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AND RESULT OF OPERATIONS

DATED: February 26, 2010

The following discussion and analysis provides nganaent’s discussion and analysis (“MD&A”") of
Bridgewater Systems Corporation’s consolidated ltssof operations and financial condition. Thisclission
should be read in conjunction with the Company'sisaidated financial statements for the year ended
December 31, 2009. The financial statements haen tprepared in accordance with Canadian generally
accepted accounting principals (“GAAP”) and are mrfed in Canadian dollars. The information contih
herein is dated as of February 26, 2010 and is entrto that date, unless otherwise stated. Aduifio
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

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

» Bridgewater's ability to maintain its relationshigosd contracts with Tier 1 customers;

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

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

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

TS

Forward-looking statements are generally identifidty use of the words “may”, “will", “expect”, “adinue”,
“believe”, “plan”, “intend”, “would”, “could”, “shaild”, “anticipate” or the negative of these wordsather
variations on these words or comparable terminoloffyese statements are provided to enable external
stakeholders to understand our expectations aseafldte hereof and may not be appropriate for ggheyoses.
Forward-looking statements involve significant esktnd uncertainties, should not be read as guaspfduture
performance or results, and will not necessarilyabeurate indications of whether or not such reswitl be
achieved. A number of factors could cause actuallt® to vary significantly from the results dissed in the
forward-looking statements, including, but not lied to the risks identified under “Risks”, whiclcinde the

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

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

» Bridgewater must continue to evolve its businessleteoand platforms for delivery of products and
services to respond to transaction capacity nekeitls austomers;

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

» Bridgewater has a lengthy and variable sales cyrid;

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

Although we have attempted to identify importardtfes that could cause our actual results to diffaterially
from expectations, intentions, estimates or foresgadhere may be other factors that could causeaeasults to
differ from what we currently anticipate, estimateintend. Recent unprecedented events in globahial and
credit markets have resulted in high market priomtiity and contraction in credit markets. Thesegoing
events could impact forward-looking statements aioieid in this MD&A in an unpredictable and possibly
detrimental manner. In light of these risks, urgiaties and assumptions, the forward-looking eveetxribed

in this MD&A might not occur or might not occur wiatated. To develop a better understanding obtisiness
risk factors that could cause our actual resultdiffer materially from expectations either expes®r implied
please refer to our other publicly filed documeritsluding our Annual Information Form dated Mar8h,
2009, copies of which are available on SEDAR at wseaar.com.

Although the forward-looking statements containadthis document are based upon what we believe are
reasonable assumptions, we cannot assure invés&dreur actual results will be consistent withseadorward-
looking statements. We assume no obligation to tgpdarevise these forward-looking statements flecenew
events or circumstances, except as required byisesdaw.



SELECTED CONSOLIDATED FINANCIAL INFORMATION

Consolidated Statements of Operations Information

Three months ended December 31,

Fiscal year endeeniber 31,

2009

2008 2009 2008

2007

Revenue
ProducCt FeVENUE.........cuviiiiiiiiiiiiiee e
Service and SUPPOI FEVENUE.........ccovvvevrieeeiiiiieineeeeens

(unaudited)

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

Cost of sales

Gross margin

BExpenses
Sales and marketing.........
Research and development..
Generaland administration...............c.eeevveveeeeinieeeineennnn,
Investment tax credit carryforwards recognized...............
Bad debt eXpense (TECOVENY).......cocvvvuurumminiiniiiiiiiiiininns
Stock-based compensation.............ccccveveiiiiiiiiiiiiiininn.

Earnings before undernoted items...
Foreign exchange (loss) gain
Loss on disposal of property, equipment and intialegssets
Interest and other iNCoOmMe...........ceveviviiiiiiien i

Earnings before income taxes........coovvvveviiiiiniieiiniieieninn
Current iNCOMe taX @XPENSE ......coouvrriieriiieieee e,
Future income tax (recovery) expense .

Net earnings

Earnings per share - basiC............ccccoveimiiiiiiiiiinee
Earnings per share - diluted............c.ccoooiiiiiiiiciiiee
Weighted average number of
shares outstanding - basic...........cccccvvviviiiin
Weighted average number of
shares outstanding - diluted

Consolidated Balance Sheet Information

Cash and cash equivalents........ $
Short-terminvestments..............
Accounts receivable..................
Working capitafz) ........................
Totalassets......cccovvvvveiniieneennnns
Deferred revenue............ccoccuenees
Shareholders' equity..................

W cash and cash equivalents at December 31, 20Qitiesla note receivable of $10,000,000
(Z)Working capital is calculated as current assets tegrent liabilities

15,405 $ 8919 $ 49372 $ 28587 $ 29,842
5,324 4,604 17,304 15,591 9,375
20,729 13,523 66,676 44,178 39,217
7,908 3,617 20,952 10,227 6,077
12,821 9,906 45,724 33,951 33,140
4,257 3,547 13,881 13,372 13,502
4,673 3,335 15,718 14,935 13,808
1,224 1,053 5,429 3,920 2,861
(2,000) - (2,000) - B
106 1,125 (158) 1,183 -
100 66 369 235 202
8,360 9,126 33,239 33,645 30,373
4,461 780 12,485 306 2,767
(59) 868 (190) 1,496 (1,161)
(131) (118) (131) (118) -
71 274 544 1,261 666
4,342 1,804 12,708 2,945 2,272
2,000 - 2,000 - -
(183) 100 (496) 180 (470)
2,525 $ 1,704 $ 11,204 $ 2,765 $ 2,742
0.10 $ 007 $ 046 $ 012 $ 0.15
0.10 $ 007 $ 044 $ 011 $ 0.13
24,358,261 22,968,340 24,179,224 22,653,503 18,644,430
25,459,579 24,285,756 25,248,147 24,183,094 21,024,278
Fiscal year ended December 31,
2008 2007
(in thousands of dollars)
53829 $ 50,364 $ 38,57{"
13,459 - -
24,879 13,424 10,929
60,289 41,247 41,694
121,503 87,207 69,486
44,288 24,013 14,244
67,597 55,888 52,018



Overview

Bridgewater Systems Corporation (“Bridgewater” be t‘Company”) is a market leading provider of mebil
personalization products and services that endblebservice providers to manage and profit frowbite data

services, content

and commerce. More than 140cgeprioviders in 30 countries use our products andices

to manage billions of mobile transactions per moimtte have 13 years of experience helping our custem
meet growing consumer and enterprise demand forlendata and broadband wireline services.

Bridgewater’s products and services enable sepvigeiders to:
¢ Generate revenue and improve the customer expertenaugh:

(o]

(o]

(0]
0

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

Seamlessly authenticate and provide transparencgulscribers migrate across different
network technologies;

Enable new service models; and

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

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

0

0

Market Overview

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

Optimization of existing 3G networks (EVDO, HSPAlraugh a comprehensive and
intelligent policy control capability across the ¢®re, Radio Access Network (RAN) and
device; and

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

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

lower cost smart

phones and USB laptop donglespdipailarity of mobile applications, and flat-ratatal plans.

