EXFO Electro-Optical Engineering Inc.

Interim Consolidated Balance Sheet

(in thousands of US dollars)

As at As at
November 30, August 31,
2009 2009
(unaudited)
Assets
Current assets
Cash $ 9,102 $ 10,611
Short-term investments 58,914 59,105
Accounts receivable (note 4)
Trade 28,107 22,946
Other 3,080 2,752
Income taxes and tax credits recoverable 2,961 2,353
Inventories (note 5) 34,370 30,863
Prepaid expenses 2,734 2,043
Future income taxes 6,257 5,538
145,525 136,211
Tax credits recoverable 28,753 26,762
Forward exchange contracts (note 4) 592 428
Property, plant and equipment 19,274 19,100
Intangible assets 16,336 16,859
Goodwill 23,313 22,478
Future income taxes 16,728 18,533
$ 250,521 $ 240,371
Liabilities
Current liabilities
Accounts payable and accrued liabilities (note 6) $ 22,545 $ 21,650
Deferred revenue 6,391 6,481
28,936 28,131
Deferred revenue 4,138 4,195
33,074 32,326
Contingencies (note 7)
Shareholders’ equity
Share capital (note 8) 104,915 104,846
Contributed surplus 18,088 17,758
Retained earnings 44243 43,909
Accumulated other comprehensive income 50,201 41,532
217,447 208,045
$ 250,521 $ 240,371

The accompanying notes are an integral part of these consolidated financial statements.



EXFO Electro-Optical Engineering Inc.

Interim Unaudited Consolidated Statements of Earnings

(in thousands of US dollars, except share and per share data)

Sales

Cost of sales ! (note 5)

Gross margin

Operating expenses

Selling and administrative'”

Net research and development'” (note 9)
Amortization of property, plant and equipment
Amortization of intangible assets

Total operating expenses

Earnings from operations

Interest income (expense)
Foreign exchange gain (loss)

Earnings before income taxes
Income taxes (note 10)

Current
Future

Net earnings for the period

Basic and diluted net earnings per share
Basic weighted average number of shares outstanding (000’s)
Diluted weighted average number of shares outstanding (000°’s) (note 11)
(1) Stock-based compensation costs included in:
Cost of sales

Selling and administrative
Net research and development

Three months ended
November 30,

2009 2008
45,560 $ 46,363
16,438 17,480
29,122 28,883
15,361 17,091

8,273 7,221

1,291 1,159

1,469 1,319
26,394 26,790

2,728 2,093
(42) 466
(1,109) 4,568
1,577 7,127
87 (61)
1,156 1,901
1,243 1,840
334 $ 5,287

0.01 $ 0.08
59,386 67,340
60,122 67,717

41 $ 29
268 201
109 92
418 $ 322

(2) The cost of sales is exclusive of amortization, shown separately.

The accompanying notes are an integral part of these consolidated financial statements.



EXFO Electro-Optical Engineering Inc.
Interim Unaudited Consolidated Statements of Comprehensive Income (Lo0ss)
and Accumulated Other Comprehensive Income

(in thousands of US dollars)

Comprehensive income (loss)
Three months ended
November 30,

2009 2008
Net earnings for the period $ 334 $ 5,287
Foreign currency translation adjustment 7,813 (36,933)
Changes in unrealized losses on short-term investments - 22
Unrealized gains (losses) on forward exchange contracts 1,164 (6,929)
Reclassification of realized gains (losses) on forward exchange contracts in net
earnings 77 (137)
Future income tax effect of the above items (385) 2,190
Comprehensive income (loss) $ 9,003 $ (36,500)

Accumulated other comprehensive income
Three months ended
November 30,

2009 2008
Foreign currency translation adjustment
Cumulative effect of prior periods $ 40,458 $ 51,129
Current period 7,813 (36,933)
48,271 14,196
Unrealized gains (losses) on forward exchange contracts
Cumulative effect of prior periods 1,076 (96)
Current period, net of realized gains (losses) and future income taxes 856 (4,876)
1,932 (4,972)
Unrealized losses on short-term investments
Cumulative effect of prior periods 2) (24)
Current period, net of future income taxes - 22
2 2
Accumulated other comprehensive income $ 50,201 $ 9,222

Total retained earnings and accumulated other comprehensive income amounted to $75,003 and $94,444
as at November 30, 2008 and 2009, respectively.

The accompanying notes are an integral part of these consolidated financial statements.



EXFO Electro-Optical Engineering Inc.

Interim Unaudited Consolidated Statements of Retained Earnings

and Contributed Surplus
(in thousands of US dollars)

Retained earnings

Three months ended
November 30,

2009 2008
Balance — Beginning of the period $ 43,909 $ 60,494
Add
Net earnings for the period 334 5,287
Balance — End of the period $ 44,243 $ 65,781
Contributed surplus

Three months ended
November 30,

2009 2008
Balance — Beginning of the period $ 17,758 $ 5,226
Add (deduct)
Stock-based compensation costs 413 321
Reclassification of stock-based compensation costs to share capital upon exercise

of stock awards (note 8) (86) -

Discount on redemption of share capital (note 8) 3 374
Balance — End of the period $ 18,088 $ 5,921

The accompanying notes are an integral part of these consolidated financial statements.



