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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 6-K
Report of Foreign Private Issuer Pursuant to Rule 3a-16 or 15d-16
Under the Securities Exchange Act of 1934
For the month of April 2011
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On March 31, 2011, EXFO Inc., a Canadian corponatieported its results of operations for the sddistal quarter ended February 28, 2
This report on Form 6-K sets forth the news releatating to EXFO’s announcement and certain inftion relating to EXFGS financia
condition and results of operations for the seciiszhl quarter of the 2011 fiscal year. This predease and information relating to EXEO’
financial condition and results of operations foe tsecond fiscal quarter of the 2011 fiscal yeartareby incorporated as a documer
reference to Form F-3 (Registration Statement uniderSecurities Act of 1933) declared effectiveosluly 30, 2001 and to Form 3-
(Registration Statement under the Securities A&9¥3) declared effective as of March 11, 2002 tan@mend certain material informatior
set forth in these two Form F-3 documents.
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SIGNATURES

Pursuant to the requirements of the Securities &xgb Act of 1934, the registrant has duly causedréport to be signed on its behalf by
undersigned, thereunto duly authorized.

EXFO INC.

By: /s/ Germain Lamonde
Name: Germain Lamonc
Title: President and Chief Executive Offic

Date: April 5, 2011
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EXFO Reports Sales Growth for a Sixth Consecutive @arter

" Salesincrease 50.2% year-over-year to US$72.0 million, 5 th straight quarter of record sales
" EBITDA * reaches US$8.4 million (11.6% of sales) despite FX loss of US$2.4 million
- Cash position increases US$41.8 million year-to-date to US$73.6 million

QUEBEC CITY, CANADA, March 31, 2011 -EXFO Inc. (NASDAQ: EXFO; TSX: EXF) reported todagles growth for a sixth consecult
quarter, including five straight reporting periaifsecord sales.

Sales increased 50.2% to US$72.0 million in thesdauarter of fiscal 2011 ended February 28, 2@bh US$48.0 million in the seco
quarter of 2010 and 9.790m US$65.7 million in the first quarter of 201@rganic sales growth, excluding the NetHawk actjoisianc
divested Life Sciences and Industrial Division, noyed 40.0% year-over-year and 13.2% sequentially.

Net bookings increased 11.5% to US$57.6 millionh@ second quarter of fiscal 2011 from US$51.6iamlin the same period last year
decreased 35.9% from US$89.8 million in the sediohagh first quarter of 2011. The company’s bakbill ratio was 0.80 in the seca
quarter of 2011 and 1.07 at the mid-point of fis2@l1.

Gross margin reached 61.4% of sales in the secoadey of fiscal 2011 compared to 60.8% in the sdaguarter of 2010 and 62.2% in the
quarter of 2011. At the mid-point of the fiscal 20g§ross margin amounted to 61.8% of sales comparéd.8% in the same period in 2010.

GAAP net earnings in the second quarter of fis€dl12totaled US$1.7 million, or US$0.03 per dilusfthre, compared to US$1.2 million
US$0.02 per diluted share, in the same periodykeast and US$14.1 million, or US$0.23 per dilutedrshin the first quarter of 2011. It sha
be noted that in the first quarter of 2011 EXFCQoréed an aftetax gain of US$13.1 million, or US$0.21 per dilugthre, from the disposal
discontinued operations (Life Sciences and Indaisbivision). GAAP net earnings in the second geradf 2011 included US$2.4 million
amortization of intangible assets and US$0.6 nmiliio stockbased compensation costs. The former item resinltad income tax recovery
US$0.2 million. The company also reported a foregohange loss of US$2.4 million in the second guanf 2011.

EXFO increased its cash and shiemm investments to US$73.6 million at the endhaf second quarter of 2011 from US$50.6 millionhie
previous quarter mainly due to US$20.7 million &sle flows from operations.

“Overall, | am satisfied with our financial perfoamce in the first half of fiscal 2011 based on y@zryear sales growth of 56.0%, or 43.
organically, bookings increase of 49.8% for a btwiill ratio of 1.07, EBITDA* of US$16.5 million despite US$3.5 million in fore
exchange losses, and an increase in our cashgpositimore than US$40 million to provide us witexibility,” said Germain Lamonc

EXFO’s Chairman, President and CEO. “As expectedpsd-quarter bookings were down sequentially dugeasonality and significant year-

end money received in the first quarter. Nonettsglesir backlog is now at a more manageable leveluintypically strong third quarter
remain confident that the trends toward explosiaadwidth demand and IP network convergence conigetl fand mobile operators
accelerate their strategic investments in wirebegkhaul, 3G/4G, FTTH and VDSL deployments as a&®H0G and 100G network upgrades.”
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Selected Financial Information
(In thousands of US dollars)

Q2 201: Q1 201 Q2 201(
Sales:
Continuing operations (formerly the Telecom Divis)i $ 72,04¢ 3 65,65:! $ 47,95
Discontinued operations (formerly the Life Scien&gisdustrial Division - 1,991 6,15¢
Total $ 72,04t $ 67,64¢ $ 54,11(
Gross margin
Continuing operation $ 44,22 % 40,86¢ $ 29,13:
61.48% 62.2% 60.£%
Discontinued operatior $ - $ 98¢ $ 3,34«
=% 49.7% 54.2%
Total $ 4422 % 41857 $ 32,47
61.4% 61.€% 60.(%
Other selected information:
GAAP net earning $ 165: $ 14,077 $ 1,15¢
Amortization of intangible asse $ 2367 $ 257C % 1,50z
Stock-based compensation co $ 625 $ 73t 3 46¢
Net income tax effect of the above ite $ 157 $ (192) $ (489
After-tax gain on the disposal of discontinued operat $ - % (13,07) $ -
Foreign exchange loss $ (2,395 $ 1,119 $ (1,026
Adjusted EBITDA" $ 8,35] $ 8,18¢ $ 5,71z

Operating Expenses
Selling and administrative expenses totaled US$28IRon, or 30.9% of sales, in the second quadefiscal 2011 compared to US$1
million, or 31.9% of sales, in the same period Jestr and US$19.9 million, or 30.3% of sales, mfirst quarter of 2011.

Gross research and development expenses amount¢8®t3.8 million, or 19.2% of sales, in the secauodrter of fiscal 2011 comparec
US$9.8 million, or 20.4% of sales, in the secondrtgr of 2010 and US$13.7 million, or 20.9% of sala the first quarter of 2011.

Net R&D expenses totaled US$11.2 million, or 15.686ales, in the second quarter of fiscal 2011 cmen to US$8.4 million, or 17.5%
sales, in the same period last year and US$11l®mibr 17.7% of sales, in the first quarter ofL20

Second-Quarter Business Highlights — Broadband Depyments and IP Fixed-Mobile Network Convergence

- EXFO generated record sales of US$72.0 millioreotihg strong traction in its Optical, Protocoda@opper Access business

= NetHawk, acquired in m-March 2010, posted US$4.9 million in sales and UB$@llion in bookings

. EXFO added deep packet inspection (DPI) technologigs wireless analyzers and service assurandersgsduring the quarter. T
value-added solution will enable subscriber-baagglication-level monitoring for assessing long¥tezvolution (LTE) and other packet-
based network

. EXFQO's top customer accounted for 7.5% of sales artdfitthree customers 17.9% in the second quarteheAmic-point of fiscal 201!
EXFQO's top customer represented 7.2% of sales and tep tustomers 18.5¢

- EXFO launched two new products in the second quarte nine after the first half of fiscal 20:
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Profitable Growth Path

EXFO generated EBITDA of US$8.4 million (11.6% of sales) in the seconaer of fiscal 2011 on revenue of US$72.0 millidespite
pre-tax, foreign exchange loss of US$2.4 milliorB¢8 of sales). Foreign exchange losses or gainseleed in EBITDA." See the sectic
below entitled “Non-GAAP Financial Measures” forexonciliation of EBITDA" with GAAP net earnings.

Business Outlook

EXFO forecasts sales between US$67.0 million an@ia29 million for the third quarter of fiscal 20Mhile GAAP net earnings are expec
to range between US$0.01 and US$0.05 per dilutatksiBAAP net earnings include US$0.04 per shaedtartax amortization of intangib
assets and stock-based compensation costs.

This guidance was established by management basesisting backlog as of the date of this pressas, seasonality, expected booking
the remaining of the quarter, as well as exchaatgsras of the day of this press release.

Conference Call and Webcast

EXFO will host a conference call today at 5 p.magtern time) to review its financial results foe thecond quarter of fiscal 2011. To liste
the conference call and participate in the questieriod via telephone, dial 1-416-981-90945ermain Lamonde, Chairman, President
CEO, and Pierre Plamondon, CA, ViBeesident of Finance and Chief Financial Officeil] participate in the call. An audio replay of -
conference call will be available one hour after étvent until 7 p.m. on April 7, 2011. The replaynber is 1-402-978141 and the reservati
number is 21513253. The audio Webcast and replaheotonference call will also be available on EX&-@/ebsite at www.EXFO.com
under the Investors section.

About EXFO

Listed on the NASDAQ and TSX stock exchanges, EX$&@mong the leading providers of ngdneration test and service assurance soll
for wireless and wireline network operators andigopent manufacturers in the global telecommunicetiondustry. The company offi
innovative solutions for the development, instélat management and maintenance of convergedx#e fand mobile networks from the
core to the edge. Key technologies supported iecB@, 4G/LTE, IMS, Ethernet, OTN, FTTx, and variayical technologies (accounting
an estimated 35% of the portable filmptic test market). EXFO has a staff of approxinyal& 00 people in 25 countries, supporting moren
2000 telecom customers worldwide. For more inforamtvisit www.EXFO.com .

EXFO Brand Name

The corporate name of the company is EXFO Inc. ddmpany requests that all media outlets and puldita use the corporate nam&XFQ
Inc.”) or abbreviated name (“EXFO’In capital letters for branding purposes. EXFO wiolike to thank all parties in advance for tl
cooperation.
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Forward-Looking Statements

This press release contains forwéodking statements within the meaning of the U.8vd®e Securities Litigation Reform Act of 1995 dawe
intend that such forward-looking statements beexitip the safe harbors created thereby. Forleanking statements are statements other
historical information or statements of currentdition. Words such as may, will, expect, beliewatj@pate, intend, could, estimate, contir
or the negative or comparable terminology are i¢ehto identify forwardeoking statements. In addition, any statementg teéer tc
expectations, projections or other characterizationfuture events and circumstances are consideragrdlooking statements. They are
guarantees of future performance and involve riskd uncertainties. Actual results may differ matéyri from those in forwardeoking
statements due to various factors including oulitghid successfully integrate our acquired andémcquired businesses; fluctuating exch:
rates; consolidation in the global telecommunic&idest, measurement and service assurance indarsthyincreased competition am
vendors; capital spending levels in the telecomeations industry; concentration of sales; the éffed the additional actions we have ts
in response to economic uncertainty (including ahbitity to quickly adapt cost structures with aigated levels of business, ability to man
inventory levels with market demand); market acaepe of our new products and other upcoming praglictited visibility with regards 1
customer orders and the timing of such orders;ability to successfully expand international opiersd; the retention of key technical i
management personnel; and future economic, convegtiinancial and market condition. Assumptionsatiag to the foregoing invoh
judgments and risks, all of which are difficult ianpossible to predict and many of which are beyouadcontrol. Other risk factors that n
affect our future performance and operations atailéd in our Annual Report, on Form E)-and our other filings with the U.S. Securities!
Exchange Commission and Canadian securities conumgssWe believe that the expectations reflectethenforwardlooking statements &
reasonable based on information currently availablels, but we cannot assure you that the expentatvill prove to have been corre
Accordingly, you should not place undue reliancelmse forwardeoking statements. These statements speak ordf the date of this pre
release. Unless required by law or applicable gns, we undertake no obligation to revise oraipdany of them to reflect eve
or circumstances that occur after the date ofdbiment.

Non-GAAP Financial Measures

EXFO provides non-GAAP financial measures (EBITDANd adjusted EBITDA ) as supplemental information regarding its operst
performance. The company uses these measuresfputhoses of evaluating its historical and progpedinancial performance, as well as
performance relative to competitors. These measlseshelp the company to plan and forecast faréuperiods as well as to make operati
and strategic decisions. EXFO believes that pragdhis information to investors, in addition to SR measures, allows them to see
company's results through the eyes of managemmhtoebetter understand its historical and futimarfcial performance.

The presentation of this additional informatiom@ prepared in accordance with GAAP. Therefore jifiormation may not necessarily be
comparable to that of other companies and shoultbhsidered as a supplement to, not a substitutéhi® corresponding measures calculated
in accordance with GAAP.

* EBITDA is defined as net earnings before interestpme taxes, amortization of property, plant agdipment, amortization of intangible
assets. Adjusted EBITDA represents EBITDA excludimg gain from the disposal of discontinued opereti

Page 6 of 5




Table of Content

The following table summarizes the reconciliatidre&I TDA and adjusted EBITDA to GAAP net earningsthousands of US dollars:

EBITDA and adjusted EBITDA (including discontinued operations)
Three months  Three months Three months

ended ended ended
February 28, November 30 February 28,
2011 2010 2010

GAAP net earnings for the peri $ 1,65: $ 14,077 $ 1,15¢
Add (deduct)
Amortization of property, plant and equipm

Continuing operation 1,62¢ 1,67¢ 1,27¢

Discontinued operatior - 14 38
Amortization of intangible asse

Continuing operation 2,361 2,56¢ 1,492

Discontinued operatior - 4 10
Interest expens

Continuing operation 8 64 76
Income taxe:

Continuing operation 2,691 2,80¢ 1,29¢

Discontinued operatior — 201 36¢
EBITDA for the perioc 8,351 21,40( 5,712
Gain on disposal of discontinued operations — (13,217) —
Adjusted EBITDA for the period $ 8,351 $ 8,18t $ 5,712
Adjusted EDITDA in percentage of total sa 11.€% 12.1% 10.€%

For more information

Vance Oliver

Manager, Investor Relations
(418) 683-0913, Ext. 3733
vance.oliver@exfo.com
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EXFO Inc.

Unaudited Interim Consolidated Balance Sheet

(in thousands of US dollars)

Assets

Current assets
Cash
Shor-term investment
Accounts receivable (note
Trade
Other
Income taxes and tax credits recover:
Inventories (note €
Prepaid expense
Future income taxe
Current assets held for sale (note

Tax credits recoverable

Forward exchange contracts(note 5)
Property, plant and equipment
Intangible assets

Goodwill

Future income taxes

Long-term assets held for sal(note 3)

Liabilities

Current liabilities

Accounts payable and accrued liabilities (not
Income taxes payab

Current portion of lon-term debt (note &

Deferred revenu

Current liabilities related to assets held for galtgte 3)

Deferred revenue

Long-term debt (note 8)

Other liabilities

Future income taxes

Long-term liabilities related to assets held for sal(note 3)

Contingency (note 9)

Shareholder¢ equity

Share capital (note 1.

Contributed surplu

Retained earning

Accumulated other comprehensive income

The accompanying notes are an integral part oktheasolidated financial statements.

As at As at
February 28, August 31,

2011 2010

$ 25,87¢ $ 21,44(

47,72« 10,37¢

51,41¢ 50,19(

6,86( 5,217

4,30¢ 2,60

47,88¢ 40,32¢

3,73¢ 2,81¢

6,781 6,191

- 3,991

194,59¢ 143,15t

34,55 29,39'

421 -

24,46¢ 23,45t

25,817 27,94°

30,41t 29,35¢

10,31 12,88

— 7,30¢

$ 320,58: $ 273,50:

$ 36,15¢ $ 30,87(

894 42¢€

61¢ 56¢

11,61: 10,35«

- 2,531

49,28 44,74¢

6,752 5,77¢

1,23¢ 1,41¢

821 603

2,65¢ -

- 537

60,75: 53,08:

109,55¢ 106,12t

17,62: 18,56!

66,25: 50,52¢

66,39’ 45,20:

259,82¢ 220,41

$ 320,58: $ 273,50:
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EXFO Inc.