This has resulted in huge growth in data traversewyice providers’ mobile networks. The implicats of this

data growth are

dramatic for service providers andsumers alike. In particular, service providé&ase

challenges in delivering increasing bandwidth regmients without a corresponding increase in datanee
sources. Increases in the cost of delivering datatens to far exceed comparative growth in datanues; a
‘revenue gap’ that no commercial service providen gnore. The capital and operating expenditusss@ated
with this increase in data usage threaten serviogigers’ profitability and therefore the industsyability to
meet the demand for mobile data services sustginaideanwhile, the risk to user experience fromgasied
networks is significant. For example, droppeddassions and slow network speeds can leaditzi@ase in

consumer churn,

which is one of the largest castace providers face, especially in mature markets
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Effectively dealing with this network resource mgement problem in an era of huge mobile data grasvifital
to service providers’ long-term success and profits. Faced with rising mobile data costs and plogential for
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consumer churn, service providers are now intradudour main strategies to manage network congestio
These strategies will reduce costs by balancinffidreequirements across networks and implementisgge
controls. Policy control, data traffic offload, dwtion to 3G and 4G infrastructure, and networkirojtation are
expected to incrementally reduce mobile data deligests by up to 60 per cent over the next thesgg/Policy
control - how, when and under which circumstanegssesribers can access networks, applications anites -
will contribute annual cost savings of over 10 pent, equating to over $15 billion in annual castuction by
2013 in the US market alorf€hetan Sharma Consulting, 2009).

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

Key Trends

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

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

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

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

this infrastructure.  This is creating demand foridBewater's proven, carrier-grade, subscriber data
management, service and policy control products liledp service providers transition services to &Gl 4G
networks. Many service providers are implement@ networks to achieve greater spectrum efficiesuogt
provide higher bandwidth services.

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

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



Our Products and Services

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

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

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

The Bridgewater® Policy Controller provides real-time network, application, and suibge policies
that allow service providers to manage mobile dgtavth 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 implemdny the Policy and Charging Rules Function
(“PCRF") in the Policy Controller. These policiesable service providers to manage mobile data
traffic by applying real-time bandwidth controlsathadapt to changing network conditions and
subscriber context. The Policy Controller also supgpapplication policies that allow service prairisl

to rapidly provision new applications and applyipies to determine 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 and deviceilpraind state information, and manages subscriber
identities, service profiles, authentication, awitettion, and quality of service for next generatio
networks.

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

Bridgewater’s Subscriber Data Broker features agretmensive toolset including:

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

e Governance rules for brokering subscriber datdiral{party applications while protecting subscriber
identity and privacy;

e Policy control to provide subscriber access toamthorization for new applications; and

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

Delivery of Bridgewater’s products can be as aveafé solution, as an integrated system or as a Syiae®
system. Products delivered as a software solutiertygically licensed based on subscribers or &atisns. In
these deployments, the service provider purchasebmare and some third-party services separataytakes
responsibility for integration of the solution. tégrated system deployments provide a system-jescduct,
packaging Bridgewater software with third-party dwaare and software. These deployments are liceosea
rated-transaction load, growing as the transaa#pacity requirements grow. WideSpan is an integraystem
that enables service providers to bring new makdlevices to market faster by using a single versidution,
and better predict and manage subscriber growtichéred by Subscriber Data Broker, it integratesSbrvice
Controller, Policy Controller and Home Subscriberice products, plus third party hardware andvearfe, in a
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highly-scalable, carrier-class blade server enwvivent. The system is pre-packaged and pre-configuitd
certified transaction throughput to manage rapidbiledransaction 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 networlegtiments, maximize revenue generation, contaits,caad
shorten time to market for new services.

Sales and Marketing

We sell and distribute our products and servicesutjh direct and indirect sales channels. Wheshéas are
direct or indirect, an important part of our stggténvolves dealing directly with service provideesunderstand
and identify their market and service requiremerf@air direct sales force addresses Tier 1 andtseléler 2
service providers, and is established geograpligalhe Americas, Europe, Middle East and AfritaM|[EA”),
and Asia Pacific (“APAC”"). We have organized oales teams for major account management, with destic
sales management and sales engineering teamspmragedgraphic/regional support of service provide@ur
global channel partners deliver our products topsupturnkey networks or network subsystems in detep
network solutions. We also have established regioasellers to provide geographic coverage of ifipec
network technologies.

Growth Strategy/Business Model

Our business strategy is focused on expanding riedth and depth of solutions that we deliver toexsting
customers and expanding our customer base andbgeg our channel model, while maintaining prdbitay.
Our long term strategy will continue to leverage ourrent investment in product development andssahd
marketing to deliver increasing profitability anbaseholder value. Our growth strategy is focusedtoee
dimensions:

1. Penetration of 3G/4G markets We are extending delivery of our products andises to 3G HSPA
and 4G service providers. We have nine regional ABBtallations and two combined EVDO/HSPA
installations. We have focused strategies to extendproducts to support the broadband expansion in
the 3G HSPA market. We are extending our produtits 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 majireless access technologies, we bring strong
value to interoperability and to support migrationterworking, and data offloading across mixed
3G/AG and WiFi networks. In the fourth quartei2609, we announced our first major LTE win with
MetroPCS for our Home Subscriber Server and Pdiagtroller.

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

3. Continue to Expand New Delivery Models Our flexible delivery models that service preeisl to
purchase and deploy our products as standaloneeaseftsolutions or system-level products provides
for additional penetration of our products in dirend channel engagements. Service providers are
looking for delivery models that can match capao@guirements and identify and clarify total coft o
ownership for new service models such as Widesp&fideSpan provides a delivery system that will
optimize performance, scalability and ease of manemt.

4. Geographic Expansion We are continuing to expand our business outdldeth America by
increasing our investment in establishing serviekvdry capabilities in key markets, developmerd an
support of channel partners and system integratotis,a focus on expansion in key markets in EMEA,
APAC and South America.



Components of Revenue and Expenses

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

We sell our products and services through direleissieams and through indirect global sales channBirect
sales are typically with Tier 1 and Tier 2 servim®viders. Our indirect sales are through glotesetler
arrangements as well as regional resellers to suppecific sales engagements.

The majority of our revenue is denominated in U8atle, whereas our expenses are predominately madan
dollars. As a result, our revenue and net earrdmgsmpacted by the fluctuation in the exchange. r&Ve enter
into foreign exchange contracts to reduce the imp&foreign exchange fluctuations.

Cost of sales consists of the cost of third pagsdivare and embedded licensed software and interpanses
attributed to installation, support and professioservices to our customers. Costs for product Baadure
development are included in research and developexgense.

Sales and marketing expenses include all persamtklrelated compensation expenses for direct aadneth
sales teams and marketing personnel, advertisiade tshows, communications expenses and costedmmal
offices. Research and development expenses ingdadsonnel and related costs for product managearaht
development programs, product documentation andntdogy infrastructure. Periodically we will engag
external contractors to support specific researad @evelopment programs, and professional services
engagements. General and administrative expenskglé personnel and related compensation, profesisi
fees, legal, accounting, and insurance costs. Bad ekpense includes any provisions for accoumsivables

for which collectability is not reasonably assured.

