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About Digital Dispatch 

Digital Dispatch Systems Inc. (TSX: DD) is a global provider of wireless mobile 
data solutions for remote or location-based productivity improvement in vehicle 
fleet and workforce management.

Founded in 1987, we have an installed base of approximately 75,000 wireless 
mobile data devices and nearly 200 wireless data systems in four continents.

We support customers from our offices in Canada, the United States, 
Singapore, Sweden and the United Kingdom.

We offer products and services to manage vehicle fleets and mobile 
workforces, including dispatch software, wireless communication 
infrastructure and a range of in-vehicle mobile devices.  

Our customers include many of the largest taxi companies in North America 
and the world, and the largest automobile association in North America.

We also provide solutions for transit/paratransit, emergency services, black 
car, roadside assistance, airport shuttle, and vehicle location and tracking 
markets.

Customers can chose from our end-to-end solutions or combine our devices 
and infrastructure with their existing applications. We also offer Internet-
based wireless solutions for smaller workforces.   

Our innovative mobile data solutions give our customers the edge they need 
to optimize their operations and stay ahead of the competition.
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Fellow Shareholders,
While we are disappointed that revenues for the first quarter of 2007 were lower than the same period 
in the prior year due to the timing of execution of potential customer contracts in conjunction with 
lower sales experienced during the period, we remain excited about our future prospects for the 
remainder of 2007. 

Digital Dispatch has been primarily targeting the large taxi fleet market in North America and Europe 
and is the dominant player in this lucrative market segment having signed the majority of the available 
customers. However, we have recently realized that not only is this large taxi fleet market segment 
finite in terms of potential available customers, it became evident during 2006 that the overwhelming 
majority of these large taxi fleet companies have already purchased and are currently using an 
automated dispatch and mobile ecommerce system resulting in this market segment being saturated.

Our significant large taxi fleet customer base provides Digital Dispatch with stable recurring revenue 
through system support services and periodic new system upgrade purchases. However, to fuel future 
revenue growth for the company, we need to leverage this strong foundation and drive forward new 
business initiatives that augment our current business to drive increased future shareholder value. We 
reviewed macro market trends with Digital Dispatch’s core strengths and technology solutions which 
identified that our Company is well positioned to capitalize on exciting new business initiatives that 
complement our core business and plant the seeds for future diversified revenue growth. These three 
complementary business initiatives include the following:

Application Service Provider (“ASP”) Business called eFleet with dispatch, automated vehicle 
location (“AVL”) tracking and mobile ecommerce capability which is well above basic telematics 
solutions being currently adopted by the market today.  The eFleet ASP solution is being targeted at 
specific markets which include Towing, Limos and Work trucks. 

In-Vehicle Advertising Offering. This offering consists of transitioning our focus from the driver in the 
front seat to the back seat of the cab offering interactive multimedia content and advertising to 
taxi passengers. 

Mobile credit and debit card transaction processing
 

To implement the new strategic plan, we have assembled a new management team who have the 
broad experience required to take this company to the next stage. As evidenced by the depth of the 
experience of our new executive team, Digital Dispatch now has the bench strength required to drive 
our future success. 

Digital Dispatch continues to pursue acquisition opportunities to complement the new business 
initiatives above. Our balance sheet remains strong with approximately $11 million in cash and short 
term investments with our treasury resources intended to fund our new recurring revenue initiatives and 
potential acquisitions. We are evaluating several acquisition opportunities and will exercise prudence in 
our acquisition criteria to ensure that we capitalize on synergistic opportunities to drive future increased 
shareholder value.   

The Company’s guidance for its 2007 fiscal year provided previously for total revenues of $26 million 
remains unchanged at this time. We remain excited about our long term prospects commencing in 
2007 and have significant opportunities ahead of us. We look forward to earning the confidence of 
shareholders by delivering future results in both our evolving organic growth and acquisition oriented 
initiatives. 

Vari Ghai,
President and Chief Executive Officer  
April 23, 2007

This letter to shareholders accompanies and should be read in conjunction with the Company’s 
Management Discussion and Analysis, including the “Forward-Looking Statements” disclaimer 
contained therein.

Letter to Shareholders 
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Under National Instrument 51-102, Part 4, subsection 4.3(3)(a), if an auditor has not performed a review 
of the interim financial statements, they must be accompanied by a notice indication that financial 
statements have not been reviewed by an auditor.

The accompanying unaudited interim consolidated financial statements of the Company have been 
prepared by management and approved by the Audit Committee of the Board of Directors of the 
Company.

The Company’s independent auditors have not performed a review of these consolidated financial 
statements in accordance with the standards established by the Canadian Institute of Chartered 
Accountants for a review of interim financial statements by an entity’s auditors.

George Reznik
Chief Financial Officer
April 23, 2007

Notice To No Auditor Review
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Management Discussion and Analysis  

This Management Discussion and Analysis (“MD&A”) of Digital Dispatch Systems Inc. (the “Company” 
or “Digital Dispatch”) has been prepared by management as of April 23, 2007, and should be read in 
conjunction with the unaudited consolidated financial statements and related notes thereto of the 
Company for the quarter ended March 31, 2007, which were prepared in accordance with Canadian 
generally accepted accounting principles. 