Unaudited Interim Consolidated Statements of Earnigs

(in thousands of US dollars, except share andlemesdata)

Sales

Cost of sales(1.2)
Gross margin

Operating expense:

Selling and administrativ(l)

Net research and developm(@) (note 11)
Amortization of property, plant and equipm:
Amortization of intangible assets

Total operating expense:

Earnings from operations

Interest expens
Foreign exchange lo:
Earnings before income taxe:

Income taxes(note 12)

Net earnings from continuing operations

Net earnings from discontinuedoperations(note 3)

Net earnings for the period

Basic and diluted net earnings from continuing opeations per share
Basis net earnings from discontinued operations peshare
Diluted net earnings from discontinued operations pr share

Basis net earnings per shar
Diluted net earnings per share

Basic weighted average number of shares outstandif§0C s)

Diluted weighted average number of shares outstanadg (00C' s) (note

13)

(1) Stock-based compensation costs included il

Cost of sale:

Selling and administrativ

Net research and developm

Net earnings from discontinued operatis

(2) The cost of sales is exclusive of amortization vahseparately

The accompanying notes are an integral part oktheasolidated financial statements.

Three months  Six months Three months  Six months
ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010

72,04¢ $ 137,69¢ $ 47,95, $ 88,24:

27,82: 52,60¢ 18,81¢ 32,851

44,22 85,09: 29,13: 55,39:

22,23t 42,13¢ 15,297 29,101

11,24« 22,84t 8,41: 16,19«

1,62¢ 3,30( 1,27¢ 2,532

2,361 4,93: 1,49 2,957

37,47 73,21 26,47¢ 50,77¢

6,757 11,88: 2,657 4.61¢

(8) (72) (76) (11€)

(2,39%) (3,50¢) (1,02€) (2,049

4,35( 8,301 1,55¢ 2,447

2,697 5,50: 1,29¢ 2,421

1,657 2,79¢ 25€ 26

- 12,92¢ 89¢ 1,462

1,657 $ 15,72¢ $ 1,15¢ $ 1,48¢

$ 0.0 $ 0.0t $ 0.0C $ 0.0C
$ -3 0.2z $ 0.0z $ 0.0Z
$ -3 0.21 % 0.01 % 0.0z
$ 0.0t $ 0.2€¢ $ 0.0z $ 0.0<
$ 0.0 $ 0.2¢ $ 0.0z $ 0.0Z
59,90( 59,78: 59,427 59,40¢

61,52« 61,31« 60,52¢ 60,32¢

$ 51 $ 99 $ 40 $ 79
$ 43 $ 75t $ 27¢ $ 52¢
$ 141 $ 245 $ 11€ $ 217
$ -3 264 $ 34 $ 68
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EXFO Inc.

Unaudited Interim Consolidated Statements of Comprkeensive Income
and Accumulated Other Comprehensive Income

(in thousands of US dollars)

Comprehensive income
Three months Six months  Three months  Six months

ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010
Net earnings for the peric $ 1,65¢ $ 15,72« $ 1,152 $ 1,48¢
Foreign currency translation adjustm: 12,97+ 19,318 98¢ 8,80z
Unrealized gains on forward exchange contr 1,794 3,23¢ 15¢€ 1,322
Reclassification of realized gains on forward exagecontracts in net
earnings (464) (653 (382 (305)
Future income taxes effect of the above it (365) (703) 69 (316
Comprehensive incornr $ 15,59 $ 36,91¢ $ 1,98¢ $ 10,99

Accumulated other comprehensive incom
Six months endec

February 28,
2011 201(
Foreign currency translation adjustm
Cumulative effect of prior perioc $ 44,18¢ $ 40,45¢
Current perioc 19,31: 8,80z
63,49¢ 49,26(
Unrealized gains on forward exchange contr
Cumulative effect of prior perioc 1,01¢ 1,07¢
Current period, net of realized gains and futuo®ime taxe: 1,882 701
2,90( 1,77
Unrealized losses on sh-term investment
Cumulative effect of prior periods (2) (2)
Accumulated other comprehensive income $ 66,397 $ 51,03t

Total retained earnings and accumulated other celhgmsive income amounted to $96,432 and $132,649€ February 28, 2010 and 2C
respectively.

The accompanying notes are an integral part oktheasolidated financial statements.
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EXFO Inc.

Unaudited Interim Consolidated Statements of Retaiad Earnings
and Contributed Surplus

(in thousands of US dollars)

Retained earnings
Six months endec

February 28,

2011 201(
Balance- Beginning of the period $ 50,52¢ $ 43,90¢
Add
Net earnings for the peric 15,72¢ 1,48¢
Balance- End of the period $ 66,25. $ 45,39’

Contributed surplus
Six months endec

February 28,

2011 201(
Balance- Beginning of the period $ 18,567 $ 17,75¢
Add (deduct)
Stoclk-based compensation co 1,21C 85¢
Reclassification of stor-based compensation costs to share capital uponisee@f stock awarc (2,152) (627)
Discount on redemption of share capital —
Balance- End of the period $ 17,62, $ 17,99:

The accompanying notes are an integral part oktheasolidated financial statements.
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Cash flows from operating activities
Net earnings for the peric
Add (deduct) items not affecting ca
Change in discount on short-term
investment:
Stoclk-based compensation co
Amortization

Gain on disposal of discontinued operatic

(note 3)

Deferred revenu

Future income taxe

Change in unrealized foreign exchai
gain/loss

Change in nc-cash operating iterr
Accounts receivabl
Income taxes and tax cred
Inventories
Prepaid expense
Accounts payable and accrued liabilit
Other liabilities

Cash flows from investing activities

Additions to shorterm investment

Proceeds from disposal and maturity of s-
term investment

Additions to capital asse

Net proceeds from disposal of discontini
operations (note @

Business combinatic

Cash flows from financing activities
Repayment of lor-term debt
Exercise of stock optior
Redemption of share capital

Effect of foreign exchange rate changes ¢
cash

Change in casf
Cash- Beginning of the period
Cash- End of the period

EXFO Inc.

Unaudited Interim Consolidated Statements of Cash lBws

(in thousands of US dollars)

Three months Six months Three months Six months
ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010

$ 1,65 $ 15,72¢ $ 1,15¢ $ 1,48¢

9) 27) 7 9

62E 1,362 46¢ 887

3,99: 8,251 2,81« 5,57¢

- (13,219 - -

3,25(C 67¢ 3,46¢ 2,92¢

2,59¢ 4,56: 1,90« 3,06(

1,05¢ 1,591 272 1,04z

13,16: 18,93: 10,08¢ 14,98¢

9,08t 4,60¢ (5,127 (9,229

(2,209 (3,205 (1,86¢6) (3,37))

(2,099 (3,460 (762) (3,119

(3249 (709) (10) (615)

3,07¢ 1,85( 2,64F 3,67¢

17 152 - -

20,71 18,16¢ 4,96¢ 2,331

(88,804 (314,95() (101,642 (180,59

70,31 279,91¢ 104,92¢ 186,26:

(1,316 (3,295 (1,464 (2,809

(61) 22,06 - -

(117) (243) - -

(19,979 (16,507 1,81¢ 2,85¢

(29€) (296 - -

1,21¢ 1,28( 127 127

- - - (14)

927 984 127 1132

784 1,12¢ (13E) (32

2,441 3,77C 6,77 5,26¢

23,43¢ 22,10¢ 9,102 10,61

$ 25,87¢ $ 25,87¢ $ 15,87¢ $ 15,87¢

The accompanying notes are an integral part oktheasolidated financial statements.
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EXFO Inc.

Notes to Unaudited Interim Consolidated Financial &tements

(tabular amounts in thousands of US dollars, exskate and per share data and as otherwise noted)
1 Interim Financial Information

The financial information as at February 28, 20drid for the three- and sironth periods ended February 28, 2010 and 201ha&sditec
In the opinion of management, all adjustments regrgsto present fairly the results of these periadsccordance with generally accey
accounting principles (GAAP) in Canada have beetuded. The adjustments made were of a normal etutning nature. Interim rest
may not necessarily be indicative of results ap#tid for the entire year.

These interim consolidated financial statementgegpared in accordance with generally acceptedusting principles in Canada and
the same accounting policies and methods useckiprtparation of the compasymost recent annual consolidated financial stats
except for the changes described in note 2. Howelledisclosures required for annual financiatestaents have not been included in tl
financial statements. Consequently, these intedmsclidated financial statements should be reaminjunction with the company’mos
recent annual consolidated financial statements.

2 New Accounting Standards and Pronouncement
Adopted in fiscal 2011

In December 2009, the Canadian Institute of Cheitérccountants’ (CICA) Emerging Issues CommittekC{Essued EIC-175,Multiple
Deliverable Revenue Arrangementsvhich is applicable prospectively (with retrospeetiadoption permitted) to revenue arrangen
with multiple deliverables entered into or matdyiahodified in the first annual period beginning danuary 1, 2011. EIC?5 amends tt
guidance contained in EIC-142, “Revenue Arrangemevith Multiple Deliverables”and establishes additional requirements rega
revenue recognition related to multiple deliveralds well as supplementary disclosures. The comadopgted this standard on Septer
1, 2010 at the same time it adopted similar new. \GBAP requirements (note 14), and its adoption hadmaterial effect on i
consolidated financial statements.

Update to the accounting policy on revenue recognition

The companys multiple deliverable revenue arrangements majudectangible products (software and/or non sofememmponents
extended warranties, maintenance contracts, postami customer support (PCS) on software compsrestvell as installation.

Starting September 1, 2010, when a sales arrangetoatains multiple elements and software and saftware components functi
together to deliver the tangible produassential functionality, the company allocates nexeeto each element based on the relative s
price of each element. Under this approach, tHasggirice of a deliverable is determined by usingelling price hierarchy which requi
the use of vendor-specific objective evidence (“\E3Yof fair value if available, third-party evidea¢“TPE") if VSOE is not available,
best estimated selling price (‘“BESP”) if neither™S nor TPE are available.

The company establishes VSOE of selling price utliegorice charged for a deliverable when sold isgply and, in some instances, u:
the price established by management having thevaeteauthority. TPE of selling price is establishied evaluating similar ar
interchangeable competitor goods or services iasstl similarly situated customers. When VSOE o Hre not available, the compi
uses BESP. The company establishes BESP usingitéteelling price trends, if available, and calesing multiple factors including, k
not limited to geography, market conditions, coritpet landscape, internal costs and pricing prasticWhen determining BES
the companys management applies judgment when establishimingrstrategies and evaluating market conditiordsganduct lifecycle:
The determination of BESP is made through consaitavith and approval by the compasymanagement. The company may mc
or develop new pricing practices and strategieshe future. As these pricing strategies evolve, cbmpany may modify its pricit
practices in the future, which may result in changeBESP. The aforementioned factors may resutdifferent allocation of revenue
the deliverables in multiplelement arrangements from the current period, whialy change the pattern and timing of revenue r@tiog
for these elements but will not change the totaéneie recognized for the arrangement.
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Maintenance contracts are usually offered to cuetenfor periods of twelve to thirtyix months. They generally include the righ
unspecified upgrades and enhancements on a wheifi-awdilable basis and customer service. They fuadis a separate u
of accounting. Revenue from these contracts isg@zed ratably over the terms of the maintenancdraots on a straighine basis. Th
selling price of the maintenance contracts is deiteed using VSOE.

Extended warranties are usually offered to custenfer periods of twelve to fortgight months. They qualify as a separate ur
accounting. Revenue from these extended warraistiegognized ratably over the warranty period atraightline basis. The selling pri
of the extended warranties is determined using BESP

When a sales arrangement contains multiple elensmdssoftware and noseftware components do not function together tovdelthe
tangible productséssential functionality, the company allocates nerecbetween the tangible products and the PC8yiflaased on VSC
of selling price of each element. PCS revenuesiaferred and recognized ratably over the yeareeStpport arrangement. PCS reve
are recognized at the time the product is deliverbén provided substantially within one year ofidaly, the costs of providing tt
support are insignificant (and accrued at the tindelivery), and no (or infrequent) software ugtgs or enhancements are provided.

To be adopted after fiscal 2011

The company will cease to prepare its consolidéiteghcial statements in accordance with CanadiarABAs set out in Part V of t
CICA Handbook —-Accounting ("Canadian GAAP") for the periods begmgon September 1, 2011, when it will start to lgpges ite
primary basis of accounting the International FgiahReporting Standards published by the Inteomati Accounting Standards Board
set out in Part | of the CICA HandbookAecounting. Consequently, future accounting charigeSanadian GAAP are not discusse
these consolidated financial statements as thdyesfer be applied by the company.

3 Discontinued Operations

During the fourth quarter of 2010, the company eegiin a plan to sell its Life Sciences and Indakbivision to focus its activities in tl
telecom test and service assurance market. On €rcigl2010, the company closed the sale of thaisiv for total proceeds

$21,623,000, net of a bank overdraft of $303,080ing costs of $909,000 and future income taxe$1af1,000. As such, this Division |
been considered as an operation held for sale mseémted as discontinued operations. Assets abilities for the comparative peri
ended August 31, 2010 have been classified assdssket for sale and liabilities related to assetd ffior sale; revenues and expenses
been classified as discontinued operations fareglbrting periods. As a result of the classificatid theoperations of the Life Sciences i
Industrial Division as operation held for sale asddiscontinued operations, the company has ordyoperating segment for all report
periods. The sale of that Division resulted in engm disposal of $13,212,000.
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The results of the discontinued operations ar@kmAs:

Three months Six months Three months  Six months

ended ended ended ended
February 28, February 28, February 28, February 28,

2011 2011 2010 2010
(30 days (90 days (181 days
Sales $ - $ 1,991 $ 6,15¢ $ 11,427
Gross margir $ - $ 98¢ $ 334 $ 6,207
Earnings (loss) from operatio $ - $ 6) $ 1,27¢ $ 2,05(
Gain from disposal of discontinued operatis $ - $ 13,21: $ - $ -
Net earnings from discontinued operatit $ - % 12,92¢ $ 89¢ $ 1,462
Basic net earnings from discontinued operationsspare $ - $ 02z $ 0.0z $ 0.0z
Diluted net earnings from discontinued operatiogisghare $ - $ 021 $ 0.01 $ 0.0z

The assets and liabilities of the discontinued ap@ns as at August 31, 2010 are presented asdsddtfor sale and liabilities relatec
assets held for sale as follows:

Assets

Current assets

Cash $ 66¢
Accounts receivabl 84
Income taxes and tax credits recover: 18¢
Inventories 2,67(
Prepaid expense 15¢
Future income taxe 222
Current assets held for sale 3,991
Tax credits recoverable 2,14:
Property, plant and equipment 34¢
Intangible assets 48
Goodwill 4,76¢
Long-term assets held for sals 7,30¢
Liabilities
Current liabilities related to assets held for sale $ 2,531
Long-term liabilities related to assets held for sal 537
$ 3,06¢
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4 Capital Disclosures
The company is not subject to any external regiriston its capital.
The company’s objectives when managing capital are:
« To maintain a flexible capital structure, whichiagtes the cost of capital at acceptable risk;
« To sustain future development of the company, didg research and development activities, markeeldpment an
potential acquisitions of complementary businessggoducts; an
« To provide the company’s shareholders with an gmuete return on their investment.
The company defines its capital as shareholderglity, excluding accumulated other comprehensieore. Accumulated ott
comprehensive incom&’main components are the cumulative foreign cagréranslation adjustment, which is the resulthaf translatio
of the company’s consolidated financial stateméntts US dollars (the reporting currency), as welladtertax unrealized gains (losses)

forward exchange contracts.

The capital of the company amounted to $175,217e000$193,431,000 as at August 31, 2010 and Feb28r2011, respectively.

5 Financial Instruments
Financial assets and liabilities are initially rgn@ed at fair value and their subsequent measuredepends on their classification
described below. Their classification depends @nittended purpose when the financial instrumeats tbeen acquired or issued, as
as on their characteristics and their designatiothb company.

Classification

Financial assets

Cash Held for trading
Shor-term investment Available for sale
Accounts receivabl Loans and receivablt
Forward exchange contrac Cash flow hedg
Financial liabilities

Accounts payable and accrued liabilit Other financial liabilities
Long-term debt Other financial liabilities
Other liabilities Other financial liabilities
Forward exchange contrac Cash flow hedg:

Held-for-trading, available-fosale and cash flow hedge financial instruments sardesequently measured at fair value. Loans
receivables and other financial liabilities areseduently measured at amortized cost using thetefeinterest method.