Critical Accounting Policies and Estimates
Revenue Recognition

Our revenue is derived from the sale of softwarenses, hardware integrated with licensed software,
professional services and maintenance and suppooduct revenue includes licensed software, hamwar
integrated with licensed software and feature dgmknt on standard products. Services and suppeghue
includes installation, training and integration, im@nance, software support, updates and the t@héceive
product upgrades on a when and if available b&ftware is sold through a perpetual license ofjniited
cases, a subscription with a customer support adtenance contract and may be integrated withvieel or
include feature development and professional sesvic

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

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

Arrangements may be comprised of multiple product service elements. The majority of our softwarerse
arrangements include customer support and maintenservices. Customer support and maintenancecssrvi
consist of tiered 24/7 help desk support to serpiciders and indirect channel partners, techrsogbort and
updates to our products only on a when and if abélbasis. Substantially all of our customers Ipase product
support and maintenance services when they acgeiesoftware licenses. In addition, substantiallyoour
customers renew their product support and maintsnanntracts annually. We also offer professioealises
consisting of network design and optimization, dtistion, training, deployment planning, interogsliy
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testing for customers and partners, and custom@mantner training for network planners, enginesystem
operators and solution sales engineers.

Revenue for customer support and maintenance servieature development and professional servicdsded

in a multiple element arrangement are unbundledhftbe total fee for the arrangement based on leliab
objective evidence of their fair value and the deal amount is allocated to the initial productiwéeed. We
annually review our renewal pricing realized fostamer support and maintenance services and ofggsional
service rates achieved by customer group, to ertbatethe appropriate amount of revenue, baseckelabte
objective evidence of fair value, is unbundled deterred. Where reliable objective evidence of ¥alue for an
element does not exist, revenue is deferred unth vidence exists for the remaining deliverablesnly one
element remains to be delivered. Where softwammid as a perpetual license, revenue is recogrinegach
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 recognizeabhatover
the service period. Professional services revasigenerally recognized on a proportional perforogabasis
taking into consideration the hours completed tteda relation to the total expected hours to catgplthe
deliverable. Where software is sold on a subsanipliasis, revenue for the entire arrangement tgrezed on a
ratable basis over the term of the subscriptionefan arrangement is comprised of multiple dedivkss of
the same or similar products and related servizes time, revenue is allocated proportionately Hase fair
value to each product deliverable and recognizedhi® delivered product and related services wiiereenue
recognition criteria have been met.

Our solutions are highly scalable, with each sohlutinterconnecting with other solutions in our falit
allowing service providers the ability to add feation an incremental, as-needed basis. As a,rewuity of our
software arrangements include feature developmiémresold on a stand-alone basis or as a partmfiléiple
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 elementirtiale
element arrangement as they are not consideraéchttiv the functionality of the software produetsd the total
price would vary where these features are exclutddcluded. If the development is considered eaitito the
functionality of the delivered product, the produetvenue is included with the feature developmentnue.
Revenue for feature development is recognizedfast & incurred. If there is a significant uncéntg about the
project completion or receipt of payment, revermeléferred until the uncertainty is sufficienthsobved. We
estimate the proportional performance on contragth fixed or “not to exceed” fees on a monthly isas
utilizing hours incurred to date as a percentageotafl estimated hours to complete the projectnunber of
internal and external factors can affect our edsiaincluding labour rates, utilization and changeestimates
of hours required to complete the project. Whealtobst estimates exceed revenues, we will acaueht
estimated losses immediately using cost estimatdsare based upon an average fully burdened paleable
to the individuals performing the feature developime

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

We assess whether fees are fixed or determinable@altectability is reasonably assured at the tohsale and
recognize revenue if all other revenue recognitioteria 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, revesuecognized as payments become due and whertheit
revenue recognition criteria have been met.

Under certain arrangements, we may be requireddeige compensation to a customer if and when §pedci
product performance or customer support levelsnatemet. Based on historical experience, we eséiritze
expected performance compensation to be incurrddruhese arrangements and defer the equivaleniranb
revenue until the performance period has lapseifficient evidence exists to support a changléngstimate.

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

Deferred revenue arises when payments are rec@ioedcustomers in advance of revenue recognitidieré
being met.
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Deferred Cost of Sales

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

Stock—Based Compensation

We have stock option plans for employees, offieerd directors. As a result, we report a compensaipense
based on CICA Handbook Section 383fpck-Based Compensation and Other Stock-BaseddPaynThe fair
value of the stock options is determined usingBlaek-Scholes option pricing model and judgmentsstimate
the term of the stock options, the volatility ofr@tiock and future dividends. In addition, judgmismrequired in
estimating the amount of the stock option awardsg Hre expected to be forfeited. If actual resdiffer
significantly from these estimates, stock-based pamsation expense and our operating results coeld b
materially impacted.

Valuation of Future Income Tax Assets and Futuoeime Tax (Recovery)

As of December 31, 2009, we have a future tax afs$8.8 million, representing an increase of $tiflion
from December 31, 2008. The increase is due tecaedse in the valuation allowance reflecting aurent
view of our anticipated tax position in future mels. We will continue to reassess our estimatet asur
anticipated income tax position in future periodsl anake a determination related to the recognitibmany
potential future income tax asset. This deternmatvill require judgment and estimates and analg$ifuture
events, which by their nature, may or may not occur

As at December 31, 2009, we had accumulated $27librmof unused R&D expenditures for income tax
purposes, and $7.7 million of unrecognized investntex credits which may be applied against futDamadian
income taxes otherwise payable. We also had appately US$2.7 million of losses for US income tax
purposes.

Judgment is required in determining the amountfubfre income tax assets and liabilities and tHated
valuation allowance recorded against the net futbceme tax assets. In assessing the potentidzagiah of
future income tax assets, we have considered whitlse“more likely than not” that some portion all of the
future income tax assets will be realized. Managemssesses the likelihood that future income et will

be recovered from future taxable income, and whethevaluation allowance is required to reflect any
uncertainty. Based on this review, we determited & future income tax recovery of $0.2 millionswaquired
for the fourth quarter of 2009. We will continueevaluate our future income tax position quartarig record
any adjustment necessary in that period.

Current Income Tax Expense

On an ongoing basis, management reviews the estih@trrent tax position and the use of accumuléazd
deductions.

Based on this review, we recognized $2.0 millionnoh-refundable investment tax credit carryforwaadsa
component of operating expenses and current indamexpense of $2.0 million. We will continue teatuate
our current tax position and record any adjustmecessary in that period.

Impact of Changes in Accounting Policies

Effective January 1, 2009, we have adopted the G&BA standard, Section 306&Goodwill and Intangible
Assetswhich replaced Handbook Section 30&hodwill and Other Intangible Assetnd Handbook Section
3450, Research and Development Costis revision aligns Canadian GAAP with Interoatl Financial
Reporting Standards and establishes standardseémgnition, measurement, presentation and disdostir
goodwill and intangible assets. The new standi@sl not had a material effect on our consolidaiteahtial
statements.

In June 2009, the CICA amended Section 3&&2ancial Instruments — Disclosurghich requires an entity to
classify fair value measurements using a fair vdlierarchy that reflects the significance of inputed in
making the measurements. The accounting standaathlishes a fair value hierarchy based on the lefel
independent, objective evidence surrounding theitsyused to measure fair value. A financial inskotis
categorization within the fair value hierarchy &sbd upon the lowest level of input that is sigaifit to the fair
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value measurement. CICA Handbook Section 3862 ifizies the inputs into three levels that may beduse
measure fair value:

a) Level 1 - Applies to assets or liabilities for wiithere are quoted prices in active markets for
identical assets or liabilities.

b) Level 2 — Applies to assets or liabilities for wiithere are inputs other than quoted prices
included in Level 1 that are observable for theetiss liability, either directly such as quoted
prices for similar assets or liabilities in actimearkets or indirectly such as quoted prices for
identical assets or liabilities in markets withuff&cient volume or infrequent transactions.

c) Level 3 - Applies to assets or liabilities fehich there are not observable market data.