Forward-Looking Statements
 
This filing contains statements which, to the extent 
that they are not recitations of historical fact, 
may constitute forward-looking information.  Such 
forward-looking statements may include financial 
and other projections as well as statements 
regarding the Company’s future plans, market 
opportunities, objectives, performance, revenues, 
growth, profits, operating expenses or the 
Company’s underlying assumptions.  

Factors that could cause actual events or 
results to differ materially from those suggested 
by these forward-looking statements include, 
but are not limited to: the need to develop, 
integrate and deploy applications to meet 
our customer’s requirements; the possibility 
of development or deployment difficulties or 
delays; the dependence on our customer’s 
satisfaction with Digital Dispatch’s products; 
the timing of entering into significant contracts; 
our customers’ continued commitment to the 
deployment of our solutions; the risks involved in 
developing integrated software and hardware 
solutions and integrating them with third-
party communication and other services; the 
performance of the global economy and growth 
in software industry sales; market acceptance 
of the Company’s products and services; 
customer and industry analyst perception of 
the Company and its technology vision and 
future prospects; the success of certain business 
combinations engaged in by the Company or 
by competitors; political unrest or acts of war; 
possible disruptive effects of organizational or 
personnel changes; technological change, 
new products and standards; risks related to 
acquisitions and international expansion; reliance 
on large customers; concentration of sales; 
international operations and sales; management 
of growth and expansion; dependence upon 
key personnel and hiring; reliance on a limited 
number of suppliers; industry growth; competition; 
intellectual property; product defects and 
product liability; currency exchange rate risk; 
concentration of ownership; and including but 
not limited to other factors described in Digital 
Dispatch’s reports filed on Sedar, including its 
Annual Information Form and financial report for 
the year ended December 31, 2006.  In drawing 
a conclusion or making a forecast or projection 
set out in the forward-looking information, the 

Company takes into account the following 
material factors and assumptions in addition 
to the above factors the Company’s ability to 
execute on its business plan; the acceptance 
of the Company’s products and services 
by its customers; the timing of execution of 
outstanding or potential customer contracts by 
the Company; the sales opportunities available 
to the Company; the Company’s subjective 
assessment of the likelihood of success of a sales 
lead or opportunity; the Company’s historic 
ability to generate sales leads or opportunities; 
and that sales will be completed at or above 
the Company’s estimated margins. This list is not 
exhaustive of the factors that may affect our 
forward-looking information.  These and other 
factors should be considered carefully and 
readers should not place undue reliance on such 
forward-looking information.  

All forward-looking statements made in this filing 
are qualified by this cautionary statement and 
there can be no assurance that actual results 
or developments anticipated by the Company 
will be realized.  The Company disclaims any 
intention or obligation to update or revise 
forward-looking information, whether as a result 
of new information, future events or otherwise.

Statements in this filing about future results, levels 
of activity, performance, goals or achievements 
or other future events constitute forward-looking 
statements. These statements involve known and 
unknown risks, uncertainties and other factors 
that may cause actual results or events to differ 
materially from those anticipated in any forward-
looking statements. These factors include, 
among others, business and economic risks and 
uncertainties, those described in connection with 
the forward-looking statements included herein 
and the risk factors set forth above. 

In some cases, forward-looking statements 
can be identified by the use of words such 
as  “expect,” ”plan,” ”intend,” “anticipate,” 
“believe,” “estimate,” “predict,” “potential” or 
“continue” and statements that an event or 
result “may,” “will,” “should,” “could,” or “might 
occur” or “be achieved”, or “the negative” 
or other variations of these words, or other 
comparable words or phrases.  Forward-looking 
statements are based on estimates and opinions 
of management at the date the statements are 
made.
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Although the Company believes that the expectations reflected in its forward-looking statements 
are reasonable, it cannot guarantee future results, levels of activity, performance or achievements 
or other future events. Moreover, neither the Company nor anyone else assumes responsibility for the 
accuracy and completeness of forward-looking statements. The Company is under no duty to update 
any of its forward-looking statements after the date of this filing. All forward-looking statements in this 
filing are qualified by this cautionary statement and there can be no assurance that actual results 
or developments anticipated by the Company will be realized.  For the reasons set forth above, the 
reader should not place undue reliance on forward-looking statements.

Overall Performance

Company Overview

Digital Dispatch is a global provider of wireless mobile data solutions for productivity improvement in 
vehicle fleet and workforce management.  The Company has been in operation for 20 years, and has 
installed over 75,000 wireless mobile data devices and over 200 wireless data systems in four continents 
with the majority installed in the taxi market.  Digital Dispatch has offices in Canada, the United 
Kingdom, Sweden, India, Singapore and the United States.

Digital Dispatch’s products and services include dispatch software, in-vehicle mobile devices and 
wireless communication infrastructure.  The Company is the worldwide leader in providing wireless 
data capture systems for productivity improvement in the taxi market, and also provides solutions 
for the roadside assistance, transit/para-transit, emergency services, airport shuttle, courier, and 
vehicle location and tracking markets.  Its solutions range from end-to-end data dispatch solutions 
to combinations of its mobile devices and communication infrastructure with other applications. 
The turnkey, end-to-end solutions provide real-time dispatching, vehicle location and tracking, and 
computerized routing and scheduling as well as the wireless communication infrastructure and the 
in-vehicle mobile devices. The Company also provides peripheral products such as printers, in-vehicle 
cameras, bar code scanners and debit and credit card interfaces.