EXFO Electro-Optical Engineering Inc.

Interim Unaudited Consolidated Statements of Cash Flows

(in thousands of US dollars)

Cash flows from operating activities

Net earnings for the period

Add (deduct) items not affecting cash
Change in discount on short-term investments
Stock-based compensation costs
Amortization
Deferred revenue
Future income taxes

Change in unrealized foreign exchange loss (gain)

Change in non-cash operating items
Accounts receivable
Income taxes and tax credits
Inventories
Prepaid expenses
Accounts payable and accrued liabilities

Cash flows from investing activities
Additions to short-term investments

Proceeds from disposal and maturity of short-term investments

Additions to capital assets ("

Cash flows from financing activities
Redemption of share capital (note 8)
Exercise of stock options

Effect of foreign exchange rate changes on cash
Change in cash
Cash — Beginning of the period

Cash - End of the period

Three months ended
November 30,

2009 2008

$ 334 $ 5,287
2 456

418 322
2,760 2,478
(542) 353
1,156 1,901
770 (3,456)
4,898 7,341
(4,102) (7,325)
(1,505) (696)
(2,351) (367)
(605) (542)
1,030 (1,087)
(2,635) (2,676)
(78,954) (122,100)
81,336 126,605
(1,345) (1,514)
1,037 2,991
(14) (447)

— 26
(14) (421)
103 (367)
(1,509) (473)
10,611 5914
$ 9,102 $ 5,441

(1) As at November 30, 2008 and 2009, unpaid purchases of capital assets amounted to $312 and $147, respectively.

The accompanying notes are an integral part of these consolidated financial statements.
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EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

Interim Financial Information

The financial information as at November 30, 2009, and for the three-month periods ended November 30, 2008 and 2009,
is unaudited. In the opinion of management, all adjustments necessary to present fairly the results of these periods
in accordance with generally accepted accounting principles (GAAP) in Canada have been included. The adjustments made
were of a normal and recurring nature. Interim results may not necessarily be indicative of results anticipated for the
entire year.

These interim consolidated financial statements are prepared in accordance with generally accepted accounting principles
in Canada and use the same accounting policies and methods used in the preparation of the company’s most recent annual
consolidated financial statements, except for changes as described in note 2. However, all disclosures required for annual
financial statements have not been included in these financial statements. Consequently, these interim consolidated
financial statements should be read in conjunction with the company’s most recent annual consolidated financial
statements.

New Accounting Standards and Pronouncements
Adopted in fiscal 2010

In February 2008, the Canadian Institute of Chartered Accountants (CICA) issued Section 3064, “Goodwill and intangible
assets”, which supersedes Section 3062, “Goodwill and Other Intangible Assets” and Section 3450, “Research and
Development Costs”. Various changes have been made to other sections of the CICA Handbook for consistency purposes.
Section 3064 establishes standards for the recognition, measurement, presentation and disclosure of goodwill subsequent to
its initial recognition and of intangible assets by profit-oriented enterprises. Standards concerning goodwill remain
unchanged from the standards included in Section 3062. This new section applies to fiscal years beginning on or after
October 1, 2008. The company adopted this new standard on September 1, 2009, and its adoption had no material effect
on its consolidated financial statements.

In June 2009, the CICA amended section 3862, "Financial Instruments — Disclosures", to include enhanced disclosures
on liquidity risk of financial instruments and new disclosures on fair value measurements of financial instruments.
The amendments apply to fiscal years ending after September 30, 2009, with early adoption permitted. The company
adopted amendments on September 1, 2009, and their adopting had no significant impact on its consolidated financial
statements.

To be adopted after fiscal 2010

In January 2009, the CICA issued Section 1582, “Business Combinations”, which replaces Section 1581, “Business
Combinations”. This new section establishes the standards for the accounting of business combinations and states that all
assets and liabilities of an acquired business will be recorded at fair value. Obligations for contingent consideration and
contingencies will also be recorded at fair value at the acquisition date. The standard also states that acquisition-related
costs will be expensed as incurred and that restructuring charges will be expensed in the periods after the acquisition date.
This standard applies prospectively to business combinations with acquisition dates on or after September 1, 2011; earlier
adoption is permitted.

In January 2009, the CICA issued Section 1601, “Consolidated Financial Statements”, which replaces Section 1600,
“Consolidated Financial Statements”, and establishes the standards for preparing consolidated financial statements. This
new section applies to fiscal years beginning on or after January 1, 2011; earlier adoption is permitted. The company has
not yet determined the impact that adopting this standard will have on its consolidated financial statements.



EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

In January 2009, the CICA issued Section 1602, “Non-controlling Interests”, which establishes standards for the accounting
of non-controlling interests of a subsidiary in the preparation of consolidated financial statements subsequent to a business
combination. This new section applies to fiscal years beginning on or after January 1, 2011; earlier adoption is permitted
as of the beginning of a fiscal year.

Should the company decide to adopt one of these three new sections earlier, it must adopt all three on the same date.

Capital Disclosures
The company is not subject to any external restrictions on its capital.
The company’s objectives when managing capital are:

e To maintain a flexible capital structure, which optimizes the cost of capital at acceptable risk;

e To sustain future development of the company, including research and development activities, market
development and potential acquisitions of complementary businesses or products; and

e To provide the company’s shareholders with an appropriate return on their investment.

The company defines its capital as shareholders’ equity, excluding accumulated other comprehensive income. Accumulated
other comprehensive income’s main components are the cumulative foreign currency translation adjustment, which is the
result of the translation of the company’s consolidated financial statements into US dollars (the reporting currency), as well
as after-tax unrealized gains (losses) on forward exchange contracts.

The capital of the company amounted to $166,513,000 and $167,246,000 as at August 31, 2009 and November 30, 2009,
respectively.

Of the capital, as at November 30, 2009, an amount of $68,016,000 represented cash and short-term investments
($69,716,000 as at August 31, 2009), a portion of which can be considered in excess of the company’s current and expected
needs (except for potential acquisitions of businesses). The company can repurchase shares from the open market via
a normal course issuer bid through the facilities of the Toronto Stock Exchange and the NASDAQ (note 8).

Financial Instruments
Market risk

Currency risk

The principal measurement currency of the company is the Canadian dollar. The company is exposed to a currency risk
as aresult of its export sales of products manufactured in Canada and China, the majority of which are denominated
in US dollars and euros. This risk is partially hedged by forward exchange contracts (US dollars) and certain operating
expenses (US dollars and euros). Forward exchange contracts, which are designated as cash flow hedging instruments,
qualify for hedge accounting.

As at November 30, 2009, the company held contracts to sell US dollars for Canadian dollars at various forward rates,
which are summarized as follows:

Contractual Weighted average contractual
Expiry dates amounts forward rates
(unaudited)
December 2009 to August 2010 $ 24,000 1.1005
September 2010 to August 2011 21,500 1.1047
September 2011 1,000 1.1278

Total $ 46,500 1.1030




EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

The carrying amount of forward exchange contracts is equal to fair value, which is based on the amount at which they could
be settled based on estimated current market rates.The fair value of forward exchange contracts amounted to net gains
of $530,000 as at August 31, 2009 and $2,024,000 as at November 30, 2009.

Based on the portfolio of forward exchange contracts as at November 30, 2009, the company estimates that the portion
of the unrealized gains on these contracts as of that date, which will be realized and reclassified from accumulated other
comprehensive income to net earnings over the next 12 months, amounts to $1,270,000.

As at November 30, 2009, forward exchange contracts, in the amount of $1,312,000, are presented as current assets in other
receivable in the balance sheet, forward exchange contracts, in the amount of $592,000, are presented as long-term assets
in forward exchange contracts in the balance sheet, and forward exchange contracts, in the amount of $42,000,
are presented as current liabilities in the accounts payable and accrued liabilities in the balance sheet (note 6).

The following table summarizes significant financial assets and liabilities that are subject to currency risk
as at November 30, 2009:

Carrying/nominal Carrying/nominal
amount amount
(in thousands of (in thousands
US dollars) of euros)

(unaudited)
Financial Assets

Cash $ 5,570 € 577

Accounts receivable 20,803 2,980
26,373 3,557

Financial Liabilities

Accounts payable and accrued liabilities 7,956 329

Forward exchange contracts 5,900 -
13,856 329

Net exposure $ 12,517 € 3,228

The value of the Canadian dollar compared to the US dollar was CA$1.0574 = US$1.00 as at November 30, 20009.

The value of the Canadian dollar compared to the euro was CA$1.5853 = €1.00 as at November 30, 20009.

The following sensitivity analysis summarizes the effect that a change in the value of the Canadian dollar (compared
to US dollar and euro) on financial assets and liabilities denominated in US dollars and euros would have on net earnings,

net earnings per diluted share and comprehensive income, based on the foreign exchange rates as at November 30, 2009:

e An increase (decrease) of 10% in the period-end value of the Canadian dollar compared to the US dollar would
decrease (increase) net earnings by $1,203,000, or $0.02 per diluted share.

e An increase (decrease) of 10% in the period-end value of the Canadian dollar compared to the euro would
decrease (increase) net earnings by $490,000, or $0.01 per diluted share.

e An increase (decrease) of 10% in the period-end value of the Canadian dollar compared to the US dollar would
increase (decrease) comprehensive income by $2,773,000.



EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

The impact of the change in the value of the Canadian dollar compared to the US dollar and the euro on these financial
assets and liabilities is recorded in the foreign exchange gain or loss line item in the consolidated statements of earnings,
except for outstanding forward contracts, which impact is recorded in other comprehensive income. The change in the value
of the Canadian dollar compared to the US dollar and the euro also impacts the company’s balances of income tax and tax
credits recoverable or payable and future income tax assets and liabilities of its integrated foreign subsidiaries; this may
result in additional and significant foreign exchange gain or loss. However, these assets and liabilities are not considered
financial instruments and are excluded from the sensitivity analysis above. The foreign exchange rate fluctuations also flow
through the statements of earnings line items, as a significant portion of the company’s operating expenses is denominated
in Canadian dollars, and the company reports its results in US dollars; that effect is not reflected in the sensitivity
analysis above.

Interest rate risk

The company is exposed to interest rate risks through its short-term investments. As at November 30, 2009, the company’s
short-term investments, in the amount of $58,914,000, bear interest at rates ranging between 0.2% and 0.6% and mature
between December 2009 and January 2010.

A change of 0.5% in the interest rate of the company’s short-term investments would increase (decrease) net earnings
by $51,000, or $0.00 per diluted share on a quarterly basis.

Due to their short-term maturity of usually three months or less, the company’s short-term investments are not subject
to significant fair value interest rate risk. Accordingly, change in fair value has been nominal to the degree that amortized
cost has historically approximated the fair value. Any change in fair value of the company’s short-term investments, all
of which are classified as available for sale, is recorded in other comprehensive income.

Cash, accounts receivable and accounts payable and accrued liabilities are non-interest-bearing financial assets
and liabilities. Accounts receivable and accounts payable and accrued liabilities are financial instruments whose carrying
value approximates their fair value due to their short-term maturity.

Credit risk

Financial instruments that potentially subject the company to credit risk consist primarily of cash, short-term investments,
accounts receivable and forward exchange contracts (with a positive fair value). As at November 30, 2009, the company’s
short-term investments consist of debt instruments issued by 9 (11 as at August 31, 2009) high-credit quality corporations
and trusts. None of these debt instruments are expected to be affected by a significant liquidity risk, and none of them
represent asset-backed commercial paper. The company’s cash and forward exchange contracts are held with or issued
by high-credit quality financial institutions; therefore, the company considers the risk of non-performance on these
instruments to be limited.

Generally, the company does not require collateral or other security from customers for trade accounts receivable; however,
credit is extended to customers following an evaluation of creditworthiness. In addition, the company performs ongoing
credit reviews of all its customers and establishes an allowance for doubtful accounts receivable when accounts are
determined to be uncollectible. Allowance for doubtful accounts amounted to $1,220,000 and $1,202,000
as at August 31, 2009 and November 30, 2009, respectively and bad debt expense (recovery) amounted to $40,000 and
$(17,000) for the three months ended November 30, 2008 and 2009, respectively.

For the three months ended November 30, 2009, no customer represented more than 10% of consolidated sales.



EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

The following table summarizes the age of trade accounts receivable as at November 30, 2009:

(unaudited)

Current $ 23,293
Past due, 0 to 30 days 3,214
Past due, 31 to 60 days 673
Past due, more than 60 days 2,129
Total accounts receivable 29,309
Allowance for doubtful accounts (1,202)

$ 28,107
Liquidity risk

Liquidity risk is defined as the potential that the company cannot meet its obligations as they become due.
The following table summarizes the contractual maturity of the company’s financial liabilities as at November 30, 2009:

0-12 13-24
months months

(unaudited)

Accounts payable and accrued liabilities $ 22,503 $ -
Forward exchange contracts
Outflow 30,100 16,400
Inflow (31,314) (17,192)
Total $ 21,289 $ (792)

In addition, the company has a share repurchase program that may require additional cash outflows during fiscal 2010 and
2011 (note 8). Also, the company has an outstanding contingent consideration payable upon the acquisition of assets, which
is not fully recorded in the financial statements and may require additional cash outflows in upcoming quarters.

As at November 30, 2009, the company had $68,016,000 in cash and short-term investments and $31,187,000 in accounts
receivable. In addition to these financial assets, the company has unused available lines of credit totaling $14,612,000 for
working capital and other general corporate purposes, including potential acquisitions and its share repurchase program
as well as unused lines of credit of $15,823,000 for foreign currency exposure related to its forward exchange contracts.

Inventories
As at As at
November 30, August 31,
2009 2009
(unaudited)
Raw materials $ 15,783 $ 14,497
Work in progress 2,414 1,955
Finished goods 16,173 14,411

$ 34,370 $ 30,863




EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

The cost of sales comprised almost exclusively the amount of inventory recognized as an expense during the reporting
periods, except for the related amortization, which is shown separately in operating expenses.

Inventory write-down amounted to $917,000 and $603,000 for the three months ended November 30, 2008 and 2009,
respectively.