Fair value hierarchy
The company’s cash, shdgrm investments and forward exchange contractsme@sured at fair value at each balance sheet Ta¢
company’s shorterm investments are classified within level 1 loé ffair value hierarchy because they are valuedgugiioted mark

prices in active markets. The compangash and forward exchange contracts are clasiithin level 2 of the hierarchy because they
valued using quoted prices that are not activefarwdard foreign exchange rates at the balance staet
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Market risk
Currency risk
The principal measurement currency of the compartppé Canadian dollar. The company is exposeddari@ncy risk as a result of
export sales of products manufactured in CanadmaCdnd Finland, the majority of which are denortédain US dollars and euros. T
risk is partially hedged by forward exchange cartsa(US dollars) and certain operating expenses @olfars and euros). Forwe

exchange contracts, which are designated as aasthfdging instruments, qualify for hedge accountin

As at February 28, 2011, the company held conttacsgll US dollars for Canadian dollars at varitarsvard rates, which are summari

as follows:

Contractual Weighted average contractua
Expiry dates amounts forward rates
March 2011 to August 201 $ 13,50( 1.0906
September 2011 to August 20 20,40( 1.0802
September 2012 to January 2( 1,50 1.0722
Total $ 35,40( 1.0838

The carrying amount of forward exchange contractsqual to fair value, which is based on the amatmthich they could be settled ba
on estimated current market rates. The fair valu®mvard exchange contracts amounted to net gafii$697,000 as at August 31, 2!
and $3,818,000 as at February 28, 2011.

Based on the portfolio of forward exchange congras at February 28, 2011, the company estimaatshé portion of the net unreali:
gains on these contracts as of that date, whichhegilrealized and reclassified from accumulateceottomprehensive income to
earnings over the next 12 months, amounts to $2)808

As at February 28, 2011, forward exchange contriactise amount of $2,808,000 are presented asrduassets in other receivable in
balance sheet and forward exchange contractsgimrtiount of $421,000, are presented as teng-assets in forward exchange cont
in the balance sheet. These forward exchange ais@ee not yet recorded within sales.

During the three months ended February 28, 2010281d, the company recognized within its salesiore@xchange gains on forwi

exchange contracts of $432,000 and $591,000, réeplgc During the six months ended February 28,®@&nd 2011, the compe
recognized within its sales foreign exchange gam#orward exchange contracts of $499,000 and #1008, respectively.
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The following table summarizes significant finad@asets and liabilities that are subject to cwyeisk as at February 28, 2010 and 2011

As at February 28,

2011 2010
Carrying/ Carrying/ Carrying/ Carrying/
nominal nominal nominal nominal
amount amount amount amount
(in thousands (in thousands (in thousands (in thousands
of US dollars’ of euros) of US dollars) of euros)
Financial assets
Cash $ 10,36¢ € 1,12¢ $ 4,64t € 5,50¢
Accounts receivabl 32,01( 3,84¢ 24,26¢ 2,58¢
42,37¢ 4,97¢ 28,91: 8,09t
Financial liabilities
Accounts payable and accrued liabilit 9,971 40k 7,714 394
Forward exchange contracts (nominal amo 4,80( - 6,20( —
14,77 40E 13,91« 394
Net exposure $ 27,60t € 456¢ $ 14,99¢ € 7,701

The value of the Canadian dollar compared to theltlr was CA$0.9714 = US$1.00 as at Februar22&].
The value of the Canadian dollar compared to the eas CA$1.3432 = €1.00 as at February 28, 2011.

The following sensitivity analysis summarizes tlifee that a change in the value of the Canadidlad¢compared to the US dollar ¢
euro) on financial assets and liabilities denon@dah US dollars and euros would have on net egsninet earnings per diluted share
comprehensive income, based on the foreign exchatge as at February 28, 2011:

« An increase (decrease) of 10% in the pe-end value of the Canadian dollar compared to thedolfar would decrea
(increase) net earnings by $1,503,000 or $0.02 gikerted share and $2,374,000, or $0.04 per dilusbdre as
February 28, 2010 and 2011, respectiv

« An increase (decrease) of 10% in the peead-value of the Canadian dollar compared to the wwould decrease (increa
net earnings by $851,000 or $0.01 per diluted shade$618,000, or $0.01 per diluted share as auBep28, 2010 and 20!
respectively

« An increase (decrease) of 10% in the peead-value of the Canadian dollar compared to thedOl&r would increas
(decrease) other comprehensive income by $2,72&00052,134,000 as at February 28, 2010 and 284fectively

The impact of the change in the value of the Caradbllar compared to the US dollar and the eurthese financial assets and liabili
is recorded in the foreign exchange gain or lose item in the consolidated statements of earniegsept for outstanding forwe
contracts, which impact is recorded in other comhensive income. The change in the value of the @lanadollar compared to the |
dollar and the euro also impacts the compaiglances of income tax and tax credits recoverabpayable and future income tax as
and liabilities of its integrated foreign subsidgs:; this may result in additional and significdoteign exchange gain or loss. Howe
these assets and liabilities are not considereghfiml instruments and are excluded from the geitgitanalysis above. The forei
exchange rate fluctuations also flow through thateshents of earnings line items, as the companyahagynificant net expost
in Canadian dollars and in euros, and the compapprts its results in US dollars; that effect ist meflected in the sensitivi
analysis above.
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Interest rate risk
The company is exposed to interest rate risks girois short-term investments and its long-ternmt.deb
Short-term investments

As at February 28, 2011, the company’s shema investments, in the amount of $47,724,000r betarest at rates ranging between 1
and 1.2% and mature in March and April 2011.

The fair value of shorterm investments based on market value amounte®ll®379,000 and $47,724,000 as at August 31, 201
February 28, 2011, respectively.

Due to their short-term maturity of usually threenths or less, the company’s shtatm investments are not subject to significant
value interest rate risk. Accordingly, change iim f@lue has been nominal to the degree that amsatttost has historically approxime
the fair value. Any change in fair value of the gamy’s shorterm investments, all of which are classified aailable for sale, is record
in other comprehensive income.

Long-term debt

As at February 28, 2011, the company’s ldegn debt, in the amount of $1,858,000, bearséstent an annual rate of 2.95% and ma
in December 2013 (note 8).

Other financial instruments

Cash, accounts receivable and accounts payablearded liabilities are non-interdseéaring financial assets and liabilities. Acco
receivable and accounts payable and accrued tiebikare financial instruments whose carrying vapproximates their fair value due
their short-term maturity.

Credit risk

Financial instruments that potentially subject dwmmpany to credit risk consist primarily of cashor-term investments, accou
receivable and forward exchange contracts (withositipe fair value). As at February 28, 2011, tlenpany’s shorterm investmen
consist of debt instruments issued by eleven (amat August 31, 2010) higlredit quality corporations and trusts. None ofstheek
instruments are expected to be affected by a $ignif liquidity risk. The compang’cash and forward exchange contracts are helc
or issued by high-credit quality financial instituts; therefore, the company considers the riskafperformance on these instrume
to be limited.

Generally, the company does not require collaterabther security from customers for trade accouat®ivable; however, credit
extended to customers following an evaluation @ddworthiness. In addition, the company performgaing credit reviews of all i
customers and establishes an allowance for douatitbunts receivable when accounts are determobd tincollectible. Allowance f
doubtful accounts amounted to $1,243,000 and $10808as at August 31, 2010 and February 28, 2G%hectively. Bad debt recov
amounted to nil and $72,000 for the three monttdedrFebruary 28, 2010 and 2011, respectively, 400 and $211,000 for the
months ended February 28, 2010 and 2011, resphctive

For the three months ended February 28, 2010 ahtl, 2@ customer represented more than 10% of cidased sales.
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The following table summarizes the age of tradeants receivable:

As at As at
February 28, August 31,

2011 2010
Current $ 36,25¢ $ 38,66
Past due, 0 to 30 da 9,24¢ 6,78
Past due, 31 to 60 da 2,57t 1,991
Past due, more than 60 days, less allowance fdstlidaccounts of $1,243 and $1,318 as at Augus

2010 and February 28, 2011, respectively 3,33¢ 2,74¢

Total accounts receivab $ 51,41¢ $ 50,19(
Liquidity risk

Liquidity risk is defined as the potential that t@mpany cannot meet its obligations as they beamse

The following table summarizes the contractual migtuof the company’s derivative and nalerivative financial liabilities as
February 28, 2011:

As at February 28, 2011

0-12 13-24 25-36
months months months
Accounts payable and accrued liabilit $ 34,337 $ - 3 =
Long-term debt 61¢ 61¢ 62C
Other liabilities - 29z -
Forward exchange contrac
Outflow 26,40( 9,00( -
Inflow (29,496 (10,007) -
Total $ 31,86( $ (90) $ 62(C
As at August 31, 201(
0-12 13-24 25-36 Over 36
months months months months
Accounts payable and accrued liabilit $ 29,71 $ - $ - 3 -
Long-term debi 56¢ 56¢ 56¢ 28¢
Other liabilities - 29t = =
Forward exchange contrac
Outflow 29,50( 20,40( 1,50( -
Inflow (30,14)) (20,66:) (1,508) -
Total $ 29,63t $ 601 $ 56C $ 28¢

As at February 28, 2011, the company had $73,603i9Cash and shoterm investments and $58,278,000 in accounts rabksy Ir
addition to these financial assets, the companyumassed available lines of credit totaling $14,080, for working capital and ott
general corporate purposes, including potentialustipns and its share repurchase program as @allunused lines of cre
of $17,862,000 for foreign currency exposure reldteits forward exchange contracts.
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6 Inventories

As at As at
February 28, August 31,
2011 2010
Raw materials $ 26,59¢ $ 21,50¢
Work in progres: 2,064 1,97t
Finished goods 19,22¢ 16,84¢

$ 47,88¢ $ 40,32¢

The cost of sales comprised almost exclusivelyatimeunt of inventory recognized as an expense duhiegeporting periods, except
the related amortization, which is shown separatefperating expenses.

Inventory writedown amounted to $620,000 and $835,000 for theetimenths ended February 28, 2010 and 2011, regphkyctnc
$1,210,000 and $1,546,000 for the six months ef@dxaluary 28, 2010 and 2011, respectively.

7 Accounts Payable and Accrued Liabilities

As at As at
February 28, August 31,
2011 2010
Trade $ 15917 $ 14,24:
Salaries and social benef 14,75¢ 12,40(
Warranty 1,42¢ 57¢
Commissions 897 831
Forward exchange contrac - 232
Other 3,162 2,58¢
$ 36,15¢ $ 30,87(
Changes in the warranty provision are as follows:
Six months endec
February 28,
2011 201C
Balance- Beginning of perioc $ 57¢ $ 69¢
Provision 1,094 472
Settlements (249) (27€)
Balance — End of period $ 1,424 $ 89E
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8 Long-Term Debt

As at As at
February 28, August 31,
2011 2010
Loan collateralized by assets of NetHawk Oyj, demaded in euros€1,568), bearing intere
at 2.95%, repayable in semi-annual installmen®3d (€224), maturing in December
2013 $ 1,85¢ $ 1,987
Less: current portion 61¢ 56¢
$ 1,23¢ $ 1,41¢

9 Contingency

On November 27, 2001, a class action suit was fitetthe United States District Court for the SouthBistrict of New York against tl
company, four of the underwriters of its Initiallitie Offering and some of its executive officersguant to the Securities Exchange Ac
1934 and Rule 10B-promulgated thereunder and Sections 11, 12 anaf H§e Securities Act of 1933. This class actilages that th
companys registration statement and prospectus filed WiéhSecurities and Exchange Commission on Jun2(#), contained mater
misrepresentations and/or omissions resulting fri@hthe underwriters allegedly soliciting and redeg additional, excessive a
undisclosed commissions from certain investorsxichange for which they allocated material portiofishe shares issued in connec
with the companys Initial Public Offering; and (ii) the underwriterllegedly entering into agreements with customisreby shart
issued in connection with the compasyhitial Public Offering would be allocated to #ecustomers in exchange for which custo
agreed to purchase additional amounts of shardeiafter-market at predetermined prices.

On April 19, 2002, the plaintiffs fled an amendeaimplaint containing master allegations againsbflhe defendants in all of the &
cases included in this class action and also féedamended complaint containing allegations spediifour of the company’
underwriters, the company and two of its executiffecers. In addition to the allegations mentioraibve, the amended complaint alle
that the underwriters (i) used their analysts tmimalate the stock market; and (ii) implementedesohs that allowed issuer insiders to
their shares rapidly after an initial public offegi and benefit from high market prices. As concehgscompany and its two execu
officers in particular, the amended complaint aedghat (i) the comparny’registration statement was materially false ansleading
because it failed to disclose the additional comsioiss and compensation to be received by undergrif@) the two named executi
officers learned of or recklessly disregarded thegad misconduct of the underwriters; (iii) theotwamed executive officers had mo
and opportunity to engage in alleged wrongful catddue to personal holdings of the compangtock and the fact that an alle
artificially inflated stock price could be used asrrency for acquisitions; and (iv) the two name@aitive officers, by virtue of the
positions with the company, controlled the compang the contents of the registration statementhaddthe ability to prevent its issua
or cause it to be corrected. The plaintiffs in st seek an unspecified amount for damages saffer

In July 2002, the issuers filed a motion to disnites plaintiffs’ amended complaint and a decision was rendered lomdgy 19, 200.

Only one of the claims against the company was idsed. On October 8, 2002, the claims againstfiitseos were dismissed pursuan
the terms of Reservation of Rights and Tolling Agnents entered into with the plaintiffs.
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In June 2004, an agreement of partial settlemestsuémitted to the court for preliminary approvidie proposed partial settlement
between the plaintiffs, the issuer defendants & ¢bnsolidated actions, the issuer officers andctlirs named as defendants, anc
issuers’insurance companies. The court granted the predimiapproval motion on February 15, 2005, subecetrtain modifications. C
August 31, 2005, the court issued a preliminaryeoifdrther approving the modifications to the settént and certifying the settlem
classes. The court also appointed the notice adtramdr for the settlement and ordered that naticthe settlement be distributed to
settlement class members by January 15, 2006. ditleraent fairness hearing occurred on April 24)&0and the court reserved decit
at that time.

While the partial settlement was pending approtred, plaintiffs continued to litigate against thedenwriter defendants. The district cc
directed that the litigation proceed within a numbg “focus cases'tather than in all of the 310 cases that have leasolidated. Tt
company's case is not one of these focus caseOd@ber 13, 2004, the district court certified floeus cases as class actions.
underwriter defendants appealed that ruling, anddbecember 5, 2006, the Court of Appeals for theoB8dcCircuit reversed the disti
court’s class certification decision.

On April 6, 2007, the Second Circuit denied thantifis’ petition for rehearing of that decision and, on May 2007, the Second Circ
denied the plaintiffs’ petition for rehearirep banc . In light of the Second Circud’ opinion, liaison counsel for all issuer defend;
including the company, informed the court that #astlement cannot be approved, because the defgtddment class, like the litigati
class, cannot be certified. On June 25, 2007, igteicd court entered an order terminating thelsetént agreement. On August 14, 2(
the plaintiffs filed their second consolidated awhesh class action complaints against the focus caiséson September 27, 2007, a
moved for class certification. On November 12, 200&rtain defendants in the focus cases moved smigs the second consolide
amended class action complaints. On March 26, 2®@8district court denied the motions to disméss;ept as to Section 11 claims ra
by those plaintiffs who sold their securities fopece in excess of the initial offering price atitbse who purchased outside of
previously certified class period. Briefing on #lass certification motion was completed in May 00hat motion was withdrawn withc
prejudice on October 10, 2008.

On April 2, 2009, a stipulation and agreement dflement between the plaintiffs, issuer defendaamd underwriter defendants v
submitted to the Court for preliminary approval.eTRourt granted the plaintiffghotion for preliminary approval and prelimina
certified the settlement classes on June 10, ZDI08 settlement fairness hearing was held on Semefth) 2009. On October 6, 2009,
Court entered an opinion granting final approvath® settlement and directing that the Clerk of @wairt close these actions. On Aug
26, 2010, based on the expiration of the tollingiquk stated in the Tolling Agreements, the plafstifiled a Notice of Terminatic
of Tolling Agreement and Recommencement of Litigatagainst the two named executive officers. Thanpffs stated to the Court tt
they do not intend to take any further action asgfaiihe named executive officers at this time. Afpgpeéathe opinion granting final appro
have been filed. Given that the settlement remairigect to appeal as of the date of issuance oétfieancial statements, the ultin
outcome of the contingency is uncertain. Howevaseld on the settlement approved on October 6, 20@Bthe related insurance age
such claims, management has determined the impdtstfinancial position and results of operatiassat and for the three- and sitontt
periods ended February 28, 2011 to be immaterial.