Summary of Quarterly Results

(in $000’s other 
than EPS)

Q2
2005

Q3
2005

Q4
2005

Q1
2006

Q2
2006

Q3
2006

Q4
2006

Q1
2007

Revenue $6,701 $5,865 $9,028 $6,006 $5,489 $6,047 $6,080 $3,856

Gross margin % 51.4% 51.5% 50.8% 52.9% 52.8% 53.2% 48.8% 51.7%

Gross margin $3,445 $3,021 $4,588 $3,176 $2,896 $3,217 $2,966 $1,995

Operating 
expenses $2,663 $2,491 $2,359 $2,525 $2,318 $2,307 $2,752 $2,548

Net income $462 ($236) $1,824 $474 $8 $614 $1,215 ($574)

Earnings per 
common share $0.04 ($0.02) $0.14 $0.04 $0.00 $0.05 $0.10 ($0.05)

The Company’s quarterly financial statements are not reviewed by the Company’s auditor.  The 
quarterly financial statements are the responsibility of management and are reviewed by the 
Company’s audit committee.
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Selected Quarterly Information

Q1 2007 Q4 2006 Q1 2006

Revenue $3,855,690 $6,079,980 $6,006,293

Revenue from outside Canada (%) 82.4% 63.2% 83.4%

Net income ($573,671) $1,214,919 $474,665

Basic earnings per common share ($ 0.05) $ 0.10 $ 0.4

Common shares outstanding (weighted average) 11,863,201 11,863,201 12,532,787

Total assets $28,584,663 $28,737,075 $38,146,593

Total long term financial liabilities Nil Nil Nil

Cash dividends per common share Nil Nil Nil

The majority of the Company’s sales are into export markets, primarily denominated in US dollars. The 
Company’s operations and other expenses are relatively stable from year to year; resulting in significant 
increases in earnings per share after a certain threshold of revenue has been achieved.

Operating results

Q1 2007 Q4 2006 Q1 2006

Revenue 100% 100% 100%

Costs of sales 48.3% 51.2% 41.7%

Gross margin 51.7% 48.8% 52.9%

Operating expenses

  Research and development 24.9% 13.6% 17.1%

  Sales and marketing 23.6% 15.9% 11.1%

  Administration 17.6% 15.7% 13.8%

  Other 5.9% (7.2%) (0.3%)

Total operating expense 72.0% 38.0% 41.7%

Net operating income (20.3%) 10.8% 11.2%

Tax (5.4%) (9.2%) 3.3%

Net earnings (14.9%) 20.0% 7.9%

Total revenues for the three months ended March 31, 2007 decreased over the same period in 
the prior year by 36% to $3.9 million due to the timing of execution of potential customer contracts 
in conjunction with lower sales experienced during the period ended March 31, 2007. Revenue 
attributable to the taxi market declined by $1.7 million with $1.0 million attributable to North American 
and $700,000 for International taxi markets, respectively to the same period in the prior year while non-
taxi orientated market revenue decreased by 43% for the same periods.

Net income decreased from $475,000 for the three months March 31, 2006 to a net loss of $574,000 for 
the three months ended March 31, 2007 due primarily to reduced revenue.  Gross margin declined to 
51.7%  for the three months ended March 31, 2007 from 52.9% in the same period in the prior year while  
exceeding the Company’s target margin of 50%.  

The Company’s operating expenses were $2.5 million for the three months ended March 31, 2006 and 
2007 respectively.  Research and development expenses for the three months ended March 31, 2007 
decreased by $69,000 compared to the same period in the prior year with general and administrative 
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Gross Margin

Gross margin for the current quarter (defined 
as total revenues less cost of sales excluding 
amortization of plant and equipment) was $2.0 
million representing a decrease of 37% from 
$3.2 million for the first quarter of 2006 and a 
33% decrease from the $3.0 million reported for 
the three months ended December 31, 2006. 
This decrease was largely driven by the decline 
in sales in addition to lower staff utilization in 
the three months ended March 31, 2007. Gross 
margin percentage for the three months ended 
March 31, 2007 was 51.7% compared to 52.9% 
for the same period in the prior year and 48.8% 
for the three months ended March 31, 2006. The 
Company’s target gross margin is 50%.

Operating Expenses

Q1 2007 Q4 2006 Q1 2006

Total 
operating 
expenses

$2,548,187 $2,751,990 $2,525,298

% of 
revenue

66.1% 45.3% 42.0%

Operating expenses for the three months ended 
March 31, 2007 and 2006 totaled of $2.5 million 
compared to $2.7 million for the three months 
ended December 31, 2006. An increase of 
sales and marketing expenses of $242,000 was 
offset by a $69,000 decrease in research and 
development as well as a decrease of $150,000 
in general and administrative during the three 
months ended March 31, 2007.  During the three 
months ended December 31 2006, the Company 
recorded a bad debt provisions resulted in the 
General and administrative costs being higher 
than those reported for the three months March 
31, 2006 and 2007, respectively.

expenses decreased by $150,000 for the same 
periods.  These total decreased expenses were 
offset by an increase in sales and marketing 
expenses of $242,000 for the same periods due 
to increased headcount, marketing and travel 
expenses. During the first quarter of 2007, the 
Company experienced a foreign exchange 
loss of $133,000 with the strengthening of the 
Canadian against Swedish and UK foreign-
denominated currencies. 