Accounts Payable and Accrued Liabilities

As at As at
November 30, August 31,
2009 2009

(unaudited)

Trade $ 11,057 $ 9,063
Salaries and social benefits 8,535 8,863
Warranty 703 699
Commissions 650 647
Restructuring charges - 24
Forward exchange contracts (note 4) 42 704
Other 1,558 1,650

$ 22,545 $ 21,650

Changes in the warranty provision are as follows:

Three months ended
November 30,

2009 2008

(unaudited)

Balance — Beginning of period $ 699 $ 974
Provision 139 142
Settlements (135) (420)
Balance — End of period $ 703 $ 696

Contingencies
Class action

On November 27, 2001, a class action suit was filed in the United States District Court for the Southern District
of New York against the company, four of the underwriters of its Initial Public Offering and some of its executive officers
pursuant to the Securities Exchange Act of 1934 and Rule 10b-5 promulgated thereunder and Sections 11, 12 and 16 of the
Securities Act of 1933. This class action alleges that the company’s registration statement and prospectus filed with the
Securities and Exchange Commission on June 29, 2000, contained material misrepresentations and/or omissions resulting
from (i) the underwriters allegedly soliciting and receiving additional, excessive and undisclosed commissions from certain
investors in exchange for which they allocated material portions of the shares issued in connection with the company’s
Initial Public Offering; and (ii) the underwriters allegedly entering into agreements with customers whereby shares issued
in connection with the company’s Initial Public Offering would be allocated to those customers in exchange for which
customers agreed to purchase additional amounts of shares in the after-market at predetermined prices.



EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

On April 19, 2002, the plaintiffs filed an amended complaint containing master allegations against all of the defendants
in all of the 310 cases included in this class action and also filed an amended complaint containing allegations specific
to four of the company’s underwriters, the company and two of its executive officers. In addition to the allegations
mentioned above, the amended complaint alleges that the underwriters (i) used their analysts to manipulate the stock
market; and (ii) implemented schemes that allowed issuer insiders to sell their shares rapidly after an initial public offering
and benefit from high market prices. As concerns the company and its two executive officers in particular, the amended
complaint alleges that (i) the company’s registration statement was materially false and misleading because it failed
to disclose the additional commissions and compensation to be received by underwriters; (ii) the two named executive
officers learned of or recklessly disregarded the alleged misconduct of the underwriters; (iii) the two named executive
officers had motive and opportunity to engage in alleged wrongful conduct due to personal holdings of the company’s stock
and the fact that an alleged artificially inflated stock price could be used as currency for acquisitions; and (iv) the two
named executive officers, by virtue of their positions with the company, controlled the company and the contents of the
registration statement and had the ability to prevent its issuance or cause it to be corrected. The plaintiffs in this suit seek
an unspecified amount for damages suffered.

In July 2002, the issuers filed a motion to dismiss the plaintiffs’ amended complaint and a decision was rendered
on February 19, 2003. Only one of the claims against the company was dismissed. On October 8, 2002, the claims against
its officers were dismissed pursuant to the terms of Reservation of Rights and Tolling Agreements entered into with the
plaintiffs.

In June 2004, an agreement of partial settlement was submitted to the court for preliminary approval. The proposed partial
settlement was between the plaintiffs, the issuer defendants in the consolidated actions, the issuer officers and directors
named as defendants, and the issuers’ insurance companies. The court granted the preliminary approval motion
on February 15, 2005, subject to certain modifications. On August 31, 2005, the court issued a preliminary order further
approving the modifications to the settlement and certifying the settlement classes. The court also appointed the notice
administrator for the settlement and ordered that notice of the settlement be distributed to all settlement class members by
January 15, 2006. The settlement fairness hearing occurred on April 24, 2006, and the court reserved decision at that time.

While the partial settlement was pending approval, the plaintiffs continued to litigate against the underwriter defendants.
The district court directed that the litigation proceed within a number of “focus cases” rather than in all of the 310 cases that
have been consolidated. The company's case is not one of these focus cases. On October 13, 2004, the district court
certified the focus cases as class actions. The underwriter defendants appealed that ruling, and on December 5, 2006, the
Court of Appeals for the Second Circuit reversed the district court’s class certification decision.

On April 6, 2007, the Second Circuit denied the plaintiffs’ petition for rehearing of that decision and, on May 18, 2007, the
Second Circuit denied the plaintiffs’ petition for rehearing en banc. In light of the Second Circuit’s opinion, liaison counsel
for all issuer defendants, including the company, informed the court that this settlement cannot be approved, because the
defined settlement class, like the litigation class, cannot be certified. On June 25, 2007, the district court entered an order
terminating the settlement agreement. On August 14, 2007, the plaintiffs filed their second consolidated amended class
action complaints against the focus cases and, on September 27, 2007, again moved for class certification.
On November 12, 2007, certain defendants in the focus cases moved to dismiss the second consolidated amended class
action complaints. On March 26, 2008, the district court denied the motions to dismiss, except as to Section 11 claims
raised by those plaintiffs who sold their securities for a price in excess of the initial offering price and those who purchased
outside of the previously certified class period. Briefing on the class certification motion was completed in May 2008. That
motion was withdrawn without prejudice on October 10, 2008.



EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

On April 2, 2009, a stipulation and agreement of settlement between the plaintiffs, issuer defendants and underwriter
defendants was submitted to the Court for preliminary approval. The Court granted the plaintiffs’ motion for preliminary
approval and preliminarily certified the settlement classes on June 10, 2009. The settlement fairness hearing was held
on September 10, 2009. On October 6, 2009, the Court entered an opinion granting final approval to the settlement and
directing that the Clerk of the Court close these actions. Notices of appeal of the opinion granting final approval have been
filed. Given that the settlement remains subject to appeal as of the date of issuance of these financial statements, the
ultimate outcome of the contingency is uncertain. However, based on the settlement approved on October 6, 2009, and the
related insurance against such claims, management has determined the impact to its financial position and results
of operations as at and for the three-month period ended November 30, 2009 to be immaterial.

Contingent consideration

Following the purchase of assets in fiscal 2009, the company has a contingent cash consideration of up to $1,000,000,
payable based upon the achievement of a certain booking volume in the 24 months following the purchase.

Share Capital

On November 6, 2009, the company announced that its Board of Directors had authorized the second renewal of its share
repurchase program, by way of a normal course issuer bid on the open market, of up to 10% of its public float (as defined
by the Toronto Stock Exchange), or 2,256,431 subordinate voting shares, at the prevailing market price. The company
expects to use cash, short-term investments or future cash flows from operations to fund the repurchase of shares. The
period of the normal course issuer bid started on November 10, 2009, and will end on November 9, 2010, or on an earlier
date if the company repurchases the maximum number of shares permitted under the bid. The program does not require that
the company repurchases any specific number of shares, and it may be modified, suspended or terminated at any time and
without prior notice. All shares repurchased under the bid will be cancelled.

The following tables summarize changes in share capital for the three months ended November 30, 2008 and 2009.

Three months ended November 30, 2008

Multiple voting shares Subordinate voting shares
Total
Number Amount Number Amount amount
(unaudited)
Balance as at August 31, 2008 36,643,000 $ 1 30,783,705 § 142,785 § 142,786
Exercise of stock options - - 12,500 26 26
Redemption of share capital — - (176,914) (821) (821)

Balance as at November 30, 2008 36,643,000 $ 1 30,619,291  § 141,990 § 141,991




EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

Balance as at August 31, 2009
Redemption of restricted share units
Reclassification of stock-based
compensation costs to share
capital upon exercise of stock
awards

Redemption of share capital

Balance as at November 30, 2009

Net Research and Development Expenses

Three months ended November 30, 2009

Multiple voting shares Subordinate voting shares

Net research and development expenses comprise the following:

Gross research and development expenses

Research and development tax credits

Total
Number Amount Number Amount amount
(unaudited)
36,643,000 $ 1 22,736,302 § 104,845 $ 104,846
- - 13,663 - -
- - - 86 86
— - (3,600) (17) (17)
36,643,000 $ 1 22,746,365 $§ 104914 $ 104,915
Three months ended
November 30,
2009 2008
(unaudited)
$ 9,780 $ 8,612
(1,507) (1,391)
$ 8,273 $ 7,221
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EXFO Electro-Optical Engineering Inc.

Notes to Unaudited Interim Consolidated Financial Statements

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

Income Taxes

For the three months ended November 30, 2008 and 2009, the reconciliation of the income tax provision calculated using
the combined Canadian federal and provincial statutory income tax rate with the income tax provision in the financial
statements is as follows:

Three months ended
November 30,

2009 2008

(unaudited)

Income tax provision at combined Canadian federal and provincial

statutory tax rate (31% in 2009 and 2008) $ 489 $ 2,203
Increase (decrease) due to:
Foreign income taxed at different rates 9 (19)
Non-taxable income (59) (48)
Non-deductible expenses 201 172
Change in tax rates 139 -
Foreign exchange effect of translation of foreign integrated subsidiaries 207 (836)
Utilization of previously unrecognized future income tax assets (90) 47)
Unrecognized future income tax assets on temporary deductible

differences and unused tax losses and deductions 214 191
Other 151 224

$ 1,243 $ 1,840

The income tax provision consists of the following:

Current $ 87 $ (61)

Future 1,032 1,757

Valuation allowance 124 144
1,156 1,901

$ 1,243 $ 1,840
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Earnings per Share

The following table summarizes the reconciliation of the basic weighted average number of shares outstanding and the
diluted weighted average number of shares outstanding:

Three months ended
November 30,

2009 2008

(unaudited)