The Company’s financial instruments consist priatlipof cash and cash equivalents, short-term imvests,
accounts receivable, accounts payable and accialgtities. Pursuant to CICA Handbook Section 38&ar

value of assets and liabilities measured on a regubasis include cash and cash equivalents detedhbased
on Level 1 and Level 2 inputs. The Company belietred the recorded values of all of the other faiah
instruments approximate their current fair valuexduse of their nature and respective maturity sdate
durations.

Impact of Recently Issued Accounting Standards

In January 2009, the CICA issued Handbook SectibB21Business Combinationswvhich will replace
Handbook Section 158Business CombinationsThe new standard is effective for acquisitionsistdl years
beginning on or after January 1, 2011 but withieaddoption permitted and provides the Canadianvatgnt

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@®i,Consolidated Financial Statementd 1602Non-
Controlling Interests which will replace Handbook Section 16@onsolidated Financial StatementsThese
new standards are effective for interim and anegoakolidated statements for fiscal years beginoim@r after
January 1, 2011 but with earlier adoption permitgadl provide the Canadian equivalent to Internation
Financial Reporting Standard IAS ZZgnsolidated and Separate Financial Statemefise new standards are
not expected to have a material effect on our dateted financial statements.

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

Transition to International Financial Reporting Sidards

In January 2006, the Accounting Standards Boare ‘(#tSB”) announced its decision to require all il
accountable enterprises to report under Internaktibmancial Reporting Standards (“IFRS”) for yebeginning
on or after January 1, 2011. On February 13, 2@98,AcSB confirmed that publicly accountable entisgs
will be required to use IFRS, as issued by theriatonal Accounting Standards Board, unless meatifons or
additions to the requirements of IFRS are issuedhkeyAcSB. IFRS must be adopted for interim anduahn
financial statements related to fiscal years bagmon or after January 1, 2011, with restatemécbmparative
periods.

We are currently implementing our IFRS transitidanpto achieve adoption of IFRS by January 1, 20khich
consists of three phases: diagnostic, analysisrapl&mentation.

The diagnostic phase includes the identificationGafnadian GAAP and IFRS differences relevant to the
Company and the alternatives available upon adepti®uring the third quarter of 2009, the Company
completed the diagnostic phase and the key diftm®metween Canadian GAAP and IFRS were identi&ed
revenue recognition, stock-based compensationmedaxes and financial statement presentation eetbdure
requirements. Additional differences may be idédiin the future as a result of changes to then@any’s
business or as IFRS standards are further developed
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The analysis phase includes an evaluation andte®leaf accounting policies and alternatives avddaat initial
adoption of IFRS. The analysis phase also inclidesvaluation and assessment of our informatistesys,
internal controls over financial reporting, finangi agreements or compensation arrangements thatbmay
impacted by the adoption of IFRS. The Company gadexternal advisors to provide support in conmpdet
this phase. During the fourth quarter of 200@, @ompany completed its analysis of key differeretsveen
Canadian GAAP and IFRS.

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

of the instrument.

Under IFRS, each separate vesting installment beisteated as a separate award. The fair valdetésmined
for each vesting installment and recognized asksbased compensation over its vesting period.

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

During the analysis phase, we did not identify atlyer material impacts to the financial resultssigmificant
changes to our procedures, systems or controls.

The implementation phase includes completion ofnaltessary changes to systems, process and caautials
development of the financial statement presentaimhdisclosures required to convert to IFRS. Pphiase will
be completed during fiscal 2010 to provide the carafive information required to report under IFR8i a
during the initial year of adoption in fiscal 2011.
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RESULTS OF OPERATIONS

Three months ended December 31, Fiscal year endeeniber 31,
2009 2008 2009 2008 2007
(unaudited)

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

Revenue $ 20,729 $ 13523 $ 66,676 $ 44,178  $ 39,217
Product revenue 74% 66% 74% 65% 76%
Service and support revenue 26% 34% 26% 35% 24%

GIOSS MAIGIN .o 12,821 9,906 45,724 33,951 33,140

% OF REVENUE... ...t e e e e 62% 73% 69% 7% 85%
Sales and marketing............cooveveiiiiiiiiiiiiiiiiiees 4,257 3,547 13,881 13,372 13,502
% OF REVENUE... ...t e e et 21% 26% 21% 30% 34%
Research and development...........ccoocoviivininiininiinnnn 4,673 3,335 15,718 14,935 13,808
% Of REVENUE......ii ittt e e e 23% 25% 24% 34% 35%
General and administration.............cccoeeeieiiiiieeiieeiieeeenn, 1,224 1,053 5,429 3,920 2,861
% OF REVENUE... ...t e e et e 6% 8% 8% 9% 7%

Investment tax credit carryforwards recognized................ (2,000) - (2,000) - -

% Of REVENUE......iiiiiit it it e e e -10% 0% -3% 0% 0%
Bad debt eXpense (TECOVENY)......cocvvvuurumerniiniiiiininiiininns 106 1,125 (158) 1,183 -

% Of REVENUE......iiiiit it it e e e e 1% 8% 0% 3% 0%
Stock-based compensation.............ccceveviiiiiiiiiiiiciinine. 100 66 369 235 202
% OF REVENUE... ...t e e e et 0% 0% 1% 1% 1%
Total operating EXPENSES ......ccvuvreeiieieeaiiieaaiieaeaeieeeaeeneeeas $ 8,360 $ 9126 $ 33239 $ 33645 $ 30,373
% Of REVENUE......iiiiiit it it e e e 40% 67% 50% 76% 77%
Earnings before undernoted items............c.ovvvvvviiviiiiinenn. $ 4,461 $ 780 $ 12,485 $ 306 $ 2,767
% Of REVENUE......iiiiit it it e e e 22% 6% 19% 1% 7%
Foreign exchange (I0SS) gain.........coccvveeieeieeicniiece e (59) 868 (190) 1,496 (1,161)
% OF REVENUE... ...t e et e e e e 0% 6% 0% 3% -3%

Loss on disposal of property, equipment and intialegssets (131) (118) (131) (118) -

% Of REVENUE......iiiiiit it it e e e -1% -1% 0% 0% 0%

Interest and other iNnComMe...........cccevvviiiiiiieiiii e 71 274 544 1,261 666

% Of REVENUE......iiiiiit it it e e e e 0% 2% 1% 3% 2%

Earnings before iNCOMe taxes...........covvevvveeiiieeiiieeeeen $ 4,342 $ 1,804 $ 12,708 $ 2945 $ 2,272

% OF REVENUE... ...t e e e et 21% 13% 19% 7% 6%
Current iNCOMe taX EXPENSE ....vuiveviiireriiiieiieereeieereriaeneens (2,000) - (2,000) - -

% Of REVENUE......iiiiiit ittt e e e e -10% 0% -3% 0% 0%
Future income tax (reCOVery) EXPENSE ...uueiiriieiineieienenns (183) 100 (496) 180 (470)
% Of REVENUE......iiiiiit ittt e e e e -1% 1% -1% 0% -1%
Net arMINGS ....coviiiiiiiiii i $ 2,525 $ 1,704 $ 11,204 $ 2,765 $ 2,742
% OF REVENUE... ...t e e et e 12% 13% 17% 6% 7%

Revenue

For the fourth quarter of 2009, our total revenwes \$20.7 million, an increase of $7.2 million o#&8ompared

to $13.5 million for the fourth quarter of 2008 orRhe fiscal year ended December 31, 2009, oal tevvenue
was $66.7 million, an increase of $22.5 million5d% compared to $44.2 million for the same perin@008.
Revenue growth when reported in US dollars for tmee month and year ended December 31, 2009 was
US$8.2 million (72%) and US$17.3 million (41%) coemed to the same periods in 2008. The increase in
revenue is primarily related to consistent growthproduct revenue. During the fourth quarter 002 we
added 9 new service provider customers, of whialere in APAC, 3 in EMEA, and 2 in North America.