As at March 31, 2007, the Company had $10.9 
million in cash and short-term investments with 
11,863,201 shares outstanding.

Results of Operations

Revenue

Q1 2007 Q4 2006 Q1 2006

$3,855,690 $6,079,980 $6,006,293

Revenue for the current quarter of 2007 was 
$3.9 million representing a decrease of 36% from 
$6.0 million of the first quarter for 2006 and a 37% 
decrease from $6.1 million for the three months 
ended December 31, 2006. The decrease in 
revenue for the three months ended March 
31, 2007 is primarily attributable to the timing of 
execution of potential customer contracts in 
conjunction with lower sales experienced during 
the period. This resulted in a slowdown of project 
sales and existing sales revenue by $1.4 million 
and $800,000 million respectively compared 
to the first quarter for 2006. Customer service 
revenue for the three months ended March 31, 
2007 was relatively consistent with the same 
period in the prior year. The revenue contributions 
of the respective markets are summarized in the 
following chart:

Q1 2007
$3,856

Taxi - North America

Non-Taxi Markets

Taxi - International

57%
$2,181

66%
$4,008

53%
$3,20125%

$992

16%
$959

18%
$683

18%
$1,113

19%
$1,122

28%
$1,683

Q4 2006
$6,080

Q1 2006
$6,006

(in $000’s)

50%

Q1 2007
$3,856

Q4 2006
$6,080

Q1 2006
$6,006

costs of sales   $1,861 - 48.3%

gross margin   $1,995 - 51.7%

costs of sales   $3,114 - 51.2%

gross margin   $2,966 - 48.8%

costs of sales   $2,831 - 47.1%

gross margin   $3,176 - 52.9%

(in $000’s)
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Research and Development

Q1 2007 Q4 2006 Q1 2006

R&D $959,752 $824,748 $1,028,915

% of 
revenue

24.9% 13.6% 17.1%

The Company has research and development 
groups located in Richmond, B.C. and Gurgaon, 
India with all but two employees based in 
Richmond, BC. The Gurgaon facility was 
closed on March 31, 2007 with all operations 
concentrated in Richmond, BC. The Company’s 
research and development team located in 
Richmond, BC consists of two groups with one 
group focusing on hardware and the second 
group focusing on software.  Substantially all of 
the research and development expenditures 
relate to employee compensation and facilities 
costs. Research and development expenditures 
decreased to $960,000 for the three months 
ended March 31, 2007 from $1.0 million for the 
same period in the prior year due to a decrease 
in headcount and non-labor project expenses.  
Lower research and development expenditures 
for the three months ended December 31, 2006 
were the result of a increased customer funded 
research and development projects during 
this period. Canadian investment tax credits 
(“ITC’s”), which are applied against research 
and development expenses totaled $65,000, 
for the periods ended March 31, 2007 and 2006, 
respectively.  In accordance with its strategic 
plan, the Company intends to continue to 
invest a significant portion of future revenues in 
the enhancement of existing products and the 
development of new products.  

Sales and Marketing

Q1 2007 Q4 2006 Q1 2006

Sales & 
marketing

$910,873 $969,674 $669,000

% of 
revenue

23.6% 15.9% 11.1%

The Company maintains a direct sales force 
with staff in Canada and the UK.  A centralized 
marketing department in Richmond, B.C. 
supports the worldwide sales organization.  
Sales and marketing expenses are made up 
mainly of employee compensation and related 
travel, trade shows, advertising, promotion, 
communication and facilities costs.  Sales and 

marketing costs increased to $911,000 for the 
three months ended March 31, 2007 from 
$669,000 in the same period in the prior year 
due primarily to increased headcount, travel 
and entertainment, and increased investment 
in marketing programs and collateral expenses.  
The decrease in expenses from the three months 
ended December 31, 2006 is a result of reduced 
travel and entertainment expense during this 
period compared to the prior period. The 
Company expects sales and marketing costs to 
continue to increase as it pursues a geographical 
expansion plan and diversification into non-taxi 
vertical markets such as the ASP eFleet product 
line.

General and Administrative

Q1 2007 Q4 2006 Q1 2006

G&A $677,562 $957,568 $827,384

% of 
revenue

17.6% 15.7% 13.8%

General and administrative expenses include 
executive and administrative staff, facilities, 
public company costs, insurance, audit 
and legal fees as well as a number of minor 
administrative costs. General and administrative 
costs decreased to $678,000 for the three months 
ended March 31, 2007 compared to $827,000 in 
the same period in the prior year due to reduced 
bad debt expense and professional fees.  Bad 
debt provisions established at December 31, 
2006 resulted in a significantly higher general 
and administrative cost compared to the three 
months ended March 31, 2007.