Basic weighted average number of shares outstanding (000’s) 59,386 67,340
Plus dilutive effect of:
Stock options (000’s) 140 125
Restricted share units (000°s) 430 173
Deferred share units (000°’s) 166 79
Diluted weighted average number of shares outstanding (000’s) 60,122 67,717

Stock awards excluded from the calculation of the diluted weighted
average number of shares outstanding because their exercise price
was greater than the average market price of the common
shares (000’s) 1,297 2,045

Segment Information

The company is organized under two reportable segments. The Telecom Division, which represents the company’s main
business activity, offers a wide range of innovative solutions to assess optical networks, from the core to access, as well
as next-generation IP infrastructures and related triple-play services. The Life Sciences and Industrial Division offers
solutions for medical-device and opto-electronics assembly, fluorescence microscopy and other life sciences sectors.

The reporting structure reflects how the company manages its business and how it classifies its operations for planning and
measuring performance.

The following tables present information by segment:

Three months ended November 30, 2009

Life Sciences and
Telecom Division Industrial Division Total

(unaudited)

Sales $ 40,292 $ 5,268 $ 45,560
Earnings from operations $ 2,041 $ 687 $ 2,728
Unallocated items:

Interest expense (42)
Foreign exchange loss (1,109)
Earnings before income taxes 1,577
Income taxes 1,243

Net earnings for the period $ 334
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Three months ended November 30, 2008

Life Sciences and

Telecom Division Industrial Division Total
(unaudited)
Sales $ 41,159 $ 5,204 $ 46,363
Earnings from operations $ 1,355 $ 738 $ 2,093
Unallocated items:
Interest income 466
Foreign exchange gain 4,568
Earnings before income taxes 7,127
Income taxes 1,840
Net earnings for the period $ 5,287
Total assets by reportable segment are detailed as follows:
As at As at
November 30, August 31,
2009 2009
(unaudited)
Telecom Division $ 145,087 $ 135,015
Life Sciences and Industrial Division 12,529 10,267
Unallocated assets 92,905 95,089
$ 250,521 $ 240,371

Unallocated assets are comprised of cash, short-term investments, receivable on forward exchange contracts as well as
future income tax assets.

Differences between Canadian and U.S. GAAP

These interim consolidated financial statements are prepared in accordance with Canadian GAAP and significant
differences in measurement and disclosure from U.S. GAAP are set out in note 20 to the company’s most recent annual
consolidated financial statements. This note describes significant changes occurring since the most recent annual
consolidated financial statements and provides a quantitative analysis of all significant differences. All disclosures required
in annual financial statements under U.S. GAAP and Regulation S-X of the Securities and Exchange Commission (SEC)
in the United States have not been provided in these interim consolidated financial statements.

Statements of earnings

For the three months ended November 30, 2008 and 2009, there were no significant differences in the net earnings under
Canadian GAAP as compared to U.S. GAAP.
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Reconciliation of shareholders’ equity to conform to U.S. GAAP

The following summary sets out the significant differences in the company’s reported shareholders’ equity under Canadian
GAAP as compared to U.S. GAAP:

As at As at
November 30, August 31,
2009 2009

(unaudited)

Shareholders’ equity in accordance with Canadian GAAP $ 217,447 $ 208,045
Goodwill (4,022) (3,879)
Stock appreciation rights (73) (73)
Shareholders’ equity in accordance with U.S. GAAP $ 213,352 $ 204,093

Research and development tax credits

Under Canadian GAAP, all research and development tax credits are recorded as a reduction of gross research and
development expenses in the statements of earnings. Under U.S. GAAP, tax credits that are refundable against taxable
income are recorded in the income taxes. These tax credits amounted to $896,000 and $931,000 for the three months ended
November 30, 2008 and 2009, respectively. This difference has no impact on the net earnings and the net earnings per share
for the reporting periods.

Statements of cash flows

For the three months ended November 30, 2008 and 2009, there were no significant differences between the statements
of cash flows under Canadian GAAP as compared to U.S. GAAP, except for the subtotal before change in non-cash
operating items, whose presentation is not permitted under U.S. GAAP.

New accounting standards and pronouncements
Adopted in fiscal 2010

In June 2009, the Financial Accounting Standard Board (FASB) issued guidance now codified as Accounting Standards
Codification (ASC) Topic 105, “Generally Accepted Accounting Principles”, which became the single source
of authoritative U.S. accounting and reporting standards, along with rules and interpretative releases of the SEC which are
considered sources of authoritative GAAP for SEC registrants. All other non-grandfathered, non-SEC accounting literature
not included in the ASC became non-authoritative. Topic 105 did not result in any accounting changes. The company
adopted Topic 105 in the first quarter of fiscal 2010 and its adoption had no significant impact on its balance sheets
or statements of earnings, but has and will continue to impact its reporting process by eliminating all references to pre-
codification standards.