Interim Financial Information

On November 5, 2010, the company announced thBbisd of Directors had authorized the third renesfds share repurchase progr:
by way of a normal course issuer bid on the operketaof up to 10% of its public float (as definbg the Toronto Stock Exchange)
2,012,562 subordinate voting shares, at the piegaiharket price. The company expects to use cgirtterm investments or future ce
flows from operations to fund the repurchase ofefaThe period of the normal course issuer bidesteon November 10, 2010, and
end on November 9, 2011, or at an earlier datheitbompany repurchases the maximum number of siparesitted under the bid. T
program does not require that the company repueshany specific number of shares, and it may befiaddsuspended or termina
at any time and without prior notice. All sharepurchased under the bid will be cancelled.
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The following tables summarize changes in sharéaldpr the six months ended February 28, 2010 201L.

Six months ended February 28, 201

Multiple voting shares Subordinate voting shares

Total

Number Amount Number Amount amount

Balance as at August 31, 20 36,643,00 $ 1 22,736,30 $ 104,84' $ 104,84t

Redemption of restricted share ur - - 13,66 - -
Reclassification of stockased compensation cc

to share capital upon exercise of stock aw. - - - 86 86

Redemption of share capital — — (3,600 (17) (17)

Balance as at November 30, 2( 36,643,00 1 22,746,36 104,91 104,91!

Exercise of stock optior = = 31,70( 127 127

Redemption of restricted share ur - - 75,531 - -
Reclassification of stockased compensation cc

to share capital upon exercise of stock awartc — — — 541 541

Balance as at February 28, 2( 36,643,00 $ 1 22,853,60 $ 105,58: $ 105,58:

Six months ended February 28, 201
Multiple voting shares Subordinate voting shares

Total

Number Amount Number Amount amount

Balance as at August 31, 20 36,643,00 $ 1 22,936,70 $ 106,12 $ 106,12t

Exercise of stock optior - - 11,47¢ 61 61

Redemption of restricted share ur = = 157,79( = =
Reclassification of sto-based compensation cc

to share capital upon exercise of stock awarc — — — 861 861

Balance as at November 30, 2( 36,643,00 1 23,105,97 107,04 107,04¢

Conversion of multiple voting shares into

subordinate voting shar (5,000,001 = 5,000,00! = =

Exercise of stock optior - - 263,62: 1,21¢ 1,21¢

Redemption of restricted share ur = = 90,78: = =

Redemption of deferred share ur - - 37,49: - -
Reclassification of stockased compensation cc

to share capital upon exercise of stock awartc = — — 1,291 1,291

Balance as at February 28, 2( 31,643,00 $ 1 28,497,87 $ 109,55 $ 109,55¢
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EXFO Inc.

Notes to Unaudited Interim Consolidated Financial &tements

(tabular amounts in thousands of US dollars, exskate and per share data and as otherwise noted)

11 Net Research and Development Expens

Net research and development expenses comprisellthsing:

Three months  Six months  Three months  Six months

ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010
Gross research and development expe $ 13,82« $ 2751: $ 9,75¢ $ 18,91:
Research and development tax credits and grants (2,580 (4,669 (1,346 (2,718
$ 11,24:  $ 22,84 $ 8,41 $ 16,19

Income Taxes
12

For the three- and simonth periods ended February 28, 2010 and 2011reitenciliation of the income tax provision caldelh usin
the combined Canadian federal and provincial staguincome tax rate with the income tax provisionthe financial statements is
follows:

Three months Six months  Three months  Six months

ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010
Income tax provision at combined Canadian federdl@ovincial
statutory tax rate (29% in 2011 and 30.5% in 2( $ 1,261 $ 2,407 $ 474 $ 74€
Increase (decrease) due
Foreign income taxed at different ra (@D} 112 (177 (180)
Non-taxable incomt (1,28¢) (2,049 (56) (11%)
Non-deductible expenst 277 537 23¢ 434
Change in tax rate - - 3 124
Foreign exchange effect of translation of foreigtegrated
subsidiaries 1,121 1,61: (30) 177
Utilization of previously unrecognized future incertax asset - (70) (159 (243
Unrecognized future income tax assets on tempataayctible
differences and unused tax losses and deduc 1,55¢ 3,052 1,094 1,30¢
Other (22¢) (104) (95) 17C
$ 2,697 $ 550 $ 1,29¢ $ 2,421
The income tax provision consists of the following:
Current $ 101 $ 1,112 $ (236) $ (149
Future 1,041 1,407 594 1,50¢
Valuation allowance 1,55¢ 2,98 941 1,068
2,59¢ 4,38¢ 1,53¢ 2,57(C

$ 2,691 $ 5500 $ 1,29¢ $ 2,421
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EXFO Inc.

Notes to Unaudited Interim Consolidated Financial &atements
(tabular amounts in thousands of US dollars, exskate and per share data and as otherwise noted)
The income tax provision for the discontinued ofiers is as follows:

Three months  Six months  Three months  Six months

ended ended ended ended
February 28, February 28, February 28, February 28,

2011 2011 2010 2010
Current $ - $ 27 $ - 3 =
Future — 174 36¢ 49C
$ - $ 201 $ 36 $ 49C

13 Earnings per Share

The following table summarizes the reconciliatidnttee basic weighted average number of sharesamditg and the diluted weigh
average number of shares outstanding:

Three months  Six months  Three months  Six months

ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010
Basic weighted average number of shares outstarfdot’ s) 59,90( 59,78: 59,421 59,40¢
Plus dilutive effect of
Stock options (0C's) 33¢ 30¢€ 212 17€
Restricted share units (C's) 1,16t 1,09¢ 76¢ 59¢
Deferred share units (000’s) 12C 12¢ 121 144
Diluted weighted average number of shares outstgn@00’s) 61,52/ 61,31« 60,52¢ 60,32t
Stock awards excluded from the calculation of @idliveighted
average number of shares because their exerctsewais greate
than the average market price of the common sHaogss) 464 567 934 1,11¢

14 Differences between Canadian and U.S. GAA

These interim consolidated financial statements pmepared in accordance with Canadian GAAP andifgignt differences i
measurement and disclosure from U.S. GAAP aregenmote 22 to the comparsymost recent annual consolidated financial statés
This note describes significant changes occurringesthe most recent annual consolidated finarst&ements and provides a quantite
analysis of all significant differences. All disslares required in annual financial statements ubd8r GAAP and Regulation %-of the
Securities and Exchange Commission (SEC) in théedrtates are not provided in these interim cadet@d financial statements.
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EXFO Inc.

Notes to Unaudited Interim Consolidated Financial &tements
(tabular amounts in thousands of US dollars, exskate and per share data and as otherwise noted)
Statements of earnings and comprehensive income
Reconciliation of net earnings and comprehensive @@me to conform to U.S. GAAP

Three months  Six months  Three months Six months

ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010

Net earnings for the period in accordance with Caare

GAAP $ 1,65¢ $ 15,72¢ $ 1,15¢ $ 1,48¢
Gain on disposal of discontinued operations (npte 3 a) - 4,13( - -
Net earnings for the period in accordance with GSAP 1,65z 19,85« 1,154 1,48¢
Foreign currency translation adjustm 12,95¢ 19,44° 98¢ 8,80z
Unrealized gains on forward exchange contr 1,794 3,23¢ 15¢ 1,322
Reclassification of realized gains on forward exade

contracts in net earniny (464) (653%) (382) (305)

Future income taxes effect of the above it (365) (703) 69 (31€)
Comprehensive income under U.S. GA $ 15577 $ 41,18: $ 1,98t $ 10,99
U.S. GAAP net earnings are comprised
Net earnings from continuing operatic $ 1,65: $ 2,79¢ $ 25¢ $ 26
Net earnings from discontinued operatis $ - $ 17,05¢ $ 89¢ $ 1,46:
Basic and diluted net earnings from continuing apiens pe!

share in accordance with U.S. GA, $ 0.0: $ 0.0t $ 0.0C $ 0.0C
Basic net earnings from discontinued operationsspare in

accordance with U.S. GAA $ - $ 0.2¢ $ 0.0z $ 0.0z
Diluted net earnings from discontinued operatioaisghare in

accordance with U.S. GAA $ - $ 026 $ 0.01 $ 0.0z
Basic net earnings per share in accordance with GAR\P $ 0.0z $ 03: $ 0.0z $ 0.0:
Diluted net earnings per share in accordance wigh GAAP $ 0.0z $ 03z $ 0.0z $ 0.0z
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Notes to Unaudited Interim Consolidated Financial &atements
(tabular amounts in thousands of US dollars, exskate and per share data and as otherwise noted)
Reconciliation of shareholders’ equity to conform ¢ U.S. GAAP

The following summary sets out the significant elifnces in the company’s reported shareholdsysity under Canadian GAAP
compared to U.S. GAAP:

As at As at
February 28, August 31,

2011 2010
Shareholder equity in accordance with Canadian GA $ 259,82( $ 220,41¢
Goodwill 46 42
Long-term assets held for s¢ = (3,989
Cash contingent consideration paye (2,902) (2,660
Stock appreciation rights (73) (73)
Shareholders’ equity in accordance with U.S. GAAP $ 256,89¢ $ 213,74(

Gross margin

The cost of sales is exclusive of amortization,vahaeparately in the statements of earnings. UbdSr GAAP, the presentation of -
gross margin line item, exclusive of amortizatimmot permitted.

Research and development tax credits

Under Canadian GAAP, all research and developnaentredits are recorded as a reduction of grogsarel and development expense
the statements of earnings. Under U.S. GAAP, tadits that are refundable against taxable incormeemorded in the income taxes. Tt
tax credits amounted to $805,000 and $1,597,006hoithree and six months ended February 28, 2@%pectively, and $1,028,000
$2,013,000 for the three and six months ended Repf2B8, 2011, respectively. This difference hasmpgact on the net earnings and the
earnings per share for the reporting periods.

Statements of cash flows
For the three and six months ended February 28L,2fxkh flows from operating activities under UGRAP were $111,000 and $243,(
lower compared to those established under Cand8ieéiP; this difference arose from NetHawk's acquisitrelated costs paid duri
these periods and expensed under U.S. GAAP. A gmoreling difference also impacted cash flows framesting activities. In additio
under U.S. GAAP, the presentation of subtotal lefdrange in non-cash operating items is not pexchitt
For the three and six months ended February 28),20&re were no significant differences between dtatements of cash flows ur
Canadian GAAP as compared to U.S. GAAP, excepthfersubtotal before change in ncash operating items, whose presentation i
permitted under U.S. GAAP.
Reconciliation item
a) Gain on disposal of discontinued operati
Under U.S. GAAP, the carrying value of goodwill tife Life Sciences and Industrial Division (discontd operations) w

$4,130,000 lower than the carrying value under @amaGAAP. As a result, under U.S. GAAP, the gamtlee disposal of th
Division was higher for the same amount.
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Notes to Unaudited Interim Consolidated Financial &tements
(tabular amounts in thousands of US dollars, exskate and per share data and as otherwise noted)
New accounting standards and pronouncements
Adopted in fiscal 2011

In October 2009, the FASB issued guidance now aiatlias ASC Topic 985 “Softwaretp change the accounting model for reve
arrangements that include both tangible productd software elements. Under this guidance, tangisteducts containing softwe
components and non-software components that funttigether to deliver the tangible prodgcgssential functionality are excluded fi
the software revenue guidance. In addition, hardwamponents of a tangible product containing smfwcomponents are alwi
excluded from the software revenue guidance. Thidamce is effective prospectively for revenue rgements entered into or materi
modified in fiscal years beginning on or after Jase 2010.

In October 2009, the FASB amended guidance nowfieddas Topic 605, “Revenue Recognitiond, include a consensus relating
multiple-deliverable revenue arrangements. These amendmigmi§icantly change certain guidance pertainingeteenue arrangeme
with multiple deliverables and modify the sepanataiteria of Topic 605 by eliminating the critemidor objective and reliable evidence
fair value for the undelivered products or servicdse amendments also eliminate the use of thduakimethod of allocation and requ
instead, that arrangement consideration be alldcattethe inception of the arrangement, to allvdelibles based on their relative sel
price. This guidance is effective for revenue agements entered into or materially modified in disgears beginning on or after June
2010.

The company adopted Topics 985 and 605 on Septeint#910, at the same time it adopted similar negquirements under Canad
GAAP (note 2); adoption of Topics 985 and 605 hadignificant impact on its consolidated finanatdtements.

To be adopted after fiscal 2011
The company will cease to reconcile its financtatements to U.S. GAAP for the periods beginningSeptember 1, 2011 when it v
start to apply as its primary basis of accountimg nternational Financial Reporting Standards ighkbd by the International Account

Standards Board and set out in Part | of the ClGidbook -Accounting. Consequently, future accounting changes.S. GAAP are ni
discussed in these consolidated financial statesrathey will never be applied by the company.
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Management’s Discussion and Analysis of Financial @dition
and Results of Operations

This discussion and analysis contains forward-looking statements within the meaning of the U.S. Private Securities Litigation Reform Act of
1995, and we intend that such forward-looking statements be subject to the safe harbors created thereby. Forward-looking statements are
statements other than historical information or statements of current condition. Words such as may, will, expect, believe, anticipate, intend,
could, estimate, continue, or the negative or comparable terminology are intended to identify forward-looking statements. In addition,
any statements that refer to expectations, projections or other characterizations of future events and circumstances are considered forward-
looking statements. They are not guarantees of future performance and involve risks and uncertainties. Actual results may differ materially from
those in forward-looking statements due to various factors including our ability to successfully integrate our acquired and to-be-acquired
businesses; fluctuating exchange rates; consolidation inthe global telecommunications test and service assurance industry and increased
competition among vendors; capital spending levels in the telecommunications industry; concentration of sales; the effects of the additional
actions we have taken inresponse to economic uncertainty (including our ability to quickly adapt cost structures with anticipated levels
of business, ability to manage inventory levels with market demand); market acceptance of our new products and other upcoming products;
limited visibility with regards to customer orders and the timing of such orders; our ability to successfully expand international operations;
theretention of key technical and management personnel; and future economic, competitive, financial and market condition. Assumptions
relating to the foregoing involve judgments and risks, all of which are difficult or impossible to predict and many of which are beyond
our control. Other risk factors that may affect our future performance and operations are detailed in our Annual Report, on Form 20-F, and our
other filings with the U.S Securities and Exchange Commission and the Canadian securities commissions. We believe that the expectations
reflected in the forward-looking statements are reasonable based on information currently available to us, but we cannot assure you that the
expectations will prove to have been correct. Accordingly, youshould not place undue reliance on these forward-looking statements.
These statements speak only as of the date of this document. Unless required by law or applicable regulations, we undertake no obligation to
revise or update any of them to reflect events or circumstances that occur after the date of this document.

The following discussion and analysis of finandahdition and results of operations is dated M&th2011.

All dollar amounts are expressed in US dollarsgex@s otherwise noted.

INDUSTRY OVERVIEW

The fundamental drivers toward broadband deploysant fixedmobile IP (Internet protocol) network convergence firmly entrenched
the global telecommunications industry. Althoughwwk operators will not necessarily increase @péxpenditures in calendar 2011, t
will likely spend more in select, high-growth aréasiccommodate bandwidithtensive broadband applications and to facilitheemigration t
more flexible and cost-effective fixed and mobikerietworks.

According to Ciscas Visual Networking Index, global IP traffic willugdruple from 2009 to 2014, reaching almost 64 gbembper month
2014. (An exabyte is equal to 1 billion gigabytes260 million DVDs). Global mobile traffic, a sulisef this larger group, is expectec
increase 26-fold from 2010 to 2015. Bandwidth deghsndriven by a wide range of applications inchglivarious forms of IP video, peer-to-
peer file sharing, social networking, Internet gagnas well as increased penetration of media-richrgphones and tablets.
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To support such explosive bandwidth growth, wirelimetworks are being transformed into next-germmaltPbased infrastructures. Leg:
SONET/SDH networks, which were established in thd-1980s, do not have the flexibility to seamlesslx mind transport voice, data ¢
video services. Such networks are not capablefigiegitly carrying triple-play services becauseythveere designed for point-fpeint voice
communication. As a result, new optical transpativork (OTN) standards, which are at the very heawhat the industry is labeling next-
generation IP networks, have been defined to cidrgpplications over Ethernet. Network operatoss iacreasingly turning to such next-
generation, IP-based networks in order to offetamsrs higher-margin triple-play services while &rimg their operating costs.

Fiber-to-thehome (FTTH) has also become the access networltestire of choice for wireline operators wishimgprovide a superior us
experience for a combined voice, data and videeriofff. This architecture allows operators to mesgitened bandwidth requirements
futureproof their access networks as residential bandwdémands grow from 1 to 5 Mbit/s (megabits peprdgto 30 to 100 Mbit/s requir
for the long term. Hybrid architectures, combiniogpper and fiber (fiber-to-the-curb, or FTTC, aiioef-to-thenode, or FTTN), will als
increase in the short term, since they are lessresipe methods to increase bandwidth and can bs-degdoyed quickly.