Other (Income) and Expense

Q1 2007 Q4 2006 Q1 2006

Other 
(income) 
& expense

$229,935 ($440,738)
	

($22,985)

% of 
revenue

(5.9%) 7.2% 0.3%

The change from the three months ended March 
31, 2007 over the prior periods is attributable 
to foreign exchange and stock compensation 
expense as follows:

Net foreign exchange loss of $133,000 was 
experienced in the three months ended 
March 31, 2007 attributable to the impact 
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of a weakening Swedish Kroners and UK 
Sterling pounds relative to the Canadian 
dollar as compared to a foreign exchange 
gain of $94,000 reported for the same period 
in the prior year. The three months ended 
December 31, 2006 gain is largely the result 
of a net foreign exchange gain of $702,000, 
attributable to the impact of a weakening 
Canadian dollar on assets denominated in 
U.S. dollars and UK Sterling pounds.

Stock compensation expense totaled $75,000 
for the three months ended March 31, 2007 
compared to $37,000 and 38,000 for the 
three months ended December 31, 2006 and 
March 31, 2006, respectively which represents 
the estimated cost to the Company of stock 
options, using the Black-Scholes option-
pricing model factoring in additional options 
granted by the Company during 2007.

Foreign currency risk is the risk to the Company’s 
earnings that arises from fluctuations in foreign 
currency exchange rates, and the degree of 
volatility of these rates while a substantial portion 
of the Company’s sales are derived in United 
States dollars. The Company has not entered 
into foreign exchange contracts to hedge 
against gains or losses from foreign exchange 
fluctuations.

Income Tax	

The Company’s effective tax rate 
for the current quarter was a net 
recovery of (26.8%) as compared 
to the quarter ended March 31, 
2006 rate of 29.5%, which is primarily 
attributable to the Company 
experiencing losses in its operations. 
The Company’s income tax rate for 
the three months ended December 
31, 2006 of (85.7%) is attributable to 
the settlement of a tax reassessment 
with Canadian and US authorities 
resulting in a reversal of previously 
established provisions of $617,000.  
The Company is subject to corporate 
income tax rates in varying 
jurisdictions, ranging principally from 
20% to 34%, and the effective rate in 
any given year or quarter depends 
on the proportion of income or 
losses in each jurisdiction with the 
expected effective tax rate to be 
consistent with that experienced in 
prior years.  

Liquidity and Capital Resources

The Company had total cash of and short-
term investments of $10.9 as of March 31, 2007 
compared to $11.3 million as at December 
31, 2006.  The decrease is attributable to the 
Company’s net operating loss experienced 
during the three months ended March 31, 2007.  
For the three months ended March 31, 2007 cash 
flow from operations was ($468,123) compared 
to $607,125 in the same period in the prior year, 
with the decrease attributable to reduced sales 
volume.

Working capital of $19.7 million for the three 
months ended March 31, 2007 decreased by 
$836,000 from $20.5 million for the same period 
in the prior year.  The decrease in accounts 
receivable of $928,000 is the main item for this 
decrease.

The Company’s cash and short-term 
investments are primarily intended for use in 
the Company’s growth strategy which includes 
acquisitions, geographic expansion and product 
development activities.  The Company believes 
that it will have sufficient resources to carry on 
operations in the short term and the long term 
and to pursue its business plan with its current 
working capital.

Commitments

Payments Due by Period as at January 1, 2007

Contractual 
Obligations

Total < 1
year

1 - 3
years

4 - 5
years

> 5
years

Long Term 
Debt

- - - - -

Capital 
Lease 
Obligations

- - - - -

Operating 
Leases

1,422,511 747,989 642,556 31,966 -

Purchase 
Obligations

758,992 758,992 - - -

Other 
Long Term 
Obligations

- - - - -

Total 
Contractual 
Obligations

2,181,503 1,506,981 642,556 31,966 -
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The Company entered operating leases in the 
normal course of business which are primarily 
attributable to facility leases for its operations. 
The Company also has purchase obligations 
with vendors in the normal course of business.  
The Company does not foresee any liquidity risk 
with these items which will be funded from the 
Company’s working capital in the next twelve 
months.

Off-Balance Sheet Arrangements

The Company has a US$3,299,200 performance/
labor & material payment bond through the 
Economic Development Corporation which 
cost the Company US$85,862 in 2005, which was 
required for a customer project. 

The contract with the New York City Taxi and 
Limousine Commission required the Company 
to pay US$27,520 for a US$250,000 performance 
bond in 2006.  When certain conditions are met, 
the Company will be required to increase the 
performance bond amount to US$500,000 and 
US$1,000,000.

Transactions with Related Parties

The Company leases its head office land 
and building from a company owned by the 
Company’s majority shareholder, under a 
lease expiring in September 2008.  Minimum 
lease payments under the lease total $592,136 
and $457,837 for fiscal years 2007 and 2008 
respectively. 

This lease arose as part of a sale and leaseback 
transaction entered into in 2003, resulting in 
a gain to the Company of $955,381, which 
is amortized over the term of the lease. The 
deferred gain represented by the unamortized 
portion at January 1, 2007 is $334,384 (January 1, 
2006 - $525,460). The payments with respect to 
this lease are based on fair market value and will 
aggregate $592,136 for 2007 (2006   $567,719). 