In December 2007, the FASB issued guidance now codified as ASC Topic 805, “Business Combinations”, and ASC Topic
810, “Consolidation”. These new standards significantly change the accounting and reporting for business combination
transactions and noncontrolling (minority) interests in consolidated financial statements. These topics are required to
be adopted simultaneously and are effective for the first annual reporting period beginning on or after December 15, 2008.
The company will adopt the provisions of Topic 805 and Topic 810 to any business combinations entered into, where
applicable, in the future.
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In March 2008, the FASB issued guidance now codified as ASC Topic 815, “Derivatives and Hedging”, which requires
entities to provide enhanced disclosures about (a) how and why an entity uses derivative instruments, (b) how derivative
instruments and related hedged items are accounted for under Topic 815, and (c) how derivative instruments and related
hedged items affect an entity’s financial position, financial performance and cash flows. Topic 815 is effective for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008. The company adopted Topic 815
on September 1, 2009, and its adoption had no significant measurement impact on its consolidated financial statements.

In April 2008, the FASB issued guidance now codified as ASC Topic 350, “Intangibles — Goodwill and Other”, which
amends the factors that should be considered in developing renewal or extension assumptions used to determine the useful
life of a recognized intangible asset. The intent of this guidance is to improve the consistency between the useful life
of a recognized intangible asset and the period of expected cash flows used to measure the fair value of the asset under
Topic 805. Topic 350 is effective for financial statements issued for fiscal years beginning after December 15, 2008, and
interim periods within those fiscal years. The guidance for determining the useful life of a recognized intangible asset shall
be applied prospectively to intangible assets acquired after the effective date. The disclosure requirements shall be applied
prospectively to all intangible assets recognized as of, and subsequent to, the effective date. The company adopted Topic
350 on September 1, 2009, and its adoption had no significant impact on its consolidated financial statements.

In April 2009, the FASB issued guidance now codified as ASC Topic 825, “Financial Instruments”, which requires
disclosures about fair value of financial instruments for annual and interim reporting periods of publicly traded companies
and requires those disclosures in summarized financial information at interim reporting periods. The company adopted
Topic 825 on September 1, 2009, and its adoption had no significant impact on its consolidated financial statements.

In August 2009, the FASB amended ASC Topic 820, “Fair Value Measurement”, to provide clarification as to how to
measure the fair value of liabilities in circumstances when a quoted price in an active market for the identical liability is not
available. These amendments are effective for the company in the first quarter of fiscal 2010. The company adopted these
amendments on September 1, 2009, and their adoption had no significant impact on its consolidated financial statements.

Topic 820 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.
The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (level
1 measurements) and the lowest priority to unobservable inputs (level 3 measurements). The three levels of the fair value
hierarchy under topic 820 are described below:

e Level 1 — Unadjusted quoted prices in active markets that are accessible at the measurement date for identical
assets or liabilities;

o Level 2 — Quoted prices in markets that are not active, or inputs that are observable, either directly
or indirectly, for substantially the full term of the asset or liability;

e Level 3 — Prices or valuation techniques that require inputs that are both significant to the fair value
measurement and unobservable (supported by little or no market activity).

The company’s cash, short-term investments and forward exchange contracts are measured at fair value at each balance
sheet date. The company’s short-term investments are classified within Level 1 of the fair value hierarchy because they are
valued using quoted market prices in active markets. The company’s forward exchange contracts are classified within
Level 2 of the hierarchy because they are valued using quoted forward foreign exchange rates at the balance sheet date.
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To be adopted after fiscal 2010

In October 2009, the FASB issued guidance now codified as ASC Topic 985 “Software”, to change the accounting model
for revenue arrangements that include both tangible products and software elements. Under this guidance, tangible products
containing software components and nonsoftware components that function together to deliver the tangible product's
essential functionality are excluded from the software revenue guidance. In addition, hardware components of a tangible
product containing software components are always excluded from the software revenue guidance. This guidance
is effective prospectively for revenue arrangements entered into or materially modified in fiscal years beginning on or after
June 15, 2010. Early adoption is permitted. The company is currently evaluating the impact that this guidance may have
on its consolidated financial statements.

In October 2009, the FASB amended guidance now codified as Topic 605, “Revenue Recognition, to include a consensus
relating to multiple-deliverable revenue arrangements. These amendments significantly change certain guidance pertaining
to revenue arrangements with multiple deliverables and modify the separation criteria of Topic 605 by eliminating the
criterion for objective and reliable evidence of fair value for the undelivered products or services. The amendments also
eliminate the use of the residual method of allocation and require, instead, that arrangement consideration be allocated,
at the inception of the arrangement, to all deliverables based on their relative selling price. This guidance is effective for
revenue arrangements entered into or materially modified in fiscal years beginning on or after June 15, 2010. Early
adoption is permitted. The company is currently evaluating the impact that this guidance may have on its consolidated
financial statements.

Subsequent Events

Subsequent events have been evaluated until January 12, 2010, which is the date the interim consolidated financial
statements of the company were available to be issued.