-14 -

Product revenue for the fourth quarter of 2009 #%&5.4 million, or 74% of total revenue, compareds&9
million, or 66% of total revenue, for the same pdrin 2008. The increase is due to delivery of ltt@ne
Subscriber Server and Policy Controller solutiomsvietro PCS, and the ongoing revenue associatdd theét
deployment of the WideSpan systems with Verizon élgss and Cricket Communications. Our top five
customers in the fourth quarter of 2009 represe@f% of revenue compared to 86% of revenue forstimee
period in 2008.

For the fiscal year ended December 31, 2009, ptottwenue was $49.4 million, or 74% of total revenu
compared to $28.6 million, or 65% of total revenioe,same period in 2008. The increase is duectivety of
the Home Subscriber Server, Policy Controller atttkeio solutions, license revenue from several sicpnift
projects, in addition to ongoing revenue associatith the deployment of the WideSpan systems. tOpifive
customers during the fiscal year ended Decembe2@®19 represented 82% of revenue which is consistih
the same period in 2008. We expect to continuet®lop our product offering, and to see additigralvth in
this component of revenue.

Fourth quarter 2009 service and support revenusyeatk from professional services and maintenanog an
support contracts, was $5.3 million, or 26% of koéwenue, compared to $4.6 million, or 34% of totvenue,
for the same period in 2008. For the fiscal yeatled December 31, 2009 service and support revgase
$17.3 million, or 26% of total revenue, comparedi®.6 million, or 35% of total revenue, for thensaperiod

in 2008. Growth in service revenue over the figedr is attributed to growth in the number of costes and in
the requirements for value-added professional sesvi We expect to continue to develop our sertfesing,
and to see additional growth in this componenestnue.

Bridgewater has active channel engagements for CEB¥®O, WIMAX, 3G GSM and LTE networks through
channel partners operating in various geograptkies.the fourth quarter of 2009, indirect revenuenfrour
channel partners and resellers contributed 5%taf tevenue compared to 18% for the same peri@D@8 and
8% of revenue for the fiscal year ended DecembglB@9 compared to 15% for the same period in 2008.

The decrease in indirect revenue in the three mpeatiod and fiscal year ended December 31, 2009a0sd to
the same periods in 2008 is due to lower volumes fa reseller who filed for creditor protection &anuary 14,
2009. Continued development of existing channets rew channel relationships are expected to durigito
higher indirect revenue in 2010.

Three months ended December 31, Fiscal year endeghiber 31,
2009 2008 2009 2008
(unaudited)
(in thousands of dollars, except percentages)

Direct $ 19656 9% $ 11,134 82% $ 61,097 92% $ 37,768 85%
Indirect 1,073 5% 2,389 18% 5579 8% 6,410 15%
Total $ 20,729 100% $ 13,523 100% $ 66,676 100% $ 44,178 100%

Historically, our customers have been predomina@DMA-EVDO service providers; however, in recenass
we began providing products and services to supgp®8G GSM,WIMAX and LTE networks in the Americas,
EMEA and APAC.

Three months ended Fiscal year ended December 31,
2009 i 2008 i 2009 g 2008

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

CDMA-EVDO $ 12951 63% $ 7820 58% $ 43,339 65% $ 23,900 54%
3Gto 4G 5191 25% 2,701 20% 11,604 17% 8,778 20%
Wireline 2,587 12% 3,002 22% 11,733 18% 11,500 26%

Total $ 20,729 100% $ 13,523100% $ 66,676 100% $ 44,178 100%
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For the fourth quarter of 2009, our CDMA-EVDO rave was $13.0 million, an increase of $5.1 millam
66% compared to $7.8 million for the fourth qua@é2008. For the fiscal year ended December 80920our
CDMA-EVDO revenue was $42.3 million, an increa$&d9.4 million or 81% compared to $23.9 milliorr fo
the same period in 2008. The increase is duedootigoing revenue associated with the deploymerthef
WideSpan systems with Verizon Wireless and Cri€l@nmunications.

Although revenue from CDMA-EVDO continues to renesthe majority of our revenue, revenue derivednifr
the migration of 3G to 4G (e.g. 3G GSM, WIMAX, famell) networks contributed 25% of revenue in the
fourth quarter and 17% during the fiscal year endedember 31, 2009. For the fourth quarter arahfigear
ended December 31, 2009, our 3G to 4G revenuedsed $2.5 million or 92% and $2.8 million or 32%,
respectively, over the same periods in 2008. Thesase in revenue is due to delivery of the Homles&riber
Server and Policy Controller solutions to Metro P&%l sales of products to support the WiMAX maided
initial GSM policy deployments in emerging markets.

Wireline revenue of $2.6 million (12% of revenue)the fourth quarter of 2009 and $11.7 million (180
revenue) during the fiscal year ended DecembeB09, was primarily derived from revenue from theatel-
Lucent Source Code License Agreement (“Alcatel &grent”) which expires October 30, 2010 and reséle o
products and services through the Alcatel-Lucestlter agreement. For the fourth quarter of 2009,
Wireline revenue decreased $0.4 million or 14%rahe same period in 2008. For the fiscal yearednd
December 31, 2009, our Wireline revenue increa®e? ®illion or 2% over the same period in 2008.

Gross Margin

Gross margin for the fourth quarter of 2009 was 62&tnpared to 73% for the fourth quarter of 2008] 69%

for the fiscal year ended December 31, 2009, coethtr 77% during the same period in 2008. Cosatés
consists of direct product costs, operations supgqenses to support customer deployments anegsiohal
services engagements. The decrease in gross nm@egientage for the fourth quarter and fiscal yeated
December 31, 2009 is due to an increase in dimectyet costs associated with the deployment ofifideSpan
systems with Verizon Wireless and Cricket Commutiocs and planned investments in operations support
infrastructure for software product and WideSpastay deployments, as well as internal and subaoctitiga
costs incurred to support the increase in professiservices engagements.

Operating Expenses
Sales and Marketing

Sales and marketing expenses were $4.3 milliortiferfourth quarter of 2009, an increase of $0.7ionilor
20% over the three month period in 2008. The mseeduring the three month period is due to higher
commission expenses, compensation and relatedcsistf, and travel expenses.

For the fiscal year ended December 31, 2009, saldsmarketing expenses were $13.9 million, an aszeof

$0.5 million or 4% over the same period of 200&1e Thcrease over the fiscal years is due to highafiessional

fees, higher direct marketing costs and commisekpenses on higher revenue which were partiallgedfby

lower compensation costs and related staff coStar sales and marketing headcount was 44 at DeceBibe
2009, compared to 35 at December 31, 2008.

