowing more targeted and personalized delivergrofind off-network content and services.

Globally, the evolution from 3G to 4G, such as WiKlAnd LTE is creating demand for proven, carriexdgy,
subscriber data management, access control ancly alutions that individually and collectively arequired
functional components of the network. Bridgewaten@rent products and services address trangiton 3G
to 4G. Bridgewater is actively addressing the G8htket as a growth strategy for 2009 and our smisthave
been selected by four regional GSM service progidére are also well positioned in the WIMAX markéth
deployment in 15 service providers globally, indhgd with two major Tier 1 service providers in Nort
America.

Our Products and Solutions

Bridgewater delivers software products and sol@itmaddress network access control, entitlementraioand
subscriber management for IP networks. Our soéiveadutions are highly scalable, robust, carriexdgrand
modular. The products address service providedsieeenable a single view of the subscriber andda new
data applications such as Video on Demand, IPTW v@ireless multi-media services.
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Our solutions are focused on the subscriber expegieas opposed to other solutions that are deajq@ication
or network specific. Our subscriber-centric policgnagement solutions address the following elements

¥ network access control N authenticates subsaibrd gets them on the network quickly;

¥ entitlement control N ensures subscribers hacessto the appropriate applications and content at
the appropriate quality of service through policgmagement and control; and

¥ subscriber data management N centralizes sulesddbntity, profile, policy and state.

For example, one of our Tier 1 customers has aleateomprehensive mobile portal to deliver contgames
and streaming media to millions of subscribers. @oducts authenticate the subscriberOs netwoeksyoeerify
that the content selected by the subscriber iscapiate to the subscriberOs profile, ensure teatétwork and
the subscriberOs device are able to deliver anivedhe content, and finally, check that the stibsc is able to
pay for the content in pre- or post-paid billing chats.

In addition to software products, our knowledgeoaf customers® networks and service requirementisigs
the opportunity to deliver comprehensive consultipanning, implementation and management services
support specific customer features, integrate gwiatto other hardware or software platforms inrtevork and
provide training.

In the second quarter of 2008 we introduced thee®fxhn integrated solution that includes hardwarfware
and services. This new product enables more rdeployment of our software solutions in the netwbyk
providing a single integrated platform to our caséws. We are building the internal infrastructiorsupport the
deployment of this product to selected custome29i8, with broad market deployments beginningd@®

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 provideosunderstand
and identify their market and service requiremerf@ar direct sales force addresses Tier 1 andteeléider 2
service providers, and is established geograpkitathe Americas, Europe, Middle East and AfriGEMEAO),
and Asia Pacific (ODAPACO). We have organized ales seams for both large account management and
relationships, with dedicated sales managemensales engineering teams, and for geographic/relgsumgort

of service providers. Our global channel partr{@isatel-Lucent, Nortel, Motorola, Alvarion) aredosed on
delivering turnkey networks or network subsystemsvhich our products are bundled and sold with detep
network solutions. We also have established regioesellers to provide geographic coverage of ifipec
network technologies.

Growth Strategy/Business Model

Bridgewater is expanding its solutions and servicesustomers by investing in marketing, pre-saled sales
capabilities, with a focus on extending the Comsyprofessional services capacity and capabiiitidsive
increased adoption. In addition, we continue teest in research and development to expand ouruptod
portfolio.

Extension of our product portfolio and solutionsaikey element of our growth strategy. One elenoéraur
growth strategy is the WideSpan integrated solutiwet will optimize performance, scalability andseaof
management. We received our first order for this peoduct from Verizon Wireless in the second ceradf
2008, with an initial order value of US$30 millieamd have received a subsequent order from anotisésroer
for the WideSpan integrated solution that is schedfiio be delivered in 2009. We expect our policy
management and subscriber data management prouttke on increasing importance to allow wireless
service providers to personalize services.

With our success in the CDMA market, we are extegdielivery of our product solutions and serviee&SM
providers. We penetrated this market in late 200 2008, and have four regional GSM installatiohe. will
be focusing our sales, marketing and partner manege strategies to extend our products to suppmt t
broadband expansion in the GSM market.
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We are also extending our product and professisaalice offerings into new and adjacent technobdde
deliver solutions that enable service providemnigrate from 3G to 4G technologies, such as WiMAX &TE,
through additional sales capabilities and prodadt@orporate marketing programs.

We are also continuing to expand outside North Aradoy leveraging channel partners and system ratexs,
with a focus on expansion in Europe, Middle EadticA and Asia.

Our business model involves maintaining a focusegpanding our products and services to our cust®mer
growing our customer base and developing our cHanoéel, while maintaining profitability. We haveen
successful with this strategy, and will continueldeerage our current investment in product develept and
sales and marketing to strive for incremental pabflity.

OVERALL PERFORMANCE
Revenue and Expenses

We generate revenue from licensing our softwaredymts and providing related services, including
maintenance, support and professional servicekenked products are sold primarily under a pegbdicense
model or an annual right-to-use model. Additioreadenue is realized through development of newufea and
applications on core products or other technicalises such as capacity planning, interface andvorbt
planning which can be part of the initial engagetmamas a follow-on sale. Customers generally reimi
annual maintenance and support contracts whichigegabhe customer with 24/7 support, product updates
release upgrades.

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

We have focused our efforts on expanding our gexdgeadiversity. For the three and nine month misiended
September 30, 2007, 10% of our revenue from custde@oyments was derived from outside of the Aneei
For the three and nine month periods ended SepteB8the2008, 22% and 14% of our revenue (excluding
revenue from Alcatel-Lucent source code agreemesat from outside of the Americas. Revenue from
customer deployments and licensing outside of theercas is a result of our channel sales activstyvell as
the development of our sales organization with igegeographic mandates. We will continue to depeour
sales channels and sales organization to be pussitito grow revenue in both APAC and EMEA.