As bandwidth growth in access networks continueésdoease, it has begun placing a strain on matgsrand core networks. It is also driv
the need for highespeed technologies. For example, 43 Gbhit/s (gigghir second) SONET/SDH is becoming mainstreamlevdavere
network operators have already begun 100 Gbit/erg#t field trials. In the long run, these solusiamill offer a more economical way to ¢
capacity to saturated network links, especiallyefiches need to be dug in order to deploy new fibmetro and long-distance routes.

On the wireless side, operators are also faced mdjor investments to meet soaring bandwidth dem#fitkless operators are accelers
deployments of 3G networks, fast-tracking 4G/LTEnfterm evolution) adoption, and investing in mobilackhaul networks in order
increase transmission rates for bandwidtimgry consumers to approach wireline speeds. &umibre, as these consumers expect wir
and wireless networks to transport any contenniodevice at any time, both fixed and mobile netsaare converging to a common base:
infrastructure supported by IMS (IP multimedia sygtem) for seamless network interoperability.

These market dynamics affected telecom test amicsesssurance suppliers in the second quartéses!f2011.

COMPANY OVERVIEW

We reported recortigh sales of $72.0 million for our continuing ogéons (formerly our Telecom Division) in the sedoquarter of fisci
2011, which represents an increase of 50.2% cordpgar$48.0 million for the same period last yealeS for the second quarter of fiscal 2
included $4.9 million from NetHawk, which was aaed in the third quarter of fiscal 2010. During thecond quarter of fiscal 2011,
addition to the positive impact of the acquisitioh NetHawk on our sales, we benefited from worldsvicapitalintensive deploymer
and capacity expansion from network operators db agebudget fluslouts from some of our customers. In addition, wkelble we gaine
market share, especially in the wireline spacetheumore, we benefited from our strong productrirffie which contributed to the increast
our sales compared to the same period last yeamWUée also recall that in the second half of fi2@10, we were at the beginning of the ¢
recovery from the economic recession.

We generated GAAP net earnings from continuing agans of $1.7 million, or $0.03 per diluted sharethe second quarter of fiscal 2C
compared to $256,000, or $0.00 per diluted sharght same period last year. Net earnings frontimoimg operations for the second que
of fiscal 2011 included $2.2 million in after-taxnartization of intangible assets and $625,000 atlsbased compensation costs. Earn
from operations (from continuing operations) sigraihtly improved year-oveyear from $2.7 million, or 5.5% of sales in the@®st quarter ¢
fiscal 2010 to $6.8 million, or 9.4% of sales fhetsame period this year. Net earnings for therskgoarter of fiscal 2011 amounted to ¢
million, or $0.03 per diluted share, compared t@$illion, or $0.02 per diluted share for the sapegiod last year, which include the
earnings from the discontinued operations.
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EBITDA (net earnings before interest, income taaad depreciation and amortization) reached $8.4omjlor 11.6% of global sales in 1
second quarter of fiscal 2011, compared to $5.Wanjlor 10.6% of global sales for the same petasi year. EBIDTA for the second qua
of fiscal 2011 included a foreign exchange los$2# million, or 3.3% of sales ($1.0 million or 2lof sales in 2010). See further in

document for a complete reconciliation of EBITDAGAAP net earnings.

In the second quarter of fiscal 2011, we faced lsstsuntial increase in the value of the Canadiatadekrsus the US dollar compared to
previous quarter and the same period last yeas;hhd a twdeld negative impact on our financial results. fyrsthe average value of t
Canadian dollar versus the US dollar increased %m3tte second quarter of fiscal 2011, comparethéosame period last year. Given th
large portion of our sales are denominated in U8ado but a significant portion of our expenses @ggaominated in Canadian doll
our financial results were negatively affected lasse expenses (denominated in Canadian dollangaised when translated in US dollars
reporting purposes. Secondly, we recorded a scgmififoreign exchange loss of $2.4 million in tkeand quarter of fiscal 2011, which ma
represents the effect of the increase in the periati value of the Canadian dollar versus the USadolh our monetary balance sheet it
during that period. In comparison, during the sg®od last year, we reported a foreign exchangs ¢d $1.0 million.

In the first quarter of fiscal 2011, we closed Hade of our Life Sciences and Industrial Divisiam fotal proceeds of $21.6 million, net ¢
bank overdraft of $303,000, selling costs of $900,&nd future income taxes of $141,000. As sudis, Elivision has been presentec
discontinued operations in our interim consolidafedhncial statements with revenues and expensésy heclassified from continui
operations to discontinued operations. The sathaifDivision resulted in a gain of $13.2 millicecorded in the first quarter of fiscal 2011.

On November 5, 2010 we announced that our Boar®iodctors approved the third renewal of our shapurchase program, by w
of a normal course issuer bid on the open markepab 10% of our public float (as defined by therdnto Stock Exchange), or 2.0 million
subordinate voting shares at the prevailing mapkiee. We expect to use cash, shertn investments or future cash flow from operatita
fund the repurchase of shares. The normal cousseridid started on November 10, 2010, and will@mdNovember 9, 2011, or on an ea
date if we repurchase the maximum number of shaeewitted under the bid. The program does not reghiat we repurchase any spe:
number of shares, and it may be modified, suspendédrminated at any time and without prior notiéél shares repurchased under the
will be cancelled.

In terms of market-driven innovation, we launch&d hew solutions in the second quarter of fiscdl20Ne introduced the SyncWat&ho,
synchronization test unit that enables field tectamis to validate, qualify and monitor network dymomization on next-generation, b&se:
infrastructures. We also released an OTDR test epchwused in the newly launched FIBplatform, for installation and maintena
applications on singlemode and multimode fiber meks. Six months into fiscal 2011, we have releasad new products.

OUR STRATEGY, KEY PERFORMANCE INDICATORS AND CAPABI LITY TO DELIVER RESULTS

For a complete description of our strategy andrét@ted key performance indicators, as well ascapability to deliver results in fiscal 20
please refer to the corresponding sections in @mstmecent Annual Report, filed with the securitesnmissions.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

For a complete description of our critical accongtpolicies and estimates, please refer to theespanding section in our most recent An

Report, filed with the securities commissions. Tollowing details the changes in critical accougtpolicies that were adopted in fiscal 2
and those to be adopted after 2011.
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Adopted in fiscal 2011

In December, 2009, the Canadian Institute of CheadtéAccountants’ (CICA) Emerging Issues CommittE¢C|) issued EIC-175, Multiple
Deliverable Revenue Arrangementsihich is applicable prospectively (with retrospeetiadoption permitted) to revenue arrangements
multiple deliverables entered into or materiallydified in the first annual period beginning onJary 1, 2011. EICL75 amends the guidar
contained in EIC-142, “Revenue Arrangements withltMle Deliverables”, and establishes additional requirements regardagnu
recognition related to multiple deliverables asIves supplementary disclosures. We adopted thizdatd on September 1, 2010, anc
adoption had no material effect on our consolidditehcial statements.

Update to the accounting policy on revenue recognition

Our multiple deliverable revenue arrangements malude tangible products (software and/or isoftware components), extended warrar
maintenance contracts, post-contract customer suffpGS) on software components as well as insiatia

Starting September 1, 2010, when a sales arrandgeroptains multiple elements and software and saftware components function toget
to deliver the tangible productessential functionality, we allocate revenue tcheslement based on the relative selling price chedemen
Under this approach, the selling price of a delibéz is determined by using a selling price hidranehich requires the use of vendspecific
objective evidence (“VSOE") of fair value if avdile, third-party evidence (“TPE'f VSOE is not available, or best estimated sellprie
(“BESP?) if neither VSOE nor TPE are available.

We establish VSOE of selling price using the priterged for a deliverable when sold separately andpme instances, using the p
established by management having the relevant atyth@PE of selling price is established by evaiog similar and interchangea
competitor goods or services in sales to similailyated customers. When VSOE or TPE are not dlajlave use BESP. We establish Bl
using historical selling price trends, if availabéd considering multiple factors including, buat fimited to geography, market conditic
competitive landscape, internal costs and priciragtices. When determining BESP, management apjpiiiggnent when establishing pric
strategies and evaluating market conditions andumblifecycles. The determination of BESP is m#deugh consultation with and apprc
by management. We may modify or develop new prigingctices and strategies in the future. As theggng strategies evolve, we I
modify our pricing practices in the future, whictaynresult in changes in BESP. The aforementionetbfa may result in a different allocat
of revenue to the deliverables in multikment arrangements from the current period, whiely change the pattern and timing of rev
recognition for these elements but will not chatigetotal revenue recognized for the arrangement.

Maintenance contracts are usually offered to custerfor periods of twelve to thirtyix months. They generally include the right topeufiec
upgrades and enhancements on a whenifaadkilable basis and customer service. They §uab a separate unit of accounting. Revenue
these contracts is recognized ratably over thegesfithe maintenance contracts on a straliglketbasis. The selling price of the mainten:
contracts is determined using VSOE.

Extended warranties are usually offered to custerfarperiods of twelve to fortgight months. They qualify as a separate unit ocbanting
Revenue from these extended warranties is recodjnétably over the warranty period on a straigte-basis. The selling price of the exten
warranties is determined using BESP.

When a sales arrangement contains multiple elensertsoftware and naseftware components do not function together tovdethe tangibl
products’essential functionality, we allocate revenue betwtbe tangible products and the PCS, if any, basedSOE of selling price of ea
element. PCS revenues are deferred and recogrataulyr over the years of the support arrangemed& evenues are recognized at the
the product is delivered when provided substagtiaithin one year of delivery, the costs of prowigli this support are insignifice
(and accrued at the time of delivery), and no fifneiquent) software upgrades or enhancements avelpd.
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To be adopted after fiscal 2011

In February 2008, the Canadian Accounting StandBadsd announced that Canadian GAAP, as used bijcpyuaiccountable enterprises, v
be converged with the International Financial RépgrStandards (IFRS) as issued by the Internaltidweaounting Standard Board (IASI
Accordingly, we will adopt these standards during fiscal year beginning on September 1, 2011 aedwil be required to report under IF
and to provide IFRS comparative information for fiszal year ending on August 31, 2011 (currentdisyear). Although the concept
framework of IFRS is similar to Canadian GAAP, #hare significant differences on recognition, measient and disclosures.

As part of the IFRS conversion project, we haveupean IFRSdedicated team at different levels of the orgamraand have also retained
services of an external expert advisor to assisBysocess for reporting regular progress to semanagement and to the Audit Committe:
the status of the IFRS conversion project has les@blished.

The conversion project consists of four phases.

« Diagnostic phas- This phase involves an initial scoping of signifitaccounting differences between Canadian GAAPIBR&G
a preliminary evaluation of IFRS 1 exemptions fiestftime IFRS adopters, and a hifgvel assessment of potential conseque
on financial reporting, business processes, int@oratrols and information systen

« Design and Solutions Development phaskhis phase involves a detailed analysis of idesdificcounting treatment differenc
reviewing and approving accounting policy choigestforming a detailed impact assessment and degjgifianges to syste
and business processes, developing IFRS trainitgriaa and drafting IFRS financial statement cont

« Implementation phas- This phase involves embedding changes to systeumsg)dss processes and internal controls, deterg
the opening IFRS transition balance sheet andrtgoacts, parallel accounting under Canadian GAAP I&RS, and preparir
detailed reconciliations of Canadian GAAP to IFR&cial statement

« Post-Implementation phaseThis phase involves conversion assessment, evaduatiprovements for a sustainable operati
IFRS model, and testing the internal controls emvinent.

We have completed the Diagnostic phase to assésscape the significant differences between exjsGanadian GAAP and IFRS as wel
the impact on our consolidated financial statements

We have completed the Design and Solutions Devetopmhase to evaluate the overall impact of adgptirese new standards on
consolidated financial statements. We have alsgpteted a detailed analysis of the accounting pediciffected by the adoption of IFRS.

Significant differences with respect to recognitiomeasurement, presentation and disclosure of dinhimformation are in the following ki
accounting areas:

Key accounting areas Differences with potential impact
Hedge accounting e |AS 39, “Financial Instruments: Recognition and M@&gement”, does not permit to use the shortcut
method to assess hedge effectiveness of hedgiaiorehips. We have elected to use the dollar-
offset method, as permitted by IFRS, to asseseffletiveness of our cash flow hedges and we will
recalculate the effectiveness with this new methdiich may potentially result into ineffectiveness
that did not exist under the previous method. Hawewe do not anticipate significant
reclassification of hedge relationships. The reviefvour documentation was completed as|at
September 1, 2010, being the transition ¢
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Key accounting areas

Differences with potential impact

Presentation of financial
statements

Under IAS 1,“Presentation of Financial Statem¢’, expenses must be classified by their natur
by their function in the income statement. We eddb present our income statement by functi
Accordingly, upon the adoption of IFRS, depreciatémd amortization expenses will be allocated

pn.
to

function rather than being showed as separate Iméise income statement as currently permitted

under Canadian GAAP, except for the amortizationacfiuired intangible assets, which will 4
showed as a separate line item in the income séate

e

Impairment of assets

IAS 36, “Impairment of Asse”, requires a sing-step approach for impairment testing of individ
assets or a group of assets in cash- generatitg (@&Us) on the basis of independent cash inflg

whereas Canadian GAAP uses a two-step approachevowwe do not anticipate significant

additional impairment due to that (-step approact

WS

Property, plant and equipment

IAS 16, “Property, Plant and Equipm®, reinforces the requirement under Canadian GAAP
requires that each part of property, plant andggent that has a cost that is significant in retato
the overall cost of the item should be depreciauhrately. Based on the analysis of our prope
plant and equipment, we do not expect additionalgmnentization under IFR!

rty,

Leases

Under IAS 17, “Leases”, a lease is classified #iseeia finance lease or an operating lease. Lg
classification depends on whether substantiallythed! risks and rewards incidental to ownership
the leased assets have been transferred from $serléo the lessee, and is made at incep
of the lease. A number of indicators are used sisa# lease classification; however, quantitati
thresholds are not offered as indicators as undeest Canadian GAAP. We reviewed all existin
significant leases, which are classified as opegdtases under Canadian GAAP, and concluded
their classification is in accordance with IAS

ase
of
ion
ve
ng
that

Translation of foreign
operations

Under IAS 21, “The Effects of Changes in Foreigrcliange Rates”, for foreign entities with th
same functional currency as the parent company, diwesponding exchange difference
recognized in the statement of earnings of thaityereind for foreign entities with a functiong
currency other than the functional currency of gaent company, the corresponding exchar
differences should be recognized in a separate operi of other comprehensive income. V,
assessed the functional currency of our foreigmatjmns and concluded that the adoption of IAS
will have no impact on our consolidated financiatements

e
is
|
nge
Ve
21

Business combination:

As permitted by IFRS 1 “First Time Adoption of International Financial Refiog Standard
(IFRS)”, we will not apply IFRS 3, “Business Comations”, to business combinations complet
before the transition date, that is, Septembef102However, any cash contingent consideration
business combinations completed before the transitate and outstanding as at September 1, 2
will be recorded at fair value on that date, wittc@responding adjustment to opening retair
earnings. Thereafter, the fair value of any casttingent consideration will be re-assessed at tige
of each reporting periods and any changes in tirevidue will be recognized in the incom
statement

ed
for
010
ed
e
e
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This is not an exhaustive list of all the impadiattcould occur during the conversion to IFRS. Aiddally, we are completing an IFI
financial statement in accordance with IAS 1, “lreation of Financial Statementd?urthermore, we analyzed the effects on informi
technology and internal controls and we do notdeesany significant modifications to our informatitechnology, data systems and inte
controls.

In addition, some transitional options permittedlenIFRS were analyzed. In most cases, wpted for a prospective application when
choice was available, namely for business comlonatas described above.

We have provided training for key employees anétedtalders. Additional training will be ongoing ascessary until full adoption in fist
2012.