Research and Development

For the fourth quarter of 2009, research and deweént (“R&D") expenses increased 40% or $1.3 millto
$4.7 million from $3.3 million in the fourth quartef 2008. For the fiscal year ended December B092R&D
expenses increased 5% or $0.8 million to $15.7ianilfrom $14.9 million. The increase in R&D experfer

the three month period and fiscal year ended Deeer8lh, 2009 was driven by higher compensation costs
higher travel and higher contractor costs. Our R&adcount was 103 at December 31, 2009 compar@H abo
December 31, 2008.

General and Administrative

For the fourth quarter of 2009, general and adrmatise expenses were $1.2 million compared to $dillion

for same period for 2008. The increase in expeisdse to higher compensation costs, professifaes and
compliance costs. For the fiscal year ended Deeerdb, 2009, general and administrative expenses $&4
million, compared to $3.9 million for the same periin 2008. The increase in expenses was dueeto th
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incremental costs of advisors to the Board of Doecand related committees incurred early in 2@00&spond
to the request for a special shareholder meeting.g@neral and administrative headcount was 18eaeBber
31, 2009 compared to 15 at December 31, 2008.

Investment Tax Credit Carryforwards Recognized

On an ongoing basis, management reviews the estimatrrent tax position and the use of accumulézd
deductions. Based on this review, $2.0 millionnoi-refundable investment tax credit carryforwawise
recognized.

Bad Debt Expense (Recovery)

For the fourth quarter of 2009, there was a bad eebpense of $0.1 million compared to a $1.1 millkad debt
expense for same period in 2008.

For the fiscal year ended December 31, 2009, adeati recovery of $0.2 million was recorded comparmed
$1.2 million bad debt expense for same period i@820The recovery during the fiscal year ended b 31,
2009 is attributed to the collection of accountsereable which were previously recorded as douldfidounts
from one customer engaged as a reseller that fdedcreditor protection on January 14, 2009, whieas
partially offset by additional bad debt expenserded.

Stock-Based Compensation

Stock-based compensation expense for the fourthtaquaf 2009 was $0.1 million, which is comparatdethe
same period in 2008.

Stock-based compensation expense for the fiscalgmied December 31, 2009 was $0.4 million comptoed
$0.2 million for same period in 2008.

Foreign Exchange

We conduct a significant portion of our businessviies in US dollars. We translate our accouioisour US
subsidiary into Canadian dollars using the temparathod of foreign exchange translation, which glates
monetary assets and liabilities at the rate of argk in effect at period end. Non-monetary itenasti@nslated
at the rates in effect on the dates of the traimaet Revenue and expenses are translated avehage rate for
the period. The resulting translation adjustmané¢sincluded in the determination of net earnings.

We realized a $0.1 million foreign exchange loss tfe fourth quarter of 2009 compared to a $0.9ionil
foreign exchange gain for the same period in 2068r the fiscal year ended December 31, 2009, eidor
exchange loss of $0.2 million was realized in consom to a $1.5 million foreign exchange gain dgrihe
same period in 2008. The foreign exchange losghi® three month and fiscal year ended Decembe2(19
was due to the impact of an increase in the valukeoCanadian dollar relative to the US dollaroom US dollar
denominated working capital balances. At Decemier2B09, we had no forward contracts to purchassebr
US dollars.

Loss on disposal of Property, Equipment and Intandile Assets

In the fourth quarter of 2009, the Company incuraelbss of $0.1 million on disposal of propertyuiggnent
and intangible assets which is comparable to threegzeriod in 2008.

Interest and Other Income

In the fourth quarter of 2009, we earned interesbine of $0.1 million compared to $0.3 million fbe same
period in 2008. Interest income for the fiscalryeaded December 31, 2009 decreased to $0.5 mifioon $1.3

million during the same period last year. The dase in interest income is due to lower intergssraarned on
cash and cash equivalent balances and short-teestments.

Current Income Tax Expense

Based on the review of the estimated current tasitipa and the use of accumulated tax deductiors?.a
million current income tax expense was recordedéhduhe fourth quarter of 2009.
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Future Income Tax (Recovery)

As at December 31, 2009, we have accumulated $8illidn (December 31, 2008 - $30.0 million) of ueds
R&D expenditures for income tax purposes, and $Tillion of unrecognized investment tax credits whioay
be applied against future Canadian income taxesrwthe payable. We also have US$2.7 million obéss
available for carry forward for US income tax pusps.

Based on management's assessment of the likelitload future income tax assets will be recovered, we
determined that a future income tax recovery o $fillion was required for the fourth quarter of080 Total
future income tax recovery for the fiscal year eh@=cember 31, 2009 was $0.5 million. As of Decenti,
2009, our future income tax asset was $8.8 mill\e. will continue to evaluate our tax position gedy and
record any adjustment necessary in that period.

Net Earnings

Net earnings before income taxes for the fourthrtguaf 2009 were $4.3 million, or 21% of revenaempared

to $1.8 million, or 13% of revenue, in the fourthagter of 2008. Net earnings before income tageghe fiscal
year ended December 31, 2009 were $12.7 million] 986 of revenue, compared to $2.9 million, or 7% of
revenue, for the same period in 2008.

Net earnings for the fourth quarter of 2009 weres$gillion, or 12% of revenue, compared to $1.7lioml, or
13% of revenue, in the fourth quarter of 2008. Bketnings for the fiscal year ended December 3Q9 2@ere
$11.2 million, or 17% of revenue, compared to $Rilion, or 6% of revenue, for the same period @03.

Strong net earnings improvements in the fourth iguaand fiscal year ended December 31, 2009 aretaue
multiple new contract wins, customer and produgiagsion and, in part, to the timing and revenudrinrtion
of large project deployments.

Basic earnings per share were $0.10 for the foyuthrter of 2009 compared to earnings per shar® &7¥or
the same period in 2008. Basic earnings per stare¢hé fiscal year ended December 31, 2009 weré63$0.
compared to earnings per share of $0.12 for thesgmariod in 2008.

Diluted earnings per share were $0.10 for the fowparter of 2009 and $0.44 for the fiscal yeareend
December 31, 2009. Diluted earnings per share $@x@7 for the fourth quarter of 2008 and $0.11tler fiscal
year ended December 31, 2008.