The majority of our revenue is denominated in W@&lars, whereas our expenses are predominatéairadian
dollars. As a result, our revenue and net incasrienpacted by the fluctuation in the exchange ratée enter
into foreign exchange contracts to minimize theastf foreign exchange fluctuations.

Cost of sales consists of the cost of third pamypedded licensed software and internal expensesuad to
installation, support and professional servicesup customers. Costs for product and feature dpwetnt are
included in research and development expense.

Sales and marketing expenses include all persanttlrelated compensation expenses for direct aadneh
sales teams and marketing personnel, advertigiade tshows, communications expense and costs damad
offices. Research and development expenses ingadsmnnel and related costs for product managearent
development programs, technology infrastructure prmtluct documentation. Periodically we will engag
external contractors to support specific reseamtl development programs. General and adminisérativ
expenses include all personnel and related compensarofessional fees, legal, accounting and riaxsce
costs.

Prior to our initial public offering, we had histcally qualified for refundable Canadian federaléstment tax
credits (ITCs) and Ontario Innovation Tax CrediBsT(Cs) for qualifying research and development\étitis.
When we were a Canadian controlled private corpmrdlCCPC), we claimed and received cash refundsda
on related research and development and servieeedeprograms. The cash refundable amount wasatstd
by management each year and reflected in the ddased financial statements as a reduction to esg®n
Following the completion of our public offering, vaee no longer considered a CCPC, and thus the éa@&d
will no longer be available as cash refunds; howewe will continue to earn ITCs at a reduced raltgch will
reduce future cash taxes payable.



Critical Accounting Policies and Estimates
Revenue Recognition

Our revenue is derived from the sale of softwamdpct licenses, professional services and maintenand
support. Product revenue includes licensed produadt feature development on standard products. &srvi
revenue includes installation, training and intégra services. Maintenance and support revenueudes
software support, updates and the right to reqaieduct upgrades on a when and if available basis.

Our software product licenses are sold on a peapdtasis and, in very limited cases, a subscripiasis. We
recognize the license fee revenue from the safgegietual licenses when: (1) we enter into a lgdalhding
arrangement with a customer for the license ofwark; (2) we deliver the products; (3) customernpayt is
deemed fixed or determinable and free of contingsnor significant uncertainties; and (4) colleotics
probable. In the very limited cases where our saftaproducts are sold on a subscription basislidgbese fee
revenue is recognized on a ratable basis overetime of the subscription provided that: (1) thera itegally
binding arrangement with a customer for the licem$esoftware; (2) the products have been delivered;
(3) customer payment is deemed fixed or determéabtl free of contingencies or significant uncatias; and

(4) collection is probable.

The majority of our software license arrangememtfuide customer support and maintenance serviceto@er
support and maintenance services consist of tigdd help desk support to service providers andreod
channel partners, technical support and updatesutoproducts only on a when and if available basis.
Substantially all of our customers purchase produgiport and maintenance services when they acqaire
software licenses. In addition, substantially dlloar customers renew their product support anchteaance
contracts annually. Revenue for customer suppattraaintenance services is deferred and recognizadhly
over the service period. We annually review oueres rate for customer support and maintenancecssrin
multiple-element arrangements, by customer grougnsure that the appropriate amount of revenusgdoan
vendor specific objective evidence of fair valug,uinbundled and deferred. Our renewal rate depends
number of factors including: whether the sale ia t@seller or end-user, customer size (volumeusiness that
is being supported); customer location; customéwaork (decentralized or centralized affects the dedhon
support); the tier of support being purchased amally, the number and type of solutions instal{#te more
robust the installation the higher the cost of supp

We also offer professional services consisting efwork design and optimization, deployment planning
interoperability testing for customers and partnensd customer and partner training for networknpéas,
engineers, system operators and solution salesegrgi Revenue from these services is included seithice
revenue and is recorded as the services are performthe same manner as feature development,ildedcr
below.

Our solutions are highly scalable, with each solutinterconnecting with other solutions in our falit
allowing service providers the ability to add feasion an incremental, as-needed basis. As a,reguity of our
software arrangements include feature developmtmresold on a stand-alone basis or as a partrofiléiple
element arrangement. Revenue from feature developiseclassified 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 produetsd the total
price would vary where these features are exclutddcluded. Revenue is recognized as effort isiired. If
the feature development is considered criticalhi® functionality of the delivered software, the elepment
effort is considered together with the license nexeand recognized together upon delivery of thetornized
license, provided that all other revenue recognitequirements have been met.

If there is a significant uncertainty about thejpob completion or receipt of payment, revenuedteded until
the uncertainty is sufficiently resolved. We estimthe proportional performance on contracts witad or Onot
to exceedO fees on a monthly basis utilizing himatsrred to date as a percentage of total estimadens to
complete the project. When total cost estimateg@xecevenue, we accrue for the estimated lossegdiately
using cost estimates that are based upon an aviedagburdened rate applicable to the individupésforming
the development. The complexity of the estimatisacpss results from assumptions, risks and unoégsi
inherent with the application of the proportionairfjormance method of accounting. A number of iraeand
external factors can affect our estimates, inclgdabour rates, utilization and changes in estimatiehours
required to complete the project. The fair valuelefelopment revenue is determined by estimated noimber
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of hours of effort and our daily per diem rate ttgaapplicable for development services sold otaadsalone
basis.