A director of the Company is a partner in a 
legal firm that is an affiliate of a legal firm that 
provides legal services to the Company and its 
subsidiaries.  The costs of these services were 
$1,927 for the three months ended March 31, 
2007 compared to $12,967 for the same period in 
the prior year.

The Company provides sales and services to a 
customer that is related to a director. The total 
sales and services provided to this customer were 

$88,399 for the three months ended March 31, 
2007 compared to $48,820 for the same period 
in the prior year.  These transactions are in the 
normal course of operations and are measured 
at the exchange amount of consideration 
established and agreed to by the respective 
parties.

Proposed Transactions

As of April 20, 2007, the Board of Directors had 
not committed to proceed with any proposed 
asset or business acquisitions or dispositions. 

Critical Accounting Policies and 
Estimates

The Company’s consolidated financial 
statements are prepared in accordance with 
Canadian generally accepted accounting 
principles, and all dollar amounts are expressed 
in Canadian dollars.  For a complete description 
of the Company’s significant accounting policies, 
please refer to note 2 to the financial statements. 

The Company’s revenues come from three 
primary sources:

Contracts for complete wireless dispatch 
systems
Maintenance and support services related 
thereto
Sales of additional and replacement devices

Contracts for complete wireless dispatch 
systems include multiple deliverables, which 
are separated into discrete units of accounting 
based on the residual method. Revenues from 
installation of system infrastructure are recorded 
using the percentage-of-completion method, 
which results in deferred revenue on the 
balance sheet when services are invoiced and 
payment received in advance of the revenue 
being earned, and unbilled receivables on the 
balance sheet when revenue is earned prior 
to invoicing the customer.  Profit estimates on 
contracts where the percentage-of-completion 
method is applied are revised periodically 
based on changes in circumstances, and losses 
on contracts are recognized immediately.  
Revenues from system devices related to 
contracts for complete wireless dispatch systems 
are recorded when all significant acts have 
been completed, delivery has occurred with 
no substantial risk of return, and collectibility is 
reasonably assured. The Company maintains 
a security interest in systems and devices until 
payment has been received in full.
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Maintenance and support service revenues are 
recognized proportionately over the term of the 
contract in the case of long-term contracts, and 
at the time of performance for other services.  

Revenues from sales of additional and 
replacement devices are recognized once 
delivery has occurred with no substantial risk of 
return and collectibility is reasonably assured.

Allowance for doubtful accounts is established 
for estimated losses that may arise for customers 
unable to make required payments.  The 
following factors are considered when 
determining whether collection is reasonably 
assured: customer credit-worthiness, past 
transaction history with the customer, current 
economic industry trends and changes in 
customer payment terms. If there is no previous 
experience with the customer typically financial 
information is requested from the customer, 
including financial statements, to ensure that the 
customer has the means of making payment. 
If the financial condition of the customer 
deteriorates, the allowance may be increased.

Inventory is valued at the lower of cost and 
estimated net realizable value.  The need for an 
inventory write-down or an accrual for estimated 
losses on inventory purchase commitments 
are based on an assessment of estimated 
market value using assumptions about future 
demand and market conditions.  Reserve 
requirements generally increase as projected 
demand requirements decrease, due to market 
conditions, technological and product life cycle 
changes and longer than previously expected 
usage periods. If market conditions are worse 
than projected, further write-downs of the value 
of inventory or increase accruals for estimated 
losses on inventory purchase commitments may 
occur. 

Future income tax assets are assessed whether 
their realization is more likely than not. If their 
realization is not considered more likely than not 
a valuation allowance is provided. The ultimate 
realization of a
future tax asset is dependent upon the 
generation of future taxable income during the 
periods in which temporary differences become 
deductible.  Projected future taxable income 
and tax planning strategies are considered when 
making the assessment.  When the assessment 
indicates the ability to realize a future tax asset 
changes, the future tax asset may be adjusted 
by way of a charge to income.  

Product warranty costs are accrued to accrued 
liabilities to provide for the repair or replacement 
of defective products.  The accrual is based 
on an assessment of historical experience and 
management’s estimates. If there is a change 
in product quality the accrual is adjusted 
accordingly.  

The Company is committed to royalty payments 
for License agreements based on the sales of 
products using certain technologies.  Royalty 
obligations are determinable in accordance with 
agreement terms.  

Changes in Accounting Policies including Initial 
Adoption

There were no changes in accounting policies in 
the three months ended March 31, 2007.

Recent Canadian Accounting Pronouncements 

The CICA issued four new accounting standards: 
Handbook Section 1530, Comprehensive 
Income (“Section 1530”), Handbook Section 
3855, Financial Instruments - Recognition and 
Measurement (“Section 3855”), Handbook 
Section 3865, Hedges (“Section 3865”) and 
Handbook Section 3862, Financial Instruments 
- Disclosures which become effective for the 
Company for periods beginning on or after 
January 1, 2007. 