As the IASB work plan anticipates the completionseferal significant projects in calendar year 204& continue to track the progres:
these projects. However, it is difficult to predibe IFRS that will be effective at the end of €itst IFRS reporting period. Our decisions r
change if previously unconsidered new standar@dsr@mdments are introduced before our changeover dat

Our IFRS project is progressing according to ptard we will provide updates as further progressfgeved and conclusions are reached.
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RESULTS OF OPERATIONS

The following discussion and analysis of our coisded financial condition and results of operadidar the three and six months en
February 28, 2010 and 2011, should be read in aotign with our interim consolidated financial stiatents and the related notes thereto.
interim consolidated financial statements have h@epared in accordance with Canadian generallg@ed accounting principles (Canac
GAAP) and significant differences in measurement disclosure from United States generally accepmbunting principles (U.S. GAA
are set out in note 14 to our interim consoliddtedncial statements. Our principal measurementecuy is the Canadian dollar, although
report our financial statements in US dollars. Tdlowing table sets forth interim consolidatedtetaents of earnings data in thousands ¢
dollars, except per share data, and as a perceotagées for the periods indicated:

Three Three Six Six
months months months months
ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2010 2011 2010
Sales $ 72,046 $ 47,95, $ 137,69¢ $ 88,24
Cost of sale§V) 27,82: 18,81¢ 52,60¢ 32,85!
Gross margin 44,22¢ 29,13 85,09: 55,39:
Operating expenst
Selling and administrativ 22,23¢ 15,29° 42,13¢ 29,10:
Net research and developm 11,24« 8,41 22,84t 16,19¢
Amortization of property, plant and equipmi 1,62¢ 1,27¢ 3,30(C 2,532
Amortization of intangible assets 2,36 1,49: 4,93: 2,952
Total operating expens: 37,47: 26,47¢ 73,21: 50,77¢
Earnings from operatior 6,75: 2,651 11,88: 4,61
Interest expens (8) (76) (72 (11¢)
Foreign exchange loss (2,395 (1,026) (3,50¢) (2,04¢)
Earnings before income tax 4,35( 1,55¢ 8,301 2,44
Income taxes 2,69 1,29¢ 5,50: 2,421
Net earnings from continuing operatic 1,65¢ 25¢€ 2,79¢ 26
Net earnings from discontinued operati - 89¢ 12,92¢ 1,462
Net earnings for the peric $ 1,65¢ $ 1,15¢ $ 15,72 $ 1,48¢
Basic and diluted net earnings from continuing apens per shar $ 0.0z $ 0.0C $ 0.0t $ 0.0cC
Basic net earnings from discontinued operationsspare $ - $ 00z $ 02z $ 0.0z
Diluted net earnings from discontinued operatioaisghare $ - $ 001 $ 021 $ 0.0z
Basic net earnings per sh $ 0.0z $ 00z $ 0.2¢ $ 0.0¢
Diluted net earnings per she $ 0.0z $ 0.0z $ 0.2¢ $ 0.0z
Research and development d:
Gross research and developm $ 13,82¢ $ 9,75¢ $ 2751 % 18,91:
Net research and developm: $ 11,24 % 8,41 $ 22,84 $ 16,19¢

(1) The cost of sales is exclusive of amortizationyamseparately
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Sales
Cost of sale®
Gross margin
Operating expenst
Selling and administrativ
Net research and developm
Amortization of property, plant and equipm
Amortization of intangible asse
Total operating expenses
Earnings from operatior
Interest expens
Foreign exchange lo:
Earnings before income tax
Income taxe:
Net earnings from continuing operatic
Net earnings from discontinued operati
Net earnings for the peric

Research and development d:
Gross research and developm
Net research and developm

(1) The cost of sales is exclusive of amortizationyamseparately

Three Three Six Six
months months months months
ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2010 2011 2010
100.(% 100.(% 100.(% 100.(%
38.¢ 39.2 38.2 37.2
61.4 60.€ 61.€ 62.€
30.¢ 31.¢ 30.€ 33.C
15.€ 17.F 16.¢€ 18.4
2.2 2.7 24 2.9
3.3 3.1 3.6 3.3
52.C 55.Z 53.2 57.¢
9.4 5.6 8.6 5.2
- (0.2 (0.2) (0.2
(3.4) (2.2) (2.5) (2.9
6.C 3.2 6.0 2.8
3.7 2.7 4.0 2.8
2.3 0.5 2.0 -
- 1.8 9.4 1.7
2.2% 2.4% 11.4% 1.7%
19.2% 20.4% 20.(% 21.4%
15.6% 17.5% 16.6% 18.4%
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RESULTS FROM CONTINUING OPERATIONS (formerly the Te lecom Division)

SALES

For the three months ended February 28, 2011,ales increased 50.2% to a rechigh $72.0 million, compared to $48.0 million ftvetsam

period last year

The following table summarizes information about sales for the thresonth periods ended February 28, 2010 and 201thpimsands of U

dollars:

Sales

Gains on forward exchange contracts

Sales, excluding gains on forward exchange comsti(@on-GAAP

measure

Impact of the recent acquisition (NetHav

Organic sales (n-GAAP measure

Three months ended February 2¢

Change Change
2011 2010 in$ in %
$ 72,04¢ $ 47,95, $ 24,09t 50.2%
(592) (432) (159
71,45¢ 47,51¢ 23,93¢ 50.4
(4,927) — (4,929
$ 66,53 $ 47,51¢ $ 19,01t 40.(%

For the six months ended February 28, 2011, oessatreased 56.0% to a rectnigh $137.7 million, compared to $88.2 million e sam

period last year

The following table summarizes information about eales for the sixaonth periods ended February 28, 2010 and 201thousands of U

dollars:

Sales

Gains on forward exchange contracts

Sales, excluding gains on forward exchange corsti@on-GAAP

measure

Impact of the recent acquisition (NetHawk)

Organic sales (non-GAAP measure)

Six months ended February 2¢

Change Change
2011 2010 in$ in %
$ 137,69¢ $ 88,24: $ 49,45¢ 56.(%
(1,05)) (499 (552)
136,64¢ 87,74« 48,90 55.7
(11,347 — (11,347
$ 125,30: $ 87,74: $ 37,551 42.8%

See further in this document for information aboomn-GAAP financial measures.
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Since the last few months, following the worldwideonomic recession in 2009, network operators Heen investing in capitattensive
deployments and capacity expansion in order toracondate bandwidtimtensive applications and to facilitate the mignatto more flexibl
and costeffective fixed and mobile IP architectures. Weidogd that our product offering is greatly alignedhathe major trend of bandwic
demand, for which network operators are investihyring the second quarter and the first half afdis?2011, we also believe we gained me
share, namely in the wireline space, which contaliuo the increase of our sales year-oxar. In addition, we must also recall that duttimg
first half of fiscal 2010, we were at the beginnofghe slow recovery from the economic recession.

During the second quarter and the first half ofdis2011, NetHawk, which was acquired in the thgjecarter of 2010, reported sales of ¢
million and $11.3 million, respectively, which coibuted to the increase in our sales year-over-ydatHawks sales for these periods w
reduced by $0.1 million and $0.5 million, respeelwto account for an adjustment to deferred reeenuhe purchase price allocation.

Also, in the second quarter and the first halfis€dl 2011, we benefited from larger year-end budlgsh-outs from some of our custome
compared to the same periods last year, which asee our sales year-over-year. The magnitude obmess yeaend budget flush outs m
fluctuate year-over-year.

Finally, during the first quarter of fiscal 201hd¢luded in the first half of fiscal 2011), we reeed a followen order in excess of $6 milli
from a tier-1 European operator for our AXS-200/@3ple-play tester, and recognized $5.7 million from tbeder during that quarter and
remaining portion in the second quarter. Also, bhaofollow-on order of $2.0 million was receivedtire first quarter of fiscal 2011 from a tier-
1 North American operator, which was shipped ingeeond quarter of 2011. During the second quaftéscal 2010, we had reached a multi-
million dollar deal with that same tier-1 Europegwerator for our AXS-200/635 triplelay tester, and had shipped a $2.0 million ordemg
that period. For the first half of fiscal 2011,gmepresents a $4.0 million year-over-year incrgasales.

Net bookings

For the three months ended February 28, 2011, etuaatepted orders increased 11.5% to $57.6 miliompared to $51.6 million for the s&
period last year, for a book-to-bill ratio of 0.8Blet bookings for the second quarter of fiscal 2bitluded the bookings of our newly acqui
NetHawk.

As mentioned earlier, during the second quartdisoél 2010, we reached a $6.3 million deal wittiee-1 European operator for our AXS-
200/635 triple-play tester. We did not have sucloater in the same period this year but we receavéallow-on order in excess of 6 milli
from that same customer in the first quarter afdi2011.

Geographic distribution

In the second quarter of fiscal 2010 and 2011,sstdethe Americas, Europe, Middle-East and AfriEMEA) and AsiaPacific (APAC
respectively accounted for 52%, 29% and 19% ofss&ler the six months ended February 28, 2011s salthe Americas, Europe, Middigas
and Africa (EMEA) and Asi&acific (APAC) respectively accounted for 52%, 3@¥%d 18% of sales, compared to 55%, 27% and
respectively for the same period last year.

Customer concentration

We sell our products to a broad range of custoniiecjding network service providers, network egqugnt manufacturers, wireless opere
and cable TV operators. In the second quartersoafi2011, no customer accounted for more than di08ar sales, and our top three custor
accounted for 17.9% of our sales. In the corresipgnpleriod last year, no customer accounted forentisan 10% of our sales, and our top t
customers accounted for 14.5% of our sales. Fosithenonths ended February 28, 2011, no customesusated for more than 10% of «
sales, and our top three customers accounted f684.8f our sales. In the corresponding periodyasir, no customer accounted for more
10% of our sales, and our top three customers ateddor 12.3% of our sales.
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GROSS MARGIN

Gross margin amounted to 61.4% of sales for theethmonths ended February 28, 2011, compared t&®@8the same period last year.
Gross margin reached 61.8% of sales for the falftdf fiscal 2011, compared to 62.8% for the sgmagod last year.

During the second quarter of fiscal 2011, our groasgin improved year-over-year for the followirgasons.

First, the significant increase in sales year-orear (40.0%, exclusive of business combination fordign exchange gains on forw
exchange contracts) resulted in an increase innoanufacturing activities in Canada and China, ahowus to better absorb our fix
manufacturing costs.

In addition, in the second quarter of fiscal 2060r gross margin was negatively affected by th& ghiproduct mix in favor of our copper-
access test solutions. In fact, sales of theseugtsdwhich typically deliver lower margins thanraither test solutions, represented a le
portion of our sales during that period comparethéosame period this year. In addition, in theosdcquarter of fiscal 2010, we had le
orders on which we granted larger volume discowits. did not have such orders in the second quaft®011, thus increasing our gr
margin year-over-year.

Finally, the increase in the value of the Canadialiar compared to the US dollar over the last tgrarhad a positive impact on our g
margin in the second quarter of fiscal 2011, corapao the same period last year; in fact, our piement costs decreased as the Can
dollar strengthened compared to the US dollar, esiacsignificant portion of our raw material puragbssare denominated in US doll;
This allowed us to improve our gross margin corgllyuover the last few quarters, as our raw maltedats of parts purchased in US dollars
measured in Canadian dollars in our financial stat&s.

However, these positive factors were offset in pgrthe following elements.

First, in the second quarter of fiscal 2011, ourrasaty provision increased compared to the sami@gbdast year; this resulted in a nega
impact on our gross margin year-over-year.

In addition, during the second quarter of fiscal ROthere was an unfavorable wireless product mbich resulted in a gross margin below
average for this product line.

Finally, in the second quarter of fiscal 2011, ignificant year-ovegear increase in the average value of the CanatbHar versus the L
dollar resulted in a higher cost of goods sold egped in US dollars in the statement of earnings @ortion of these costs are incurre
Canadian dollars and we report our results in U&do

The decrease in our gross margin in the first bisfiscal 2011, compared to the same period last,y@an be explained by the following fact
First, in the first half of fiscal 2011, our grossrgin was negatively affected by the shift in pretdmix in favor of our coppesecess te
solutions. In fact, sales of these products, whygiically deliver lower margins than our other testutions, represented a larger portion of
sales during that period compared to the same gbéris year.

In addition, in the first half of fiscal 2011, aad mentioned above, our warranty provision incré@senpared to the same period last year
resulted in a negative impact on our gross margarypver-year.

Furthermore, during the first half of fiscal 20there was an unfavorable wireless product mix, Wwhisulted in a gross margin below
average for this product line.
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Finally, in the first half of fiscal 2010, the sifjpant year-overyear increase in the average value of the Canatbfar versus the US doll
resulted in a higher cost of goods sold expressédlS dollars in the statement of earnings, as &qguoof these costs are incurred in Cana
dollars and we report our results in US dollars.

However, these negative factors were offset in ipathe following elements.

First, the significant sales increase year-ouear (42.8%, exclusive of business combination faneign exchange gains on forward exchs
contracts) resulted in an increase in our manufexguactivities in Canada and China, allowing usétter absorb our fixed manufactur
costs.

Finally, the increase in the value of the Canadialiar compared to the US dollar over the last feanths had a positive impact on our g
margin in the first half of fiscal 2011; in factyioprocurement costs decreased as the Canadiam dséngthened compared to the US dolle
a significant portion of our raw material purchaaes denominated in US dollars. This allowed uigniprove our gross margin continually o
the last few quarters, as our raw material costgdfs purchased in US dollars are measured indZamaollars in our financial statements.

Considering the expected sales growth in fiscall2@ie full contribution of newly acquired NetHavthe expected increase in sales of prot
products, the costffective design of our products, our increased ufecturing activities in China and our tight comtom operating cost
we expect our gross margin to continue to impraovthé future. However, our gross margin may flutdiguarter-oveguarter as our sales n
fluctuate. Furthermore, our gross margin can beatinegly affected by increased competitive pricimggsure, customer concentration ar
consolidation, increased obsolescence costs, $hifisstomer and product mix, undassorption of fixed manufacturing costs and inceede
product offerings by other suppliers in our indystinally, any increase in the strength of the &han dollar, compared to the US dollar, |
have a negative impact on our gross margin infi@éal and beyond.

SELLING AND ADMINISTRATIVE EXPENSES

For the three months ended February 28, 2011ngedind administrative expenses were $22.2 millosr80.9% of sales, compared to $.
million, or 31.9% of sales for the same period jgesr.

For the six months ended February 28, 2011, seHimg) administrative expenses were $42.1 millior3®m6% of sales, compared to $-
million, or 33.0% of sales for the same period jgesr.

During the second quarter and the first half ofdis2011, NetHawk, acquired in the third quarte2010, contributed for the whole period:
our selling and administrative expenses, which edulsem to increase year-owgrar. In addition, selling expenses for NetHawkdt¢o be
higher in percentage of sales than the rest obasiness, as its sales cycle is much longer anglesnthan most of our other product lines.

In addition, during the second quarter and the Fedf of fiscal 2011, our sales (excluding tho$@&letHawk) significantly increased compa
to the same periods last year, causing our sedlkpgnses to increase, hamely our commission expense

Furthermore, during the second quarter and theHal of fiscal 2011, considering our goal of betng the leading player in the telecom
and service assurance space, we intensified oas sadd marketing efforts, both domestic and inteynal, which caused our expense
increase year-over-year.

Finally, during the second quarter and the firdf bifiscal 2011, the increase in the average @alfithe Canadian dollar compared to the
dollar had a negative impact on our selling and iathtnative expenses, since a certain portion eé¢hexpenses are denominated in Can
dollars and we report our results in US dollarg] simce these expenses increased year-over-year aales grew.

During the second quarter and the first half ofdis?2011, the significant increase in sales yeargear caused these expenses to signific
decrease as a percentage of sales, as a portilbesef expenses is fixed.
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For fiscal 2011, considering the current value i Canadian dollar compared to the US dollar amdsignificant impact that the rec
acquisition of NetHawk will have on our selling aadministrative expenses, we expect our sellingadrdinistrative expenses to increas
dollars and range between 31% and 33% of salediiion, in fiscal 2011, we expect our commisstapenses to increase as the sales vc
increases. Furthermore, considering our goal obimitg the leading player in the telecom test andice assurance space and to delive
synergies expected from our recent acquisitionplaa to continue intensifying our sales and marigéfforts, both domestic and internatio
which will also cause our expenses to rise. Finallyy increase in the strength of the Canadiaradalhd the euro versus the US dollar w
also cause our selling and administrative expettsigxrease, as a portion of these expenses areéacin Canadian dollars and euros.

RESEARCH AND DEVELOPMENT EXPENSES
Gross research and development expenses

For the three months ended February 28, 2011, gessarch and development expenses reached $1Bo® nor 19.2% of sales, comparec
$9.8 million, or 20.4% of sales for the same petaxd year.

For the six months ended February 28, 2011, gessarch and development expenses amounted torflliab, or 20.0% of sales, compal
to $18.9 million, or 21.4% of sales for the samequklast year.