We recognize revenue when the product is deliveredver the period in which the service is perfodmia

accordance with our revenue recognition policy dach element. If we cannot objectively determires feir

value of any undelivered element included in midtiplement arrangements, we defer revenue unélathents
are delivered and services have been performedintir fair value can objectively be determined famy

remaining undelivered elements. When the fair valua delivered element has not been establishedjsg the
residual method to record revenue if the fair vafiall undelivered elements is determinable. Unterresidual
method, the fair value of the undelivered elemerdeferred and the remaining portion of the arrarege fee is
allocated to the delivered elements and is receginés revenue.

Our reseller arrangements do not provide for retights with the exception of one reseller. We hhae no
returns from this reseller. As a result, we areedbl recognize revenue upon delivery to the rasekgwork,
provided that other conditions stipulated aboveehlagen met, and we estimate a return provisiondbaseur
historical experience.

We assess whether fees are fixed or determinaltfeeatme of sale and recognize revenue if all otbgenue

recognition requirements are met. Our standard payterms are generally net 30-45 days; howevenstenay

vary based on the country in which the agreemeekécuted. Where payment terms are consideredoriog t
fixed or determinable, revenue is recognized asneays become due and when all conditions relateevienue

recognition have been met.

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

Work in process

Our WideSpan integrated solution includes thirdyphardware and software costs recorded as woptdness
until the related revenues are recognized. Wogkdress is carried at the lower of cost and ndizedde value.

Stock DBased Compensation

We have stock option plans for employees, offieerd directors. As a result, we report a compenmsakpense
based on CICA Handbook Section 38700Btock-Based Compensation and Other Stock-BasedeRts)
which establishes the standards for recognitiorgsmement and disclosure of stock-based compendatiall
awards granted on or after January 1, 2003. Tinevddue of the stock options is determined using Black-
Scholes option pricing model and judgments to esténthe term of the stock options, the volatilifyoar stock
and future dividends. In addition, judgment isuiegd in estimating the amount of the stock opaerards that
are expected to be forfeited. If actual resuitiedsignificantly from these estimates, stockddsompensation
expense and our operating results could be mdeingbacted.

Impairment of Long-Lived Assets

We monitor events and change in circumstancesntiagt require assessment of the recoverability oflonig-
lived assets. If required, the impairment lossrasognized when their carrying value exceeds thal to
undiscounted future operating cash flows. If therying value of the asset is not recoverable,napairment
loss is recognized comparing the carrying amouthefasset to its fair value.

Valuation of Future Income Taxes and Income Taxckse

We have accumulated significant non-capital tasdgsat the end of fiscal 2007. In fiscal 2004 sugsequent
periods, we have generated taxable income but hat/@aid income tax as we have had available sazmt
historical tax losses and unclaimed research amdlalement expenses to reduce our tax liability effset any
current tax liability. In preparing the consoliddtfinancial statements, we are required to estirnat income
tax obligations. The process involves estimathmg actual tax exposure together with assessingethporary
differences resulting from differing treatment déms for tax and accounting purposes. The temporar
differences plus the net operating loss carry fodedrom operations, result in future income tazess and
liabilities, which are recorded on the balance shee
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Judgment is required in determining the amountfutfre income tax assets and liabilities and tHated
valuation allowance recorded against the net fuilnceme tax assets. In assessing the potentibtatan of
future income tax assets, we have considered whitttseOmore likely than notO that some portioallasf the
future income tax assets will be realized. Manag@nassesses the likelihood that future incomesaets will
be recovered from future taxable income and whetheduation allowance is required to reflect angartainty.

As of September 30, 2008, we have a future taxt ags€8.4 million representing a decrease of $0illian

from June 30, 2008. The decrease is due to amdserin valuation allowance reflecting our currgetv of the
CompanyOs anticipated tax position in future periodVe will continue to reassess our estimatesraake a
determination related to the recognition of anyeptiaall future income tax asset. This determinatidhrequire
judgment and estimates and analysis of future syeuritich by their nature, may or may not occur.

As at September 30, 2008, the Company had appreediyn®25.5 million of unused research and develagme
expenditures for Canadian income tax purposes$&rfl million of unrecognized investment tax creditsich
may be applied against future Canadian income tatterwise payable. The Company also had apprd&lsna
US$3.5 million of losses for U.S. income tax pugms

Impact of Recently Issued Accounting Standards

Effective January 1, 2008, we have adopted two 64@A standards, Sections 38€¥Financial Instruments
DisclosuresOand Section 38630Financial Instruments Presentation@hich will replace Section 3861
OFinancial Instruments Disclosure and Present&iorThe new presentation standard carries forsuartbtmer
presentation requirements and increases the ensploasithe risks associated with both recognized and
unrecognized financial instruments and how thosksriare managed. These new standards do not have a
material effect on our consolidated financial staats.

Effective January 1, 2008, we have adopted the @A standard, Section 1535Capital DisclosuresOThis
section establishes standards for disclosing indition about a companyOs capital and how it is nednig
order that a user of the financial statements nvayuate the companyOs objectives, policies anggses for
managing capital. This new standard does not havaterial effect on our consolidated financialestents.

Transition to International Financial Reporting St#ards

In January 2006, the Accounting Standards Boare QAcSBO) announced its decision to require alicfyub
accountable enterprises to report under InternatiBimancial Reporting Standards (OIFRSO) for yeayisning

on or after January 1, 2011. On February 13, 2€@8AcSB 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 bégmon or after January 1, 2011, with restatemégcbmparative

periods.

The Company is currently assessing the future ilnpadhese new standards on its consolidated fiaanc
statements.