LIQUIDITY and CAPITAL RESOURCES

We have funded our operations from the placemergqofity securities and profits from operations simur
inception in 1997. While we expect to continue xeaute the business profitably, we do expect frone tto

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

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

The table below outlines selected balance sheeuats, key ratios and a summary of cash inflowsautflows
by activity.
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Three months ended Fiscal year ended
December 31, December 31,
2009 2008 2009 2008

(unaudited)

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

Operating activities.................... $ 6,358 $ 15,529 $ 22226 $ 15,675
Investing activitied®.................. 4,362 (5,583) (15,238) (6,578)
Financing activities.................... 247 3 135 869
Net cash inflows ...........cccceeeeen. 10502 $ 11,454 $ 3465 $ 21,793

Fiscal year ended
December 31,

2009 2008
Key balance sheet accounts and ratios

Cash and cash equivalents ............ccccoeeeiiiiniiiiie e, $ 53829 $ 50,364
Short-termiNVeStMENIS......co.uiiiii e 13,459 -
Non-cash working capitéﬁ) ........................................................ (6,999) (9,116)
LONG tEIM AS SIS .ouuiitiiii it 7,308 14,640
Long termliabilities ... - -
Non-cash working capital FAtl e, 0.9 0.7
CUMENT TALO™ ..., 21 2.3

(1) Net of note receivable

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

(3) Non-cash working capital ratio is calculated as g0 of current assets less cash and cash equitsahnd shol
term investments to current liabilities

(4) Current ratio is calculated as the ratio of eatrassets to current liabilities

Cash and Cash Equivalents
Operating Activities

There was a net cash inflow from operations of $6illon for the fourth quarter of 2009 primarilyud to net
earnings of $2.5 million, a decrease in non-caskking capital of $2.7 million and non-cash amortiaa of
property, equipment and intangible assets of $0lliom

For the fiscal year ended December 31, 2009, tivaea net cash inflow of $22.2 million, primarilyalto net
earnings of $11.2 million, a foreign exchange l06%$3.7 million on cash held in foreign currencydecrease in
non-cash working capital of $5.5 million and norsttamortization of property, equipment and intalegéssets
of $1.5 million.

Our non-cash working capital balance decreased$ilibn through fiscal 2009. Accounts receivahiereased
by $11.8 million net of allowance for doubtful aces due to an increase in billings for major cactrawards
during the year. Unbilled receivables increased®yt million due to the timing of billings driverythe terms
in specific contracts. Deferred cost of saleseased $3.3 million due to additional direct coataiired related
to future deployments, net of amounts recognizedadst of sales related to the WideSpan deploymfamts
Verizon and Cricket Communications. Prepaid expers@ other assets increased by $1.5 million piiyndne
to cost of goods sold prepaid during the fiscalryehich will have the expense recognized in futpegiods.
Accounts payable and accrued liabilities increg&2@ million due to an increase in trade amountstanding
and higher accrued liabilities for operating expenat the end of fiscal year 2009.
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Deferred revenue increased $20.3 million primadile to payments received in advance of the redogndf
revenue on the Verizon Wireless WideSpan systerdso#itter long term contracts. Deferred maintenara
support revenue decreased due to the timing ofacintenewals.

Fiscal year ended December 31,
2009 2008
(unaudited)
(in thousands of dollars)

Deferred revenue

Product and service revenue... $ 41812 $ 20,754
Maintenance and support revel 2,476 3,259
$ 44288 $ 24,013

Fiscal year ended December 31,
2009 2008

(in thousands of dollars)

Net change in non-cash working capital

Accounts receivable, net of allowance for doubditdounts. $ (11,788) $ (3,677)
Investment tax credits receivable...........coovvieiiiiinn - 1,668
Unbilled receivables.........ccoooiiiiiiiiii (392) 4,353
Deferred costofsales..........coovvvviiiiiiii i, (3,281) (3,518)
Prepaid expenses and otherassets.............ccoeeviviinnnen, (1,494) (1,057)
Accounts payable and accrued liabilities....................... 212, 4,082
Deferred revVeNUE.........couviiviiieiee e 20,275 9,769
Net decrease in non-cash working capital $ 5531 % 11,620

Investing Activities

Net cash received from investing activities of $ilion for the three month period ended Decentier2009
was primarily due to the sale of short-term investis of $4.7 million during the period.

Net cash used for investing activities of $15.2iomil for the fiscal year ended December 31, 2009 pramarily
due to the purchase of short-term investments 8f3tillion during the year.

Additional investing activities for the three monpleriod and fiscal year ended December 31, 200Rided
property, equipment and intangible asset purchasesunting to $0.3 million and $1.8 million, respeely,
compared to $0.1 and $1.1 million for the samequiin 2008. Property, equipment and intangibkets
purchases are comprised of desktop equipment, ffasimucture, R&D equipment, computer equipment and
servers, software and leasehold improvements.

Financing Activities

On March 12, 2009, the Toronto Stock Exchange (fr#X") accepted the Company’s notice of intentian t
repurchase up to 1,148,962 common shares (5 pestém Company’s issued and outstanding commoresha
through a normal course issuer bid (“NCIB”). The IBGvas effective March 17, 2009 and will expire Mar
16, 2010. Daily purchases over the facilities @& T8X are limited to 9,545 shares, other than @msto block
purchase exemptions. Except in the case of an expuorphase, the prices that the Company will paytlie
common shares purchased will be the market pritkeoShares at the time of acquisition.
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During the fiscal year ended December 31, 2009Civapany acquired 528,485 common shares pursuaim to
NCIB through an automatic share purchase plan.sdlsbares were purchased for cancellation at argatg
cost of $2.5 million, all of which had been canedllat December 31, 2009. No shares were repurthase
pursuant to the NCIB purchase plan during the fogttarter of 2009.

During the fourth quarter and fiscal year endedddgloer 31, 2009, we received net proceeds of $dldmand
$2.6 million from issuance of shares upon the égerof stock options.

As at December 31, 2009, we have 24,432,468 conshares outstanding and 1,799,650 share optionsdssu
and outstanding under our Stock Option Plan.

Lease Obligations

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

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

2010 . $ 1,379,000
2010 . 586,000
2012 . 318,000

Off Balance Sheet Arrangements

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

Related Party Transactions and Material Contracts

We lease office premises from a company contrddge¢he Chairman of the Board of Directors undemeand
conditions reflecting prevailing market conditicatsthe time of the lease. For the fourth quantef fiscal year
ended December 31, 2009, we incurred rent expesfs§8.2 million and $0.9 million, respectively, vehiis
comparable for the same periods in 2008. In aaftithe Company purchased leasehold improvements &
company controlled by the Chairman of the BoardDokctors for $0.1 million during fiscal 2009 vessa
nominal amount in 2008.

For the fiscal year ended December 31, 2009 wehaged sales and development services from a company
controlled by the Chairman of the Board in the anioof $0.1 million. The services were recordedtes
exchange amount. We have no current commitmerateckto these services.

No similar consulting services were purchased feoralated party in 2008.
Financial Instruments

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

Outlook

Bridgewater's business growth is driven by key rearkends in mobile data which continue to be falbte
despite continued economic challenges in certagions. The proliferation of smart devices is legdio
significant growth in mobile data usage. Growtlithie number of mobile data and mobile internetiapfibns is
increasing rapidly due to the use of new “smartVides in the network and the continued evolutiowars
higher bandwidth. In order to accommodate highsaation growth and to facilitate the deploymentnefv
applications, service providers are expanding bédtthvwwith the roll-out of broadband 3G networks aheé
introduction of 4G networks in addition to datalo&id solutions. These factors translate into suitistagrowth
in data services evidenced by the increase inréaenue from leading wireless service providers.
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Our existing customers and new service provideenierging markets may be facing financial challsngethe
next 12 to 24 months and we acknowledge that tlaig lnave 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 prebietand constant revenue streams; and

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

Taking into account the uncertainty around the waconomic climate and the near-term financial emajés
that existing customers and new service providemmerging markets may be facing, Bridgewater iseculy
forecasting revenue of approximately $82 to $92ionilfor fiscal 2010, as a result of:

»  Significant contracts with Tier 1 customers;

»  Sales of existing and new products in wirelesselivie and converged networks;

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

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

With continued emphasis on cost management whilesitng in key areas for future growth, we are dasting
net earnings of $13 to $16 million for 2010.

