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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x Quarterly report pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934
For the quarterly period ended June 30, 2008

or

¨ Transition report pursuant to Section 13 or 15 (d) of the Securities Exchange Act of 1934
for the transition period from              to             

Commission file number: 0-20971

EDGEWATER TECHNOLOGY, INC.
(Exact Name of Registrant as Specified in its Charter)
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Delaware 71-0788538
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification No.)

20 Harvard Mill Square

Wakefield, MA 01880-3209
(Address of Principal Executive Offices) (Zip Code)

Registrant�s telephone number including area code: (781) 246-3343

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of �large accelerated filer,� �accelerated filer,� and �smaller reporting company� in Rule 12b-2 of the Exchange Act:

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨ Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange Act of
1934).    Yes  ¨    No  x

The number of shares of Common Stock of the Registrant, par value $.01 per share, outstanding at August 15, 2008 was 13,488,011.
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PART I � FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
EDGEWATER TECHNOLOGY, INC.

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

(In Thousands, Except Per Share Data)

June 30,
2008

December 31,
2007

ASSETS
Current assets:
Cash and cash equivalents $ 9,743 $ 7,629
Marketable securities 13,102 15,146
Accounts receivable, net1 of allowance of $445 and $375, respectively 16,758 15,791
Current portion of deferred income taxes, net 2,240 2,240
Prepaid expenses and other current assets 909 893

Total current assets 42,752 41,699
Property and equipment, net 4,404 4,749
Intangible assets, net 4,982 7,682
Goodwill 23,565 46,033
Deferred income taxes, net 24,405 20,015
Other assets 41 48

Total assets $ 100,149 $ 120,226

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable and accrued liabilities $ 4,760 $ 4,194
Accrued bonuses 1,828 3,811
Accrued payroll and related liabilities 1,698 1,836
Accrued commission 1,038 1,102
Deferred revenue and other liabilities 790 920
Capital lease obligations, current 208 202

Total current liabilities 10,322 12,065
Capital lease obligations 529 635

Total liabilities 10,851 12,700
Commitments and contingencies (Note 11)
Stockholders� equity:
Preferred stock, $.01 par value; 2,000 shares authorized, no shares issued or outstanding �  �  
Common stock, $.01 par value; 48,000 shares authorized, 29,736 shares issued as of June 30, 2008 and
December 31, 2007, 13,444 and 13,297 shares outstanding as of June 30, 2008 and December 31, 2007,
respectively 297 297
Paid-in capital 212,956 212,496
Treasury stock, at cost, 16,292 and 16,439 shares at June 30, 2008 and December 31, 2007, respectively (121,775) (122,974)
Retained (deficit) earnings (2,180) 17,707
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Total stockholders� equity 89,298 107,526

Total liabilities and stockholders� equity $ 100,149 $ 120,226

See notes to the unaudited condensed consolidated financial statements.

1 Includes related-party amounts of $28 and $32 as of June 30, 2008 and December 31, 2007, respectively due from Loeb Enterprises. Refer
to Note 10 of the Notes to Unaudited Condensed Consolidated Financial Statements.
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EDGEWATER TECHNOLOGY, INC.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands, Except Per Share Data)

Three Months Ended
June 30,

Six Months Ended
June 30,

2008 2007 2008 2007
(Unaudited)

Revenue:
Service revenue2 $ 18,134 $ 16,366 $ 36,095 $ 31,592
Software revenue 247 1,456 702 1,831
Reimbursable expenses 1,232 755 2,277 1,427

Total revenue 19,613 18,577 39,074 34,850
Cost of revenue:
Project and personnel costs ** 10,533 9,010 21,184 17,540
Software costs 203 1,259 562 1,549
Reimbursable expenses 1,232 755 2,277 1,427

Total cost of revenue 11,968 11,024 24,023 20,516

Gross profit 7,645 7,553 15,051 14,334
Operating expenses:
Selling, general and administrative ** 6,311 5,628 12,504 10,788
Depreciation and amortization 1,036 568 2,081 1,135
Impairment of goodwill and other intangible assets 24,740 �  24,740 �  

Total operating expenses 32,087 6,196 39,325 11,923

Operating (loss) income (24,442) 1,357 (24,274) 2,411
Interest income, net 106 401 316 808