RESULTS OF OPERATIONS
Three months ended September 30, Nine months ergjgdrSber 30,
2008 2007 2008 2007
(unaudited) (unaudited)

Revenue 10,294 $ 8,998 30,655 $ 27,423
Product revenueEEEEEEEEEEEE 57.9% 76.7% 64.2% 76.9%
Service and support revenueEEEF 42.1% 23.3% 35.8% 23.1%

Gross marginEEEEEEEEEEEEEEE! 7,738 7,701 24,045 23,387

% of RevenueEEEEEEEEEEEEEE 75.2% 85.6% 78.4% 85.3%
Sales and marketingEEEEEEEEEE 3,329 3,078 9,826 10,125
% of RevenueEEEEEEEEEEEEEE 32.3% 34.2% 32.1% 36.9%
Research and developmentEEEEE 3,216 3,524 11,599 9,793
% of RevenueEEEEEEEEEEEEEE 31.2% 39.2% 37.8% 35.7%
General and administrationEEEEEE 910 526 2,925 1,825
% of RevenueEEEEEEEEEEEEEE 8.8% 5.8% 9.5% 6.7%
Stock-based compensation expens 72 50 169 150
% of RevenueEEEEEEEEEEEEEE 0.7% 0.6% 0.6% 0.5%

Total operating expensesEEEEEEEF 7527 % 7,178 24519 $ 21,893

% of RevenueEEEEEEEEEEEEEE 73.1% 79.8% 80.0% 79.8%
Earnings (loss) before undernoted ite 211 $ 523 474) $ 1,494
% of RevenueEEEEEEEEEEEEEE 2.0% 5.8% -1.5% 5.4%
Foreign exchange gain (loss)EEEEE 77 (441) 628 (1,081)
% of RevenueEEEEEEEEEEEEEE 0.7% -4.9% 2.0% -3.9%
Interest and other incomeEEEEEEEI 275 168 987 461
% of RevenueEEEEEEEEEEEEEE 2.7% 1.9% 3.2% 1.7%
Earnings before income taxesEEEEF 563 $ 250 1,141 $ 874
% of RevenueEEEEEEEEEEEEEE 5.5% 2.8% 3.7% 3.2%

Future income tax recovery (expense (80) - (80) -

% of RevenueEEEEEEEEEEEEEE -0.8% 0.0% -0.3% 0.0%

Net earnings for the periodEEEEEEF $ 483 $ 250 1,061 $ 874

% of RevenueEEEEEEEEEEEEEE 4.7% 2.8% 3.5% 3.2%
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Revenue

For the third quarter and first three quarters @&, the CompanyOs total revenue was $10.3 méhidr$30.7
million respectively, compared to $9.0 million a$#7.4 million for the same periods last year. @wenue is
billed primarily in US dollars. Revenue growth whemported in US dollars for the three and nine ragmriods
ended September 30, 2008 was US$1.4 million (168d8)W3S$5.7 million (23%) compared to the same period
for 2007. The increase in revenue is related toiremease in service revenue and professional ervic
engagements. During the third quarter, we addesd riew customers, resulting in 20 new customer20D8.
Our top five customers in the third quarter of 208gresented 85% of revenue compared to 83% ohuvevéor
the third quarter of 2007. Our top five customdusing the nine month ending September 30, 2008 septed
82% of revenue compared to 73% of revenue for émeesperiod in 2007. The contribution from our fiye
customers is related to the increase in produaissabscriber licenses associated with growth incostomersQ
networks and services.

Product revenue for the third quarter of 2008 wé&< $nillion, or 58% of total revenue, compared ®©9%
million, or 77% of total revenue, for same period 2007. The decrease is due to timing of new pbdu
deployments and capacity expansion of existingornsts and increase in professional services engagsrnn
support of our product installations.

For the nine month period ending September 30, 2p8&luct revenue was $19.7 million, or 64% of ltota
revenue, compared to $21.1 million, or 77% of toéalenue, for same period in 2007. The decreadaasto
timing of new product deployments and capacity esgan of existing customers and additional valudead
professional services engagements.

Third quarter 2008 revenues from professional sessand maintenance and support contracts wastdich,
or 42% of total revenue, compared to $2.1 million23% of total revenue, for the same period in720Bor the
nine month period ended September 30, 2008, revigaoeprofessional services and maintenance angostip
contracts totaled $11.0 million, or 36%, compa@&6.3 million, or 23% of total revenue, for thengaperiod in
2007.

Growth in professional services revenue is attedub growth in the number of customers, an ineréaghe
number of maintenance and support contract renewalswell as growth in requirements for value-added
professional services. As we further develop @iwises offering, this component of revenue is eige to
increase.

The development of channel partner relationships: ikey growth strategy and provides opportunities f
deployment of our products to a broader set ofcrnsts. For the third quarter of 2008, indirect rewe
contributed 16% of total revenue compared to 13f4He third quarter of 2007 and 13% of revenuettiernine
month period ended September 30, 2008 compareg%of@r the same period in 2007. The increasedirect
revenue for the third quarter is primarily due to iacrease in channel deployments. The decraadbei
proportion of revenue for the nine month periodeghétfom channel partners is due to transition ef Atcatel-
Lucent relationship from an indirect/OEM relatioipslin 2007 to a direct relationship in 2008. Bsater
continues to have active channel engagements fadADMVIMAX and GSM networks through channel partners
operating in various geographies.