In the second quarter and the first half of fis2@11, NetHawk, acquired in the third quarter of @0dontributed for the whole periods to
gross research and development expenses, whicteccabem to increase year-owsar. NetHawk tends to incur higher research
development expenses in percentage of sales, cethpapur other product lines, as its productswewee software-intensive.

In addition, during the second quarter and the Fedf of fiscal 2011, we intensified our reseaastd development activities, which resulte
increased gross research and development expemseg these periods compared to the same perigtiydar.

Finally, during the second quarter and the firdf bifiscal 2011, the increase in the average @alfithe Canadian dollar compared to the
dollar had a negative effect on our gross reseanchdevelopment expenses as a large portion of #sgzenses are denominated in Can
dollars and we report our results in US dollarg] since these expenses increased year-over-year.

The decrease in our gross research and develomxrpeanses as a percentage of sales yeary@agris mainly due to the significant increas
sales year-over-year.

Tax credits and grants

We are entitled to tax credits from the Canadiatefal and provincial governments for eligible reshaand development activities condut
in Canada. We are also eligible to grants by a iEintechnology organization on certain research @exkelopment projects conductec
Finland.

For the three months ended February 28, 2011, riedits and grants for research and developmentitiesi were $2.6 million, or 18.7%
gross research and development expenses, compa$dd3t million, or 13.8% of gross research and tigpraent expenses for the same pe
last year.

For the six months ended February 28, 2011, taditsrand grants for research and development tetwvere $4.7 million, or 17.0% of gr
research and development expenses, compared torfiioh, or 14.4% of gross research and developneepenses for the same period
year.

A significant portion of the year-ovemear increase in our tax credits and grants irsdwnd quarter and the first half of fiscal 20ldmpare:
to the same periods last year, comes from newlyieed| NetHawk.
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In addition, in the second quarter and the firdt bffiscal 2011, the year-overear increase of research and development activiti€anadi
where we are entitled to tax credits, resultedchareased tax credits during these periods yearysear.

Finally, during the second quarter and the firdf bifiscal 2011, the increase in the average @alfithe Canadian dollar compared to the
dollar had a positive effect on our tax creditsteey are denominated in Canadian dollars and wertrepr results in US dollars, and since tt
expenses increased year-over-year.

For fiscal 2011, considering the current value i Canadian dollar compared to the US dollar amdsignificant impact that the rec
acquisition of NetHawk will have on our researcll aevelopment expenses, we expect our net resaatchevelopment expenses to incr
in dollars, and range between 17% and 19% of sgiesn our focus on innovation, the addition oftaaire features in our products, our de
to gain market share and our goal to exceed custosegls and expectations. Also, we are increasiagging advantage of talent pools aro
the world, namely through our software developmestters in Pune and Bhubaneswar, India. Finallyimerease in the strength of
Canadian dollar and euro versus the US dollarénuticoming quarters would also cause our net refsegrd development expenses to incrt
as a significant portion of these expenses areiiadun Canadian dollars and euros.

AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the three months ended February 28, 2011, @atioh of property, plant and equipment was $1lilian, compared to $1.3 million for tl
same period last year. For the six months endeduBgp28, 2011, amortization of property, plant @adipment was $3.3 million, compare:
$2.5 million for the same period last year.

The increase in amortization expense during thersequarter and first half of fiscal 2011, compatedhe same periods last year ma
comes from the acquisition of NetHawk in the thipgarter of fiscal 2010, the increase in the averadee of the Canadian dollar versus
US dollar year-over-year as well as the additiangroperty, plant and equipment over the last feartgrs.

AMORTIZATION OF INTANGIBLE ASSETS

For the three months ended February 28, 2011, aaton of intangible assets was $2.4 million, camgal to $1.5 million for the same pet
last year. For the six months ended February 28] 28mortization of intangible assets was $4.9ionillcompared to $3.0 million for the sg
period last year.

The increase in amortization expense during therskquarter and the first half of fiscal 2011, cemgul to the same periods last year mi
comes from the acquisition of NetHawk in the thipgarter of fiscal 2010, the increase in the averadee of the Canadian dollar versus
US dollar year-over-year as well as the additianstangible assets over the last few quarters.

FOREIGN EXCHANGE LOSS

Foreign exchange gains and losses are mainly thdtref the translation of operating activities demnated in currencies other than
Canadian dollar.

For the three months ended February 28, 2011 otleégh exchange loss amounted to $2.4 million coegbéo $1.0 million for the same per
last year.

For the six months ended February 28, 2011, theidorexchange loss amounted to $3.5 million conthb&re$2.0 million for the same peri
last year.
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During the second quarter of fiscal 2011, the vailftighe Canadian dollar increased versus the Ufrjaompared to the previous qual
which resulted in a significant foreign exchangsslauring that period. In fact, the periedd value of the Canadian dollar increased 5.7
CA$0.9714 = US$1.00 in the second quarter of fi2€dll, compared to CA$1.0264 = US$1.00 at the émideoprevious quarter. We also h
to consider that the volume of operations denorethah foreign currency (including balance sheetngg increased year-ovgear, furthe
increasing the foreign exchange loss, compareldeteame period last year.

During the second quarter of fiscal 2010, the valti¢he Canadian dollar increased versus the endotlae British pound compared to
previous quarter, which resulted in a foreign exdealoss of $1.0 million during that period. Intfabe periodend value of the Canadian do
increased 10.3% versus the euro to CA$1.4378 =0€ih.Ghe second quarter of fiscal 2010 compare@GA$1.5853 = €.00 at the end of tl
previous quarter. In addition, it increased 8.2%sue the British pound to CA$1.6041£%£.00 in the second quarter of fiscal 2010, comg
to CA$1.7349 =£1.00 at the end of the previous quarter. The pegiudl value of the Canadian dollar remained flat werthe US doll:
compared to the previous quarter.

During the first half of fiscal 2011, the valuetbe Canadian dollar increased versus the US daltempared to August 31, 2010, which rest
in a significant foreign exchange loss of $3.5 imillduring that period. In fact, the periedd value of the Canadian dollar increased 9.¢
CA$0.9714 = US$1.00 in the second quarter of fi2€dl1l, compared to CA$1.0665 = US$1.00 at the érlaeoprevious year. We also hawv
consider that the volume of operations denomindtedbreign currency (including balance sheet iterimg)eased year-overear furthe
increasing the foreign exchange loss, compareldeteame period last year.

During the first half of fiscal 2010, the valuetbke Canadian dollar increased versus the US ddfiareuro and the British pound, compare
August 31, 2009, which resulted in a foreign exdwatoss of $2.0 million in the first half of fisc2010. In fact, the periodnd value of tk
Canadian dollar increased 4.2% versus the US d@laEA$1.0526 = US$1.00 in the first half of fisc2010, compared to CA$1.096"
US$1.00 at the end of fiscal 2009. It increased®versus the euro to CA$1.4378 = €1.00, comparéziApl.5741 = £.00 at the end of fisc
2009. Finally, it increased 11.5% versus the Bripspund CA$1.6041 £1.00 in the first half of fiscal 2010, compared1A$1.7888 =£1.00 a
the end of fiscal 2009.

Foreign exchange rate fluctuations also flow thtotige P&L line items as a significant portion ofraperating items are denominatet
Canadian dollars, and we report our results in bifacs. Consequently, the significant increasehim average value of the Canadian dolli
the second quarter and the first half of fiscal BOdompared to the same periods last year, resimtadsignificant and negative impact on
financial results. In fact, the average value ef@anadian dollar in the second quarter of fis@l12was CA$0.9978 = US$1.00 ver
CA$1.0509 = US$1.00 for the same period last yegmesenting an increase of 5.3% in the averagee\aflthe Canadian dollar versus the
dollar year-overyear. For the first half of fiscal 2011, the averaglue of the Canadian dollar was CA$1.0093 = UB%%ersus CA$1.0576
US$1.00 for the same period last year, represeatingcrease of 4.8% in the average value of thea@an dollar year-over-year.

We manage our exposure to currency risks with fedwaxchange contracts. In addition, some of ouitiest operating activities a
denominated in US dollars or other currencies, Wwhigther hedges these risks. However, any incr@aske value of the Canadian dol
compared to the US dollar, the euro and the Brijtistind, would have a negative impact on our opggagsults.

INCOME TAXES

For the three months ended February 28, 2011,rmamnie tax expense totaled $2.7 million compareBilt8 million for the same period |
year.

For the six months ended February 28, 2011, ounirectax expense totaled $5.5 million compared td $#llion for the same period last ye
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For the three months ended February 28, 2011, werted income tax expenses of $2.7 million agarnings before income taxes of §
million, for an effective income tax rate of 62.0Far the six months ended February 28, 2011, wertegh income tax expenses of $5.5 mil
on earnings before income taxes of $8.3 million, foredfective income tax rate of 66.3%. Our combi@athadian and provincial statutory
rate is 29%. This situation mainly results from faet that a significant portion of our foreign &amge loss is created by the translatic
financial statements of our foreign integrated glibses, and is therefore nateductible. In addition, we continue to maintairvaduatior
allowance for some of our subsidiaries at losswachave some non-deductible expenses, such aslsasekl compensation costs. Othery
the actual tax rate would have been closer tottitatsry tax rate.

For the three months ended February 28, 2010, pertedl income tax expenses of $1.3 million aarnings before income taxes of §
million, for an effective income tax rate of 83.5Far the six months ended February 28, 2010, wertegh income tax expenses of $2.4 mil
on earnings before income taxes of $2.4 million, foreéfective income tax rate of 98.9%. Our combi@athadian and provincial statutory
rate is 30%. This situation mainly results from fhet that we continue to maintain a valuation\aoace for some of our subsidiaries at
and we have some non-deductible expenses, sudbcksbgised compensation costs. In addition, a signifiparntion of our foreign exchan
loss is created by the translation of financiatestents of our foreign integrated subsidiaries, anttherefore nomleductible. Otherwise, t
actual tax rate would have been closer to the tetgttiax rate for all reporting periods.

Please refer to note 12 to our interim consolidfitezhcial statements for a full reconciliationtbhé income tax provision.

RESULTS OF DISCONTINUED OPERATIONS (formerly the Li fe Sciences and Industrial Division)

On October 1, 2010, we completed the sale of ofg ciences and Industrial Division, which conttémlione month to our results of the 1
guarter and the first half of fiscal 2011, compar@dhe whole periods in fiscal 2010. That Divisi@sults from operations for the first qua
of fiscal 2011 as well as the second quarter aeditht half of fiscal 2010 were included in netr@ags from discontinued operations, al
with the gain on the sale of the Division. Thergeveo activities from discontinued operations ie second quarter of fiscal 2011.

SALES

For the first half of fiscal 2011, sales of theadistinued operations (ormaenth contribution) amounted to $2.0 million. Theyached $6
million and $11.4 million for the second quartedahe first half of fiscal 2010, respectively (fabntribution).

NET EARNINGS

During the first half of fiscal 2011, we reportedtrearnings from discontinued operations of $12iiam. Net earnings from discontinu
operations in the first half of fiscal 2011 includa gain on disposal of discontinued operation$1&.2 million and $264,000 in stodase:

compensation costs. During the second quartertanfrst half of fiscal 2010, net earnings fromadistinued operations amounted to $898
and $1.5 million, respectively. There were no atiéig in the second quarter of fiscal 2011.
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LIQUIDITY AND CAPITAL RESOURCES
Cash requirements and capital resources (from continuing operations)

As at February 28, 2011, cash and shemt investments totalled $73.6 million, while aworking capital was at $145.3 million. Our cash
shortterm investments increased $23.0 million in theosdoquarter of fiscal 2011, compared to the previguarter, mainly due to cash flc
provided by operating activities of $20.7 milliomdaan unrealized foreign exchange gain on our eagh shorterm investments of $Z
million. This unrealized foreign exchange gain fesifrom the translation, in US dollars, of ourn@dian-dollar-denominated cash and short-
term investments and was included in the accunulilaiieer comprehensive income in the balance sheet.

Our short-term investments consist of commercigiepaand banker acceptances issued by eleven (miaefaugust 31, 2010) higtredir
quality corporations and trusts; therefore, we @ersthe risk of norperformance of these financial instruments to imitéid. None of the:
debt instruments are expected to be affected hynifisant liquidity risk. For the purposes of managing our cash positiorhave establishe
a cash management policy, which we follow and nwnin a regular basis. Our shtetm investments will be used for working capitat
other general corporate purposes, including theangimg cash payment and any payment for the castingent consideration related to
recent acquisition of NetHawk, any other poterdiajuisition, as well as our share repurchase pnogra

We believe that our cash balances and sieont-investments will be sufficient to meet ounlidjty and capital requirements for the foresee
future, including the maximum cash contingent cdesition of 8.7 million (US$12.0 million) that may become palgaln conjunction wit
the acquisition of NetHawk if sales objectives laret, the payment of our lortgrm debt, as well as the effect of our normal setissuer bir
In addition to these assets, we have unused alailetes of credit totaling $14.1 million for worlg capital and other general corpo
purposes and unused lines of credit of $17.9 milfior foreign currency exposure related to forwarthange contracts. However, pos:
operating losses and/or possible investments iacquisitions of complementary businesses, prodoictschnologies may require additic
financing. There can be no assurance that additidelat or equity financing will be available wheequired or, if available, that it can
secured on satisfactory terms.

Sources and uses of cash

We finance our operations and meet our capital mdipgre requirements mainly through cash flows froperating activities, the use of
cash and short-term investments as well as tharisguof subordinate voting shares.

Operating activities (including discontinued operations)

Cash flows provided by operating activities wer®.$2million for the three months ended FebruaryZt8,1, compared to $5.0 million for -
same period last year.

Cash flows provided by operating activities wer&.81million for the six months ended February 2812, compared to $2.3 million for 1
same period last year.

Cash flows provided by operating activities in #erond quarter of fiscal 2011 were attributabléhéonet earnings after items not affec
cash of $13.2 million, and the positive net chaimgeon-cash operating items of $7.5 million; this was nattue to the positive effect on c:
of the decrease of $9.1 million in our accountenaable (timing of sales) and the increase of $illion in our accounts payable and acct
liabilities and other liabilities due to timing pluirchases and payments during the quarter. Thestvpoeffects on cash were offset in par
the increase of $2.2 million in our income taxed &ax credits recoverable (mainly tax credits edrdering the quarter and not yet recove
and the increase of $2.1 million in our inventori@ssustain increased sales activities.
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Cash flows provided by operating activities in #$erond quarter of fiscal 2010 were mainly attriblgato the net earnings after items
affecting cash of $10.1 million, offset in part the negative net change in noash operating items of $5.1 million; this was rhatfue to th
negative effect on cash of the increase of $5.liamiin our accounts receivable (increase and tnohsales), the increase of $1.9 milliol
our income taxes and tax credits recoverable (naax credits earned during the quarter and notg@ivered), and the increase of $762,01
our inventories, to sustain increased sales aetiviHowever, accounts payable and accrued lissilincreased $2.6 million due to timing
purchases and payments during the quarter.

Cash flows provided by operating activities in flvst half of fiscal 2011 were mainly attributaktie the net earnings after items not affec
cash of $18.9 million, offset in part by the negathet change in notash operating items of $767,000; this was mainly t the negati
effect on cash of the increase of $3.2 million im mcome taxes and tax credits recoverable (maaxycredits earned during the period anc
yet recovered) and the increase of $3.5 millionun inventories, to sustain increased sales aetviThese negative effects on cash were «
in part by the decrease of $4.6 million in our agus receivable (timing of sales) and the increzs®2.0 million in our accounts payable i
accrued liabilities and other liabilities, due itming of purchases and payments during the period.

Cash flows provided by operating activities in fhist half of fiscal 2010 were mainly attributatiie the net earnings after items not affec
cash of $15.0 million, offset by the negative nedmge in noreash operating items of $12.7 million; this wasmhadue to the negative effe
on cash of the increase of $9.3 million in our arde receivable (increase and timing of sales)jrtbeease of $3.4 million in our income ta
and tax credits recoverable (mainly tax creditsedrduring the quarter and not yet recovered)intrease of $3.1 million in our inventories
sustain increased sales activities and the increb$615,000 in prepaid expenses (IT maintenaridejvever, accounts payable and acc
liabilities increased $3.7 million due to timing mlirchases and payments during the quarter.

Investing activities (including discontinued operations)

Cash flows used by investing activities were $2@illion for the three months ended February 28,12@bmpared to cash flows providec
$1.8 million for the same period last year.