Comprehensive income Section 1530 introduces 
Comprehensive income which is comprised of 
Net income and Other comprehensive income 
and represents changes in Shareholders’ equity 
during a period arising from transactions and 
other events with non-owner sources. Other 
Comprehensive Income (“OCI”) includes 
unrealized gains and losses on financial assets 
classified as available-for-sale, unrealized foreign 
currency translation amounts, net of hedging, 
arising from self-sustaining foreign operations, 
and changes in the fair value of the effective 
portion of cash flow hedging instruments. Digital 
Dispatch’s Consolidated Financial Statements 
will include a Consolidated Statement of 
Comprehensive Income and the cumulative 
amount, Accumulated Other Comprehensive 
Income (“AOCI”), will be presented as a 
new category of Shareholders’ equity in the 
Consolidated Balance Sheet.
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Financial instruments - recognition and 
measurement Section 3855 establishes standards 
for recognizing and measuring financial assets, 
financial liabilities and non-financial derivatives. 
It requires that financial assets and financial 
liabilities including derivatives be recognized on 
the balance sheet when the Company becomes 
a party to the contractual provisions of the 
financial instrument or a non-financial derivative 
contract. All financial instruments should be 
measured at fair value on initial recognition 
except for certain related party transactions. 
Measurement in subsequent periods depends 
on whether the financial instrument has been 
classified as held-for-trading, available-for-sale, 
held-to-maturity, loans and receivables, or other 
liabilities. 

Financial assets and financial liabilities held-for-
trading will be measured at fair value with gains 
and losses recognized in Net income. Financial 
assets held-to-maturity, loans and receivables 
and financial liabilities other than those held-for-
trading, will be measured at amortized cost using 
the effective interest method of amortization. 
Available-for-sale financial assets will be 
measured at fair value with unrealized gains and 
losses including changes in foreign exchange 
rates being recognized in OCI. Investments in 
equity instruments classified as available-for-
sale that do not have a quoted market price 
in an active market will be measured at cost. 
Derivative instruments must be recorded on 
the balance sheet at fair value including those 
derivatives that are embedded in financial 
instruments or other contracts but are not 
closely related to the host financial instrument or 
contract, respectively.

Changes in the fair values of derivative 
instruments will be recognized in Net income, 
except for derivatives that are designated as a 
cash flow hedge, the fair value change for which 
will be recognized in OCI.  Section 3855 permits 
an entity to designate any financial instrument 
as held-for-trading on initial recognition or 
adoption of the standard, even if that instrument 
would not otherwise satisfy the definition of 
held-for-trading set out in Section 3855. Other 
significant accounting implications arising on 
adoption of Section 3855 include the initial 
recognition of certain financial guarantees at fair 
value on the balance sheet and the use of the 
effective interest method of amortization for any 
transaction costs or fees, premiums or discounts 
earned or incurred for financial instruments 
measured at amortized cost. 

Hedges Section 3865 specifies the criteria under 
which hedge accounting can be applied and 
how hedge accounting should be executed for 
each of the permitted hedging strategies: fair 
value hedges, cash flow hedges and hedges of a 
foreign currency exposure of a net investment in 
a self-sustaining foreign operation. In a fair value 
hedging relationship, the carrying value of the 
hedged item will be adjusted by gains or losses 
attributable to the hedged risk and recognized 
in Net income. The change in the fair value of 
the hedged item, to the extent that the hedging 
relationship is effective, will be offset by changes 
in the fair value of the hedging derivative. In a 
cash flow hedging relationship, the effective 
portion of the change in the fair value of the 
hedging derivative will be recognized in OCI. 
The ineffective portion will be recognized in Net 
income. The amounts recognized in AOCI will 
be reclassified to Net income in the periods in 
which Net income is affected by the variability in 
the cash flows of the hedged item. In hedging a 
foreign currency exposure of a net investment in 
a self-sustaining foreign operation, the effective 
portion of foreign exchange gains and losses on 
the hedging instruments will be recognized in OCI 
and the ineffective portion is recognized in Net 
income.  

Impact of adopting sections 1530, 3855 and 3865. 
The transition adjustment will be recognized in 
the opening balance of AOCI as at January 1, 
2007, as a result of adjustments, if any, arising 
due to re-measuring financial assets classified as 
available-for-sale.

The Company is currently analyzing the 
requirements of these new standards.

Financial Instruments and Other Instruments

The Company’s use of financial instruments and 
other instruments is limited to highly liquid short 
term investments whose fair values approximate 
their carrying values; lease receivables resulting 
from the sale of certain systems using sales-type 
leases; and trade accounts receivable and 
payable.

Risks associated with financial instruments are 
minimal as they are fixed rate and short term.  
Currently there are no lease receivables resulting 
from sales-type leases. 
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Disclosure of Outstanding Share 
Data

Share capital Issued and 
outstanding

Convertible

200,000,000 
Common shares 
without par value

11,863,201 Non-convertible

50,000,000 
Preferred shares 
without par value

None Non-convertible

As at April 20, 2007, the Company had 
outstanding 689,083 options to acquire common 
shares at prices ranging from $3.00 to $3.75 per 
share.