Three months ended Nine months ended
September 30, 2008 September 30, 2007 September 30, 2008 September 30, 2007
$ % $ % $ % $ %
Direct 8,671 84% 7,821 87% 26,633 87% 21,432 78%
Indirect 1,627 16% 1,173 13% 4,022 13% 5,991 22%
Total 10,294 100% 8,998 100% 30,655 100% 27,423 100%

Historically, our customers have been predomina@MA service providers; however, in fiscal 2007e w
began providing products and services to GSM custerand WiMAX customers in the Americas and several
providers in EMEA and APAC. These developments eolhtribute to both revenue and customer diveesific

in 2008.
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Although revenue from CDMA continues to represdm majority of our revenue, revenue derived from th
migration of 3G to 4G networks contributed 31% @fenue in the third quarter of 2008, and 22% oéneme in
the first nine months of 2008, as a result of safggoducts to support WiMAX and GSM policy deptognts in
the Americas and through channel partners in thieafethe world. Wireline revenue of $2.8 millioor, 27% of
revenue in the third quarter of 2008, was primadi&rived from revenue recognized from the Alcatetdnt
Source Code License Agreement (OAlcatel Agreemeritofal wireline revenue for the nine month period
totaled $8.5 million or 28% of revenue.

Three months ended Nine months ended
September 30, 2008 September 30, 2007 Septembed®®, 2 September 30, 2007
$ % $ % $ % $ %
3G to 4G 3,152 31% 265 3% 6,616 22% 272 1%
Wireline 2,780 27% 485 5% 8,514 28% 3,890 14%
CDMA 4,36: 42% 8,24¢ 92% 15,52¢ 51% 23,261 85%
Direct 10,294 100% 8,998 100% 30,655 100% 27,423 100%

Gross Margin

Gross margin for the third quarter of 2008 was 76étnpared to 86% for the third quarter of 2007, a8 for

the nine month period ended September 30, 2008 a@dpo 85% during the same period in 2007. Cbst o
goods sold consists of direct product costs, ojmersitsupport expenses to support installed customer
deployments and professional services engagem@ust of goods sold was $2.6 million for third qear2008

and $6.6 million for the first nine months, an ie@se of $1.3 million and $2.6 million respectivebmpared to

the same period in 2007. The increase is due tm@ease in direct costs and support personnadtbress
professional service opportunities and the riseustomer deployments. In addition, we have inclests
associated with additional resources to supportségices associated with the introduction of thiel@8pan
integrated solution. This investment is in advaoiceevenue recognition which we expect will comeim the

first quarter of 2009.

We have extended our professional services offarnrg008 to provide value added services, sucheasark
and capacity management in support of product gepots. The cost of the professional servicestigeggdoth
internal and subcontracting costs, is carried st of sales. With the expansion of professionalises and the
delivery of the WideSpan integrated solution comsguli of both hardware and services, we expect mssgr
margin will be lower in future periods as we rampthese activities in support of new customer dgpknts.

Operating Expenses
Sales and Marketing

Sales and marketing expenses were $3.3 milliothfithird quarter of 2008, an increase of $0.3iamilbr 8%
over the third quarter of 2007. For the nine mopéniod ended September 30, 2008, sales and nragketi
expenses were $9.8 million, a decrease of $0.3omitir 3% from the same period in 2007. The inseeduring
the third quarter of 2008 is due to higher commis®xpenses. The decrease during the nine monthdge
due to lower direct marketing costs and lower sedamand related staff costs resulting from headicoun
reassignment from sales engineering to professieraices.

Research and Development

Research and development (OR&DO) expenses, egdbdirefundable R&D tax credits (OITCsO) decredtged
or $0.3 million to $3.2 million from $3.5 milliorof the third quarter of 2007. For the nine mgug¢hiod ended
September 30, 2008, R&D expenses, excluding ITi@seased 13% or $1.3 million to $11.6 million fréh0.3
million for the same period in 2007. Expenses weveer in the third quarter of 2008 due to lowentieount
and compensation costs. The rise in R&D expensehi® nine month period was driven by the increiase
compensation expenses and higher contract costeandy incurred in the first quarter, to acceleratew
product introduction, and incremental patent subioiss. Our R&D headcount was 106 in the third tpraof
2008 compared to 112 in the third quarter of 2007.

There were no refundable ITCs recorded in the thirarter of 2008 and 2007.
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General and Administrative

For the third quarter of 2008, general and adnmaiisie expenses were $0.9 million compared to $dilbon
for same period for 2007. For the nine monthqekended September, 30, 2008, general and adratnistr
expenses were $2.9 million compared to $1.8 milfmmthe same period for 2007. The increase thated to
a rise in professional fees associated with theease in the number of commercial contracts, putdimpany
compliance costs, and an increase in audit fees.

Foreign Exchange

We conduct a significant portion of our businegsvdies in U.S. dollars. We translate our accauior our U.S.
subsidiary into Canadian dollars using the temparathod of foreign exchange translation, which states
monetary assets and liabilities at the rate of arge in effect at period end. Non-monetary iteresti@nslated
at the rates in effect on the dates of the trafmat Revenue and expenses are translated avéhage rate for
the period. The resulting translation adjustmengsincluded in the determination of the net egsin

The Company realized a $0.1 million foreign excheggin for the third quarter of 2008, compared ®0al
million foreign exchange loss for the same perio@007. For the first nine months of 2008, aifpreexchange
gain of $0.6 million was realized in comparisorat$1.1 million foreign exchange loss during the sgriod in
2007. The foreign exchange gain for the threerand month periods ended September 30, 2008 watodbe
impact of a decline in the Canadian dollar relativ¢he U.S. dollar on our working capital balancéd the end
of the third quarter of 2008 we had no forward cacts outstanding. We continue to assess ourdiorei
exchange exposure and will book additional forweodtracts over fourth quarter based on an assesssfien
foreign exchange impact on our business.