Cash flows used by investing activities were $I6illion for the six months ended February 28, 20ddmpared to cash flows provided of §
million for the same period last year.

In the second quarter of fiscal 2011, we acquired ¢f disposal) $18.5 million worth of shderm investments and we paid $1.3 million for
purchase of capital assets and $111,000 in rel&itime acquisition of NetHawk.

For the corresponding period last year, we dispgeetiof acquisitions) of $3.3 million worth of gitderm investments but paid $1.5 mill
for the purchase of capital assets.

In the first half of fiscal 2011, we acquired (oédisposal) $35.0 million worth of shaierm investments and we paid $3.3 million for
purchase of capital assets and $243,000 in relatioie acquisition of NetHawk. However, we recdivg22.1 million from the disposal
discontinued operations.

For the corresponding period last year, we dispgaetiof acquisitions) of $5.7 million worth of gftderm investments but paid $2.8 mill
for the purchase of capital assets.

Financing activities (including discontinued operations)

Cash flows provided by financing activities were23®00 for the three months ended February 28, ,28dpared to $127,000 for the s:
period last year.

Cash flows provided by financing activities wereB8®00 for the six months ended February 28, 28aipared to $113,000 for the st
period last year.

In the second quarter of fiscal 2011, we receive@ $illion from the exercise of stock options Imade a repayment of $296,000 of our long-
term debt.
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In the first half of fiscal 2011, we received $idlion from the exercise of stock options but madeepayment of $296,000 of our lotegs
debt.

During the second quarter and the first half ofdis2010, cash flows provided by financing actestivere due to the exercise of stock options.

FORWARD EXCHANGE CONTRACTS

We utilize forward exchange contracts to manage fougign currency exposure. Our policy is not tdlize¢ those derivative financi
instruments for trading or speculative purposes.

Our forward exchange contracts, which are usedetigé anticipated US-dollaienominated sales, qualify for hedge accountingretiore
realized foreign exchange translation gains ansel®®n these contracts are recognized as an adjusbinthe revenues when the correspor
sales are recorded.

As at February 28, 2011, we held forward excharmggracts to sell US dollars at various forward satehich are summarized as follows:

Weighted averags

Contractual contractual
Expiry dates amounts forward rates
March 2011 to August 201 $ 13,500,00 1.090¢
September 2011 to August 20 20,400,00 1.080:
September 2012 to January 2( 1,500,001 1.072:
Total $ 35,400,00 1.083¢

The carrying amount of forward exchange contrextsqual to fair value, which is based on the amatimthich they could be settled base:
estimated current market rates.The fair value ofiéod exchange contracts amounted to net gain®7,$00 as at August 31, 2010 and
million as at February 28, 2011, following the iease in the value of the Canadian dollar compardtie US dollar during the quarter. -
period-end exchange rate was CA$0.9714 = US$K@@ Bebruary 28, 2011.

CONTINGENCY

On November 27, 2001, a class action suit was fitethe United States District Court for the SouthBistrict of New York against EXF
four of the underwriters of our Initial Public Offeg and some of our executive officers pursuarth® Securities Exchange Act of 1934
Rule 10b-5 promulgated thereunder and Sectiond2hnd 16 of the Securities Act of 1933. This ckastion alleges that EXF®'registratio
statement and prospectus filed with the Securiied Exchange Commission on June 29, 2000, contaimetgrial misrepresentatic
and/or omissions resulting from (i) the underwstatlegedly soliciting and receiving additionalcegsive and undisclosed commissions
certain investors in exchange for which they altedamaterial portions of the shares issued in cctiore with EXFO's Initial Public Offering
and (ii) the underwriters allegedly entering ingreements with customers whereby shares issuedrninection with EXFQ8 Initial Public
Offering would be allocated to those customersxchange for which customers agreed to purchasdiadali amounts of shares in the after-
market at predetermined prices.
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On April 19, 2002, the plaintiffs fled an amendeaimplaint containing master allegations againsofalhe defendants in all of the 310 ci
included in this class action and also filed an aseel complaint containing allegations specificdorfof EXFO's underwriters, EXFO and t
of our executive officers. In addition to the ak¢igns mentioned above, the amended complaintesdl¢igat the underwriters (i) used tl
analysts to manipulate the stock market; andriplemented schemes that allowed issuer insideseltatheir shares rapidly after an ini
public offering and benefit from high market pricds concerns EXFO and our two executive officerparticular, the amended compl;
alleges that (i) EXFQ registration statement was materially false arsfieading because it failed to disclose the add#ficommissions al
compensation to be received by underwriters; lfi€) two named executive officers learned of or exHlly disregarded the alleged miscon
of the underwriters; (iii) the two named executoficers had motive and opportunity to engage Iegdd wrongful conduct due to persc
holdings of EXFO$ stock and the fact that an alleged artificiatiffaited stock price could be used as currency dquisitions; and (iv) the tv
named executive officers, by virtue of their pasig with EXFO, controlled it and the contents af tegistration statement and had the al
to prevent its issuance or cause it to be corredted plaintiffs in this suit seek an unspecifiedoaint for damages suffered.

In July 2002, the issuers filed a motion to disntigsplaintiffs’amended complaint and a decision was rendered lmu&y 19, 2003. Only ol
of the claims against EXFO was dismissed. On Oc¢tB8p2002, the claims against its officers wereribsed, without prejudice, pursuant to
terms of Reservation of Rights and Tolling Agreetaeantered into with the plaintiffs (the “Tollinggkeements”) Subsequent addenda to
Tolling Agreements extended the tolling period thgb August 27, 2010.

In June 2004, an agreement of partial settlemerst sudbmitted to the court for preliminary approvethe proposed partial settlement
between the plaintiffs, the issuer defendants éndbnsolidated actions, the issuer officers anectirs named as defendants, and the issuer
insurance companies. The court granted the predimiapproval motion on February 15, 2005, subjeaertain modifications. On August
2005, the court issued a preliminary order furtiygproving the modifications to the settlement aedifying the settlement classes. The ¢
also appointed the notice administrator for thélexment and ordered that notice of the settlemerdistributed to all settlement class mem

by January 15, 2006. The settlement fairness hgadourred on April 24, 2006, and the court resgecision at that time.

While the partial settlement was pending approtta, plaintiffs continued to litigate against thedenwriter defendants. The district cc
directed that the litigation proceed within a numbg“focus casestather than in all of the 310 cases that have kearolidated. EXFO's ce
is not one of these focus cases. On October 131, 20@ district court certified the focus casesckass actions. The underwriter defend
appealed that ruling, and on December 5, 2006, Goeirt of Appeals for the Second Circuit reverse@ fttistrict courts clas
certification decision.

On April 6, 2007, the Second Circuit denied theirglfis’ petition for rehearing of that decision and, on M&y 2007, the Second Circ
denied the plaintiffs’ petition for rehearirg banc . In light of the Second Circug’opinion, liaison counsel for all issuer defendatcluding
EXFO, informed the court that this settlement cdnm® approved, because the defined settlement, dilssthe litigation class, cannot
certified. On June 25, 2007, the district coureead an order terminating the settlement agreer@anAugust 14, 2007, the plaintiffs filed tr
second consolidated amended class action compkgainst the focus cases and, on September 27, agaih moved for class certificati
On November 12, 2007, certain defendants in thedfamses moved to dismiss the second consolidatedded class action complaints.
March 26, 2008, the district court denied the mmido dismiss, except as to Section 11 claims daise those plaintiffs who sold th
securities for a price in excess of the initialeofiig price and those who purchased outside optaeiously certified class period. Briefing
the class certification motion was completed in N2@@8. That motion was withdrawn without prejudiceOctober 10, 2008.
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On April 2, 2009, a stipulation and agreement dfle@ent between the plaintiffs, issuer defendamid underwriter defendants was subm
to the Court for preliminary approval. The Couraigted the plaintiffsmotion for preliminary approval and preliminarilgrtified the settleme
classes on June 10, 2009. The settlement fairrezsénly was held on September 10, 2009. On Octob20@, the Court entered an opir
granting final approval to the settlement and dirgc that the Clerk of the Court close these adtio®n August 26, 2010, ba:
on the expiration of the tolling period stated l tTolling Agreements, the plaintiffs filed a Naiof Termination of Tolling Agreement &
Recommencement of Litigation against the two naeseztutive officers. The plaintiffs stated to theu@ahat they do not intend to take
further action against the named executive offigarthis time. Appeals of the opinion granting fiapproval have been filed. Given that
settlement remains subject to appeal as of thealassuance of these financial statements, thmate outcome of the contingency is uncer
However, basedn the settlement approved on October 6, 2009tt@ndelated insurance against such claims, we tiatermined the impact
our financial position and results of operationgtand for the three and six months ended Feb2&r2011 to be immaterial.

SHARE CAPITAL AND STOCK-BASED COMPENSATION PLANS

Share capital

As at March 31, 2011, EXFO had 31,643,000 multigéng shares outstanding, entitling to 10 votesheand 28,523,497 subordinate vo
shares outstanding. The multiple voting sharesthadsubordinate voting shares are unlimited asitober and without par value. During
second quarter of fiscal 2011, 5 million multipleting shares were converted into 5 million subaatinvoting shares.

OFF-BALANCE SHEET ARRANGEMENTS

As at February 28, 2011, our dflance sheet arrangements consisted of letteguafantee amounting to $7.3 million; these letiaf
guarantee expire at various dates through fisca¥ 2Brom this amount, we had $0.7 million worthletters of guarantee for our own sell
and purchasing requirements, which were for thetrpast reserved from one of our lines of crediteTiemainder, in the amount of $
million, was used to secure our line of credit INYC(Chinese currency) of $4 million. This line afedit was unused as at February 28, 2011.

VARIABLE INTEREST ENTITY

As of February 28, 2011, we did not have intergstmny variable interest entities.

RISKS AND UNCERTAINTIES

Over the past several years, we have managed simdss in a difficult environment; focused on reskeand development programs for 1
and innovative solutions aimed at expected growitkpts in our sector; continued the developmemunfdomestic and international mark
and made strategic acquisitions. However, we operaa highly competitive and complex sector tlsaini constant evolution and, as a re
we encounter various risks and uncertainties thedtine given appropriate consideration in our sgiatmanagement plans and policies.

While strategic acquisitions, like the recent asgign of NetHawk, those we have made in the past possibly others in the future,
essential to our longerm growth, they also expose us to certain rigid @ncertainties related to the rapid and effeciidegration of thes
businesses, their products, technologies and peet@s well as key personnel retention. Finallyedgnation of NetHawk will continue
require the dedication of management resourceghahay detract their attention from our day-to-taginess and operations.
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In addition, we are exposed to currency risks duthé export of our products manufactured in Can&déna and Finland; the large majo
of these sales are denominated in US dollars armsetlihese risks are partially hedged by operatxpgenses denominated in US dollars
euros, the purchase of raw materials in US do#Haraell as forward exchange contracts. Any decrigatbee value of the US dollar compare
the Canadian dollar and the euro in the coming howould negatively affect our results of operadion

Also, our business is subject to the effects ofeggineconomic conditions in North America and tlgloout the world and, more particula
market conditions in the telecommunications induskn the past, our operating results were advgraéfected by reduced telecom cay
spending in North America, Europe and Asia and ttfiauorable general economic conditions. In paréicusales to network service provic
in North America were significantly and adverselyeated by a downturn in 2001 in the telecommundre industry and by the glol
economic recession in 2009. These recession andtdowaffected our key geographic regions or matKet the event of another recessio
slowdown in key geographic regions or markets, vey mxperience a material adverse impact on ounbsasj operating results and finar
conditions.

Furthermore, risks and uncertainties related tagfecommunications test and service assurancetiydimvolve the rapid development of r
products that may have short life cycles and regektensive research and development; the diffia@fladequately predicting market size
trends; the difficulty of retaining highly skilleeimployees; and the ability to quickly adapt ourt@sicture to changing market condition
order to achieve profitability.

Also, given our strategic goals for growth and cefitjve positioning in our industry, we are contiusly expanding into international mark
which requires certain actions, such as the omeraif our manufacturing facilities in China andta@fre development centers in India. 1
exposes us to certain risks and uncertainties, lyacteanges in local laws and regulations, multigehnological standards, protec
legislation, pricing pressure, cultural differenessl the management of operations in China ané.ndi

The economic environment of our industry could akssult in some of our customers experiencingadliffies, which, consequently, could h

a negative effect on our results, especially irmterof future sales and recoverability of accoumtseivable. However, the sectorial
geographic diversity of our customer base provigewith a reasonable level of protection in thigaarFinally, other financial instrumer
which potentially subject us to credit risks, camgnainly of cash, short-term investments and fodwexchange contracts. Our shtatrr
investments consist of debt instruments issuedigiy-¢redit quality corporations and trusts. Our casth fanward exchange contracts are |
with or issued by high-credit quality financial fitstions; therefore, we consider the risk of na@rfprmance on these instruments to be limited.

We depend on a limited number of suppliers for safthe parts used to manufacture our productsvfich alternative sources may nof
readily available. In addition, all our orders akaced through individual purchase orders and,efbee, our suppliers may experie
difficulties, delays or stop supplying parts to atsany time. The reliance on a single source oitdennumber of suppliers could resul
increased costs, delivery problems and reducedalamter product pricing and quality. Any interrigot or delay in the supply of any of th:
parts could significantly harm our ability to mestheduled product deliveries to our customers aube us to lose sales. Furthermore
process of qualifying a new manufacturer for cormparts designed to our specifications, such aptical, electronic or mechanical part:
lengthy and would consume a substantial amounitraf bf our technical personnel and managementelfwere required to change a supj
in a short period of time, our business would [sufited. In addition, we may be unsuccessful intifigng a new supplier capable of mee!
and willing to meet our needs on terms that we @dinld acceptable.

For a more complete understanding of risk factbeg may affect us, please refer to the risk factmisforth in our disclosure docume
published with securities commissions at www.EXFn¢ or at www.sedar.com in Canada or www.seceginar.shtml in the U.S .
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NON-GAAP FINANCIAL MEASURES

We provide nonsAAP financial measures (EBITDA*, adjusted EBITDANd sales, excluding gains/losses on forward exgghaontracts ar
sales of recently acquired businesses) as supptamieformation regarding our operational performanWe use these measures for
purposes of evaluating our historical and prospecfinancial performance, as well as our perfornearglative to our competitors. Thu
measures also help us to plan and forecast futnieds as well as to make operational and strawggisions. We believe that providing
information to our investors, in addition to the BR measures, allows them to see the comgamgsults through the eyes of manager
and to better understand our historical and fufimancial performance.

The presentation of this additional informatiomist prepared in accordance with GAAP. Therefore, ittiormation may not necessarily
comparable to that of other companies and shoulcbhsidered as a supplement to, not a substitutehfe corresponding measures calcul
in accordance with GAAP.

* EBITDA is defined as net earnings before inter@stpme taxes, amortization of property, plant agdigment and amortization
intangible assets. Adjusted EBITDA represents EBATEXcluding the gain from the disposal of disconéd operation:

The following tables summarize the reconciliatichEBITDA and adjusted EBITDA to GAAP net earningsdeadditional information,
thousands of US dollars:
EBITDA and adjusted EBITDA (including discontinued operations)

Three months Six months  Three months Six months

ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010

GAAP net earnings for the peri $ 1,65: $ 15,72¢  $ 1,15¢ $ 1,48¢
Add (deduct)
Amortization of property, plant and equipm

Continuing operation 1,62¢ 3,30( 1,274 2,53

Discontinued operatior - 14 38 71
Amortization of intangible asse

Continuing operation 2,36 4,93: 1,492 2,952

Discontinued operatior - 4 10 19
Interest expens

Continuing operation 8 72 76 11¢€
Income taxe:

Continuing operation 2,69 5,50: 1,29¢ 2,421

Discontinued operations — 201 36¢ 49C
EBITDA for the perioc 8,351 29,75 5,712 10,09:
Gain on disposal of discontinued operations — (13,217) — —
Adjusted EBITDA for the period $ 8,351 $ 16,53¢ $ 571z $ 10,09:
Adjusted EDITDA in percentage of sal 11.€% 11.8% 10.€% 10.1%
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Additional information

Sales from continued operatic
Sales from discontinued operations

Total sales

Three months  Six months  Three months  Six months
ended ended ended ended
February 28, February 28, February 28, February 28,
2011 2011 2010 2010
$ 72,04¢ $ 137,69¢ $ 4795, $ 88,24:

- 1,991 6,15¢ 11,427
$ 72,04¢ $ 139,69( $ 54,11( $ 99,67(
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