Disclosure Controls and Procedures 
and Controls Over Financial 
Reporting

Under the supervision and with the participation 
of the Company’s management, including the 
Company’s Chief Executive Officer and Chief 
Financial Officer, the Company evaluated the 
effectiveness of the design and operation of 
its disclosure controls and procedures as of 
December 31, 2006 (the “Evaluation Date”) 
as defined in Multilateral Instrument 52-109 of 
the Canadian Securities Administrators. Based 
upon that evaluation, the Company’s Chief 
Executive Officer and Chief Financial Officer 
concluded that, as of the Evaluation Date, the 
Company’s disclosure controls and procedures 
were effective in timely alerting them to the 
material information relating to the Company (or 
its consolidated subsidiaries) required to included 
in the Company’s periodic SEDAR filings.

Management has designed internal controls 
over financial reporting to provide reasonable 
assurance regarding the reliability of financial 
reporting and the preparation of financial 
statements for external purposes in accordance 
with Canadian GAAP.

Management has concluded that the internal 
controls of the Company have been adequately 
designed.  Management has determined 
that it will assess the need for improvements 
pertaining to the Company’s internal controls, 
if any, including ensuring that the personnel 
implementing its internal controls have 
appropriate skills and training, that checklists are 
used to ensure that internal control processes are 
well defined and adhered to and that its internal 
controls are sufficiently documented regarding 
the review and evidence of operation. 

Changes in Internal Controls

Other than as noted above, there were no 
changes made to the Company’s internal 
controls over financial reporting during the 
period covered by this quarterly report that have 
materially affected, or are reasonably likely to 
materially affect the Company’s internal control 
over financial reporting.

Audit Committee Financial Expert

The Company appointed Erik Dysthe, an 
independent director, as Chairman of the Audit 
Committee.  All members of the Audit Committee 
are independent and meet the qualifications of 
financial expert.  

Code of Business Conduct

In May 2006, the Company adopted a Code of 
Business Conduct.

Additional Information

Additional information related to the Company, 
including the Company’s Annual Information 
Form for the year ended December 31, 2006, is 
available on SEDAR at www.sedar.com.
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		  March  31,	              December  31,	
		  2007        		  2006
		  (Unaudited)		  (Audited)

Assets

Current assets:
Cash and cash equivalents	 $	 6,224,387	 $	 6,712,786
Short-term investments		  4,646,588		  4,381,016
Accounts receivable (note 3)		  6,956,359		  7,627,088
Income taxes receivable		  844,748		  777,629
Future income taxes		  80,636		  81,087
Inventories		  3,989,113		  3,465,262
Prepaid expenses		  318,200		  387,893
Current portion of leases receivable		  899,555		  968,708

		  23,959,586		  24,401,469

Plant and equipment 		  621,747		  491,180

Long-term leases receivable		1  ,732,155		1  ,940,441

Future income taxes		2  ,271,175		1  ,903,985

	 $	 28,584,663	 $	 28,737,075

Liabilities and Shareholders’ Equity

Current liabilities:
Accounts payable and accrued liabilities	 $	 2,476,071	 $	 2,604,899
Future income taxes		  596,699		  521,900
Deferred revenue		  1,010,353		  562,296
Deferred gain		  191,076		  191,076

		4  ,274,199		  3,880,171

Long-term portion of deferred gain		  95,539		14  3,308

Shareholders’ equity:
Share capital (note 4)		  19,764,711		  19,764,711
Contributed surplus		  453,069		  378,069
Retained earnings		  4,893,759		  5,467,430
Cumulative translation adjustments		  (896,614)		  (896,614)

		  24,214,925		  24,713,596

	 $	 28,584,663	 $	 28,737,075

See accompanying notes to consolidated financial statements.

Approved on behalf of the Board:

                                                                    Vari Ghai,Director             Erik Dysthe, Director

Consolidated Balance Sheets

Financial Statements
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		  2007		  2006
		  (Unaudited)	   	 (Unaudited)

Revenue (note 6)	 $	 3,855,690	 $	 6,006,293
Cost of sales		  1,861,068		  2,830,600
		  1,994,622		  3,175,693

Operating expenses:
Research and development		  959,752		1  ,028,915
Sales and marketing		  910,873		  669,000
General and administrative		  677,562		  827,384

		2  ,548,187		2  ,525,299

Earnings before under noted		  (553,565)		  650,394

Other (income) expense:
Amortization of plant and equipment 		  69,490		  80,797
Foreign exchange		  132,622		  (94,289)
Stock compensation		  75,000		  38,276
Other 		  (47,176)		  (47,769)

		  229,936		  (22,985)

Earnings before income taxes		  (783,501)		  673,379

Income taxes:
Current		  (218,657)		  137,558
Future		  8,827		  61,156

		  (209,830)		1  98,714

Net earnings (loss)		  (573,671)		  474,665

Retained earnings, beginning of year		  5,467,430		  11,614,206
Stock repurchase		  -		  (86,618)

Retained earnings, end of period	 $	 4,893,759	 $	 12,002,253

Earnings per common share: (note 5)
Basic	 $	 (0.05)	 $	 0.04
Diluted		  (0.05)		  0.04

See accompanying notes to consolidated financial statements.

Consolidated Statements of Operations and Retained Earnings
Three months ended March 31, 2007 and 2006

Financial Statements