Interest and Other Income

In the third quarter of 2008, we earned interesbime of $0.3 million compared to $0.2 million f@anse period
in 2007. Interest income for the nine month perodied September 30, 2008 increased to $1.0 miitam
$0.5 million during the same period last year. Tiease in interest income is due to higher @agh cash
equivalent balances resulting from increased cash 6ur initial public offering and from operations

Future Income Tax Recovery (Expense)

As at September 30, 2008, the Company has accledu2b.5 million of unused R&D expenditures forame
tax purposes, and $8.5 million of unrecognized stwent tax credits which may be applied againsiréut
Canadian income taxes otherwise payable. The Coynglao had US$3.5 million of losses for U.S. ineotax
purposes.

Judgment is required in determining the amount$uafre income tax assets and liabilities and tHated
valuation allowance recorded against the net fuittceme tax assets. In assessing the potentititatan of
future income tax assets, we have considered whittiseOmore likely than notO that some portioallosf the
future income tax assets will be realized. Manag@nassesses the likelihood that future incomesaets will
be recovered from future taxable income, and whethevaluation allowance is required to reflect any
uncertainty. Based on this review, we determirfet &in increase in the valuation allowance of $8D@as
required for the third quarter of 2008. As opfenber 30, 2008, our future tax asset was $8 HomiWe will
continue to evaluate our tax position quarterly eswbrd any adjustment necessary in that period.

Net Earnings

Net earnings before income taxes for the third iguasf 2008 was $0.6 million, or 5% of revenue canegl to
$0.3 million, or 3% of revenue, in the third quanté 2007. Net earnings before income taxes yealate was
$1.1 million, or 4% of revenue, compared to nehigys of $0.9 million, or 3% of revenue for the saperiod
last year.

Net earnings for the third quarter of 2008 was $0illion, or 5% of revenue, compared to net earain§$0.3
million, or 3% of revenue for the same period lgesar. Net earnings year-to-date was $1.1 millam3% of
revenue, compared to net earnings of $0.9 milliwr8% of revenue for the same period last year.
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Basic earnings per share was $0.02 for the thiattqu of 2008 compared to earnings per share d@fl$far
same period in 2007. The earnings per share fonitteemonth periods ended September 30, 2008 abid \28s
$0.05.

Diluted earnings per share was $0.02 for the thirdrter of 2008 and $0.04 for the nine month peended
September 30, 2008. Diluted earnings per share®@axl for the third quarter of 2007 and $0.04tfar nine
month period ended September 30, 2007. The inen@aset earnings was offset by increase in thebmurof
shares, resulting in no change in diluted earnpegsshare for the nine month period.

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 tedymieeds. Our future liquidity is primarily depemd on cash
flows generated from our operations.

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

Three months ended Nine months ended
September 30, September 30,
2008 2007 2008 2007
(unaudited) (unaudited)

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

Operating activitiesEEEEEEEEEEEEEEEEEEE $ (946) % 3919 $ 147 $ (2,576)

Investing activitiesEEE..EE...EEEEEE (91) (668) 9,004 (1,215)
Financing activitesSEEEEEEEEEEEEEEEEEEE 363 28 866 98
Foreign exchange gain (loss)EEEEEEEEEE. 311 (342) 322 (680)

Net cash (outflows) inflows EEEEEEEEEEEEE $ (362) % 2936 $ 10,339 $ (4,373)

Cash and cash equivalents EEEEEEEEEEEEE $ 38,910 $ 16,821

Working capital (1)EEEEEEEEEEEEEEEEEEE 4,178 5,272
Long term assetsEEEEEEEEEEEEEEEEEEE.. 11,026 10,024
Long term liabilitiesEEEEEEEEEEEEEEEEEE. - -

Working capital ratio (2)EEEEEEEEEEEEEEE 1.2 1.5
Current ratio (3)EEEEEEEEEEEEEEEEEEEEE 2.9 3.2

(1) Working capital is calculated as current astests cash and cash equivalents less current fieili
(2) Working capital ratio is calculated as the rati@urrent assets less cash and cash equivateatsrent 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 outflow from operations 09 $fillion for the three months ended September2808
primarily due to an increase in working capital&if.7 million, which was partially offset by net aangs of
$0.5 million. The increase in working capital isnparily due to settlement of amounts payable fodhare and
third party software related to the WideSpan irdégpt solution for Verizon Wireless in advance dfirtg

milestones.

For the nine month period ended September 30, 20668 was a net cash inflow of $0.1 million, priityadue
to net earnings of $1.1 million and non-cash armatitbn of capital assets of $1.0 million, offsetdiyincrease
in working capital of $1.8 million.
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Three months ended Nine months ended
September 30, 20 September 30, 201
(unaudited)

(in thousands of dollars)
Net change in non-cash operating working ca

Accounts receivableEEEEEEEEEEEEEE  $ (6,371) $ (3,225)
Investment tax credits receivableEEEEEEE - 1,668
Unbilled receivablesEEEEEEEEEEEEEE. 1,780 1,944
Work in processEEEEEEEEEEEEEEEE (107) (5,898)
Prepaid expenses and other assetsEEEEE (253) (1,302)
Accounts payable and accrued liabilitiesEE (5,656) 1,312
Deferred revenueEEEEEEEEEEEEEEE.. 8,952 3,663
Net (increase) decrease in working capital $ (1,655) $ (1,838)

During the third quarter of 2008, milestone bilngor hardware delivered to Verizon Wireless relate