See “Forward-Looking Statements”.
Risks

Risks and uncertainties affecting the Company asebed in more detail in Bridgewater's Annualomhation
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 dpera and
cause the price of the common shares to declinenyfof the noted risks actually occur, our busnesy be
harmed and the financial condition and results pération may suffer significantly. In that everite ttrading
price of the common shares could decline, and bloéders may lose all or part of their investment.

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

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

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

Our quarterly revenues may fluctuate, which maynhaurresults of operations.

We depend on a limited number of customers forbatantial portion of our revenuia any fiscal period. The
loss of, or a significant shortfall in orders fromy changes in contract terms with, keystomers could
significantly reduce our revenue.

Access to capital for new operators to expand ses/iand data services may be limited, which coeslt in
reduced deployment plans or delays in the salaiopooducts to support expanded data services.

A slow down in consumer spending on new devicds ceduce service provider’s revenue and as a tesulld
impact decisions to implement new products andcesy

A general global economic downturn may lead todtseontinuance of certain business lines and prtzlof
our customers and channel partners. Such eventsdaagease 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 woulgiéha significantletrimental effect on our business.
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We derive a large portion of our revenue from agl#rmarket, specifically the CDMA-EVDO market.

We derive a large portion of our revenue from ocenvice control products anetlated products and services.
Our engagements with customers may involve congptexgements for large network deployments andifail
to execute may result in delayed revenue recognidiccommercial penalties.

Our future revenue growth will in part depend oe ihtroduction of new products and services whichehaot
yet been proven.

The introduction of our integrated systems producty have an impact on our business model and egyine
additional investment impacting operating marginsfuture periods due to the complexity of deploymand
implementation timeframes.

We have a lengthy and variable sales cycle.

The Company may engage in future acquisitionsdbatd disrupt its business, cause dilution to liargholders
and harm its financial condition and operating risu

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 impacties and have a material adversffect on our business, results
of operations and financial condition.

Our ability to compete and the success of our ssincould be jeopardized if we araable 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 withpsaducts which exposes us tacertainty and potential
liability.

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

Foreign exchange fluctuations could adversely inpac revenue and net earnings.

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

Our engagements with our customers involve commiengements which may require interpretation of APA
and may result in deferral of revenue recognitionn addition, changes to pronouncements on revenue
recognition rules may impact our reported revenua igiven fiscal period, and may decrease the ptadility

of our revenue going forward.

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

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

As we expand our product and service offerings \ag encounter increased competition from large Netwo
Equipment Providers and System Integrators.
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Timing of deployment of LTE to existing and newamsrs could impact revenue in future periods.

Mergers or other strategic transactions by our &rig and prospective customeaiad partners or competitors
could negatively impact sales and have a materéhlease effect on our businesesults of operations and
financial condition.

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

Compliance with industry standards applicable t@ ptoducts 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 custrsi existing networks anapplications, the demand for our
products will decrease and our operating resultd 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 ahitis available, may dilute your ownership of obiases.

Controls and Procedures
Disclosure Controls and Procedures

The Company’s Chief Executive Officer and Chief dinial Officer are responsible for establishing and
maintaining effective disclosure controls and pthees for the Company as defined in National Imsent 52-

109 Certification of Disclosure in Issuers’ Annual afrderim Filings The Company’s Chief Executive Officer
and the Chief Financial Officer have evaluated @empany’s disclosure controls and procedures as of
December 31, 2009 and have determined that suclosiise controls and procedures are effective.

Internal Control over Financial Reporting

The Company’'s Chief Executive Officer and Chief dinial Officer are responsible for establishing and
maintaining effective internal control over finaakireporting as defined in National Instrument BB1
Certification of Disclosure in Issuers’ Annual ahderim Filings. Because of the inherent limitations deimal
control over financial reporting, including the pislity of collusion or improper management oveeriof
controls, material misstatements due to error audrmay not be prevented or detected on a timaisbalso,
projections of any evaluation of effectivenesshaf internal control over financial reporting toute periods are
subject to the risk that the controls may beconagléguate because of changes in conditions, othtbategree

of compliance with the policies or procedures matedorate. The Company’s Chief Executive Officed dhe
Chief Financial Officer have evaluated the Comparngternal controls over financial reporting asDafcember
31, 2009 and have determined that such internatasrare effective.

There have not been any changes in the issueemadtcontrol over financial reporting that occdrduring the
period beginning on January 1, 2009 and ended arefdber 31, 2009 that has materially affected, or is
reasonably likely to affect, the issuer’s intercahtrol over financial reporting.
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Selected Consolidated Quarterly Financial Informaton

The following table provides an analysis of ourutiited operating results for each of the quartedgated:
Quarters Ended

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

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

Revenue $ 20,729 $ 15769 $ 136 $ 14,043 $ 13523 $ 10,29 11,796 $ 8,565
Gross margin $ 12,821 $ 10,133 #2051 $ 10,720 $ 9906 $7,738 $ 9517 $ 6,790
Gross margin % 62% 62% 75% 76% 73% 75% 81% 79%
Expenses $ 10,360 $ 8,474 $8245 $ 8,161 $ 9,126 $ 7,527 $ 8321 $ 8,671
Net earnings (loss) $ 2525 $ 1,6% 4143 $ 2885 $ 17% 483 $ 1,260 $ 683)
Earnings (loss) per share -basic ~ $ 0.1 0.07 $ 017 $ 012 $ 007 $ 0.02 $ 0.06 $ (0.03)
Earnings (loss) per share - diluted $ 0.19 0.07 $ 017 $ 012 $ 0.07 $ 0.02 $ 0.05 $ (0.03)
Weighted average number of shares

outstanding - basic 24,358,26124,359,491 24,483,296 23,107,823 22,968,340 22,758,098 22,574,790 22,303,427
Weighted average number of shares

outstanding - diluted 25,459,579 25,237,721 25,033,020 24,401,989 24,285,756 24,208,862 24,093,597 22,303,427

Volatility of Operating Results

Our quarterly operating results have fluctuatethpast and may fluctuate significantly in theufetdepending
on factors such as demand for our products, theasid timing of orders, the number, timing and ificgmnce of

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

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

A significant portion of our expenses are basecexpectations of future revenue and, thereforeglatively
fixed in the short-term. Expenses have generatlyeiased on a quarterly basis reflecting the investrin sales
and marketing capabilities and product developnaetivities over this time period. Quarterly grosargin has
decreased relative to growth in revenue in the mesént quarters reflecting the direct costs angbet
resources required in delivery of our integratedtesps products. Timing of revenue is impacted by ou
customers’ requirements for capacity or technicéut®ons as well as their internal budget cycled apending
patterns. Accordingly, if revenue levels are belempectations, operating results are likely to bgeaskly
affected. Operating results have been impactechbreimental costs of advisors to the Board of Dinectaind
related committees to respond to the request f&haseholder meeting received from Crescendo Partiée
Company had a $0.1 million bad debt expense imtlzeter ended December 31, 2009, $0.5 million of dhabt
recovery in the quarter ended June 30, 2009, andried $0.2 million of bad debt expense in the taregnded
March 31, 2009 in addition to a $1.1 million of bdebt expense in the quarter ended December 38, 200
caution that period-to-period comparison of resafteperations is not necessarily meaningful armikhnot be
relied upon as any indication of future performance