WideSpan integrated solution and billings on otmajor contracts yet to be recognized into revemselted in
an increase of $9.0 million in deferred revenuehisTincrease was partially offset by an increasedoounts
receivable totaling $6.4 million. Accounts payaleecreased by $5.7 million while unbilled revedeereased
by $1.8 million. Prepaid expenses and other agsetsased by $0.3 million from the second quarfe2G®8 due
to annual renewals of third party support contracts

September 30, 2008 June 30, 2008 March 31, 2008 Dexe3thb2007
(unaudited)
(in thousands of dollars)

Deferred revenue

Product and Services revenueEEEEEEE $ 15,967 $ 6,690 $ 10,487  $ 11,939
Maintenance and supportEEEEE .EEEE 1,940 2,265 2,768 2,305
$ 17,907 $ 8,955 $ 13,255 $ 14,244

Investing Activities

Capital asset purchases for the three and ninelmpmeriods ended September 30, 2008 amounted tandibidn

and $1.0 million, respectively, compared to $0.Tiam and $1.2 million for the same period in 200Tapital
purchases are comprised of desktop equipment, fiBsitmucture, research and development lab equipmen
computer equipment and servers, and leasehold iraprents.

Financing Activities

During the third quarter of 2008, we issued 302,88timon shares related to the exercise of stodkmgtwith
net proceeds from the exercise of options of $Gldom. For the nine month period ended Septen8fkr2008,
the Company received net proceeds of $0.9 milllomfissuance of common shares and incurred $0libmih
share issuance costs.

As of September 30, 2008, we have 22,966,901 comshames outstanding and 3,249,776 common share
options issued under our Stock Option Plan.

Lease Obligations

We rent premises in Canada, Singapore and Australi@r operating leases which expire at varyingslap to
February 2011. We also lease certain office equigme

The following table sets forth our contractual ghlions and commitments to make future paymentsmund
leases for office space and office equipment &eptember 30, 2008.

Remainder 2008EEEEE  $ 234,015

2009 to 2011E..EEEE... 2,024,709
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Off Balance Sheet Arrangements

We do not have any off balance sheet arrangemehes than those disclosed under OLease Obligatems$O
OFinancial InstrumentsO.

Related Party Transactions and Material Contracts

Our office in Kanata, Canada is leased from KRP@eglated party that is controlled by Terry Matthewse
Chairman of our Board of Directors. Terms of tléase were negotiated on normal commercial terifise
lease expires in February 2011. For the third tguarf 2008 we incurred rent expenses of $0.2 omlVersus
$0.2 million for same period in 2007. For the nmenth period ending September 30, 2008 we incureed
expenses of $0.7 million versus $0.7 million foe #ame period in 2007.

In October, 2007, we entered into a license agreemith Alcatel-Lucent (the OLicense AgreementBirsuant
to the License Agreement, Alcatel-Lucent was gramtgerpetual, royalty-free license to use, copydify, and

create derivative works based on version 3.1 (artiee versions) of the Subscriber Service Congro(SSC),
and to distribute and grant sublicenses for sugkimes and derivative works in object code formatcatel-

Lucent was also granted a three-year, royalty-fimense to reproduce, distribute and grant subfieeto use
copies of version 1.0 of our Radius Engine softwargolicy and profile engine based on our AAA Sezv
Controller product, in object code format only. 8éptember 30, 2008, we had recognized US$7.3 mibio
revenue from all elements of this agreement on amsonvoiced to date of US$11.1 million.

Financial Instruments

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

Outlook

BridgewaterOs business is driven by key markedgresich continue to be strong. Smart devices eadihg to
significant growth in the use of wireless data &milons. In order to facilitate the deployment méw
applications, telecom providers are expanding badthwvith the roll-out of broadband 3G networks ahe
introduction of 4G networks. All of this translateéso substantial growth in data services evidenbgdhe
increase in data revenue from leading wirelessifers.

Our existing customers and new service provideenierging markets may be facing financial challsngethe
next 12 to 24 months and we acknowledge that tldg have impact on our business. However due torakve
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 prelietand constant revenue streams for the next 2
years.
* Large installed base of customers in existing andrging markets addressing high growth markets for
data services.

Bridgewater expects revenue growth to be drivetheyfollowing:

e Continued growth in our core market, CDMA, due e texpansion of broadband services such as
Oopen accessO and 4G deployments;

* Delivery of software products through the WideSgategrated solution that provides hardware,
software and value-added services;

¢ Expansion into policy management which is anti@gab take on increasing importance;

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

» Extending BridgewaterOs footprint into the GSM miankith an insertion point through its Fixed
Mobile Convergence solution.
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Taking into account the uncertainty around the m@conomic climate, as well as an assumption thetmee
from the Verizon integrated solution contract wilmmence in the first quarter of 2009, Bridgew&eurrently
forecasting revenue of approximately $42 millionfiscal 2008, specifically as result of:
* significant long-term contracts with Tier 1 custasje
* sales of existing and new products in wirelesselivie and converged networks; and
* increased license and maintenance fees from egidéployments as our customers grow and continue
to add new subscribers and devices to their netsvork

During the second quarter of 2008, Bridgewater anced a three-year contract with Verizon Wirelesd a
secured an initial order to provide the WideSpategmted solution valued at approximately US$3Qiomil
Revenue is scheduled to start in the first quaste2009 and will continue through 2010. This neffenng is
expected to be a key growth driver over the longite As a result of incremental costs associatetth wie
expansion of the WideSpan integrated solution aofepsional services engagements, the Companyiates
gross margins to decrease in future periods. Basdtie revenue forecast, the operating margixgeeted to
be approximately 2%.

In terms of operating expenses, R&D expenses greatad to continue to be an important focus asnwest in
new product development. Accordingly, we expectOR&xpenses to increase slightly but to decline as a
percentage of revenue in future periods. We argteighat additional resources will be committecates and
marketing with particular emphasis on further depéig our distribution channels and our channetrngas to
support growth in WiMAX and GSM networks in EMEA,PAC and Americas. General and administrative
expenses are expected to increase over 2007 asilao€additional costs associated with operatisga public
company. We expect to continue to finance our atens internally.

Risks

Risks and uncertainties affecting the Company aseidbed in more detail in BridgewaterOs Annualrinétion
Form for the year ended December 31, 2007 datectiMar, 2008 which can be found at www.sedar.com.
Additional risks and uncertainties not presentlpwn to us or those we currently consider immateaiab may
impair our business and operations and cause tbe githe common shares to decline. If any ofrtbted risks
actually occur, our business may be harmed anditiamcial condition and results of operation mayfesu
significantly. In that event, the trading pricetbe common shares could decline, and shareholdayslose all

or part of their investment.

The CompanyOs business performance, achievemehtesaits may be impacted by risks and uncertaintie
related to our business. These risks and uncédsimclude, but are not limited to the following:

Our quarterly revenues and operating results magtflate, which may harm ouesults of operations.

Access to capital for new operators to expand sessimay be limited, which could result in delagahe of our
products to support expanded data services.

Slow down in consumer spending on new devices cedlace service providers revenue and as a resultdc
impact decision to implement new products and sesvi

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

Our current and future sales depend on our sucgeg®nerating indirect sales tolamited number of channel
partners, and any failure to do so would have asigantdetrimental effect on our business.

We derive a large portion of our revenue from ggrmarket, specifically the CDMA market.
We derive a large portion of our revenue from oetwork access control products anelated products and
services. Our future revenue growth will in parpéad on thentroduction of new products and services which

have not yet been proven.

The introduction of our WideSpan products may hameimpact on our business model and may require
additional investment impacting operating margirfuture periods.

We have a lengthy and variable sales cycle.
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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 hardwaegrors, which could cause
harm to our reputation and adversely affect ouribass.

Product liability claims could negatively impactiesa and have a material adversfect on our business, results
of operation and financial condition.

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

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

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

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

Foreign exchange fluctuations could adversely impac revenue and net income.

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

Our engagements with our customers involve comgriangements which may require interpretation ofARPA
and may result in deferral of revenue recognition.

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

Our growth is dependent in part on the rate of atmpof new services.
Our growth may be impacted by new market uncenfand timing of deployment in new services.
We will require GSM partners to drive growth plaos 3G GSM market.

As we expand our product and service offerings \ag encounter increased competition from large Netwo
Equipment Providers and System Integrators.

Mergers or other strategic transactions by our &rig and prospective customessuld negatively impact sales
and have a material adverse effect on our businmessilts of operation and financial condition.

Economic and geopolitical uncertainty may affeatigi®ns by our customers to purchase our produessiiting
in impact to our results of operations.

Compliance with industry standards applicable t@ ptoducts may be time consuminifficult and costly, and
if we fail to comply, our product sales will decsea

If our products do not interoperate with our custs0 existing networks aapplications, the demand for our
products will decrease and our operating reswts be harmed.

We may require additional capital in the future amalassurance can be given tisaich capital will be available
at all or available on terms acceptable to us ahd is available, may dilute your ownership of ouor@mon
Shares.
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Controls and Procedures

Evaluation of Disclosure Controls and Internal Controls over Financial Reporting:

The CompanyOs CEO and CFO are responsible foligisitalp and evaluating disclosure and internal oulat
and procedures over financial reporting for the @any. As of September 30, 2008, they have deteudrtinat
such controls and procedures are in place.

Selected Consolidated Quarterly Financial Information

The following table provides an analysis of our udited operating results for each of the quartedscated:

Quarters Ended
Sept 30, June 30, March 31, Dec. 31, Sept. 30, June 30, March 31, Dec. 31,

2008 2008 2008 2007 2007 2007 2007 2006
(in thousands of dollars, except for percentages ghare amounts and number of shares)
(unaudited)

Revenue $ 10,294 $ 11,796 $ 8565 $ 11,794 $ 8998 $ ,859 $ 8,565 $ 9,535
Gross margin $ 7,738 $ 9,517 $ 6,790 $ 9,754 $ 7,702 $ 8453 $ 7232 $ 7,830
Gross margin % 75% 81% 79% 83% 86% 86% 84% 82%
Expenses $ 7,527 $ 8,321 $8671 $ 8481 $ 7178 $ 7,720 $ 6,995 $ 7,076
Net earnings (loss) $ 483 $ 60,2 $ (683) $ 189 $ 250 $ 351 $ 273 $ 9,176
Earnings (loss) per share - basic 0.02 0.06 (0.03) 0.10 0.01 0.02 0.01 0.50
Earnings (loss) per share - diluted 0.02 0.05 (0.03) 0.09 0.01 0.02 0.01 0.45
Weighted average number of shares

outstanding - basic 22,758,098 22,574,790 22,303,427 19,214,956 18,473,560 18445252 18,429,132 18,397,531
Weighted average number of shares

outstanding - diluted 24,208,862 24,093,597 22,303,427 21,788,915 20,953,134 20,679,734 20,687,196 20,183,016

Historically, our operating results will fluctuaten a quarterly basis and it is expected that thi#lycantinue to
fluctuate in future periods. Fluctuations will belated to timing of revenue recognition associatéth growth
in our revenue and new customer contracts and gimfrstaffing and infrastructure expansion to supgoowth.