(Loss) income before income taxes (24,336) 1,758 (23,958) 3,219
Income tax (benefit) provision (4,246) 712 (4,071) 1,336

Net (loss) income $ (20,090) $ 1,046 $ (19,887) $ 1,883

(Loss) Earnings per share:
Basic net (loss) income per share of common stock $ (1.52) $ 0.09 $ (1.51) $ 0.16

Diluted net (loss) income per share of common stock $ (1.52) $ 0.08 $ (1.51) $ 0.15

Shares used in computing basic net (loss) income per share of common stock 13,199 11,668 13,140 11,508

Shares used in computing diluted net (loss) income per share of common stock 13,199 13,119 13,140 12,919

**     - The following amounts of stock-based compensation expense are included in each of the respective expense categories reported above:
Project and personnel costs $ 129 $ 125 $ 239 $ 202
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Selling, general and administrative 310 248 674 428

Total stock-based compensation $ 439 $ 373 $ 913 $ 630

See notes to the unaudited condensed consolidated financial statements.

2 Includes related-party amounts of $42 for both the three months ended June 30, 2008 and 2007 and $83 and $61 for the six months ended
June 30, 2008 and 2007, respectively from Loeb Enterprises.
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EDGEWATER TECHNOLOGY, INC.

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands)

Three Months Ended
June 30,

Six Months Ended
June 30,

2008 2007 2008 2007
(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net (loss) income $ (20,090) $ 1,046 $ (19,887) $ 1,883
Adjustments to reconcile net income to net cash provided by (used in) operating
activities:
Depreciation and amortization 1,036 568 2,081 1,135
Provision for doubtful accounts 37 25 75 76
Deferred income taxes (4,390) 598 (4,390) 1,095
Stock-based compensation 439 373 913 630
Amortization of marketable securities premiums, net 21 (86) 141 (130)
Excess tax benefits from stock options (5) �  (8) �  
Impairment of goodwill and other intangible assets 24,740 �  24,740 �  
Changes in operating accounts:
Accounts receivable (261) (2,035) (1,042) (3,884)
Prepaid expenses and other assets 114 314 (9) (114)
Accounts payable and accrued liabilities 135 (62) (426) 830
Accrued payroll and related liabilities 1,840 1,360 (2,185) (640)
Deferred revenue and other liabilities (11) 678 (130) 709

Net cash provided by (used in) operating activities 3,605 2,779 (127) 1,590

Net cash used in discontinued operating activities (2) (525) (8) (552)

CASH FLOWS FROM INVESTING ACTIVITIES:
Redemptions of marketable securities 6,656 12,081 16,933 23,159
Purchases of marketable securities (6,678) (12,473) (15,030) (24,930)
Purchase of National Decision Systems, Inc., including payment under earnouts �  177 �  (709)
Purchase of Vertical Pitch, LLC (9) �  (114) �  
Purchases of property and equipment (65) (943) (194) (1,936)

Net cash (used in) provided by investing activities (96) (1,158) 1,595 (4,416)

CASH FLOW FROM FINANCING ACTIVITES:
Payments on capital leases (50) (14) (100) (34)
Proceeds from employee stock purchase plans and stock option exercises 512 517 749 1,951
Excess tax benefits from stock options 5 �  8 �  
Repurchases of common stock �  �  (3) �  

Net cash provided by financing activities 467 503 654 1,917

Net increase (decrease) in cash and cash equivalents 3,974 1,599 2,114 (1,461)
CASH AND CASH EQUIVALENTS, beginning of period 5,769 6,773 7,629 9,833

CASH AND CASH EQUIVALENTS, end of period $ 9,743 $ 8,372 $ 9,743 $ 8,372
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SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for income taxes $ 90 $ 225 $ 325 $ 341

Cash receipts from related parties $ 42 $ 1,924 $ 90 $ 4,013

Cash payments to related parties $ �  $ 564 $ �  $ 628

NON-CASH INVESTING AND FINANCING ACTIVITIES:
Contingent earnout consideration payable to Alecian (Note 7) $ 1,000 $ �  $ 1,000 $ �  

Issuance of restricted stock awards $ �  $ 342 $ �  $ 342

Issuance of common stock for acquisition and earnouts $ �  $ 177 $ �  $ 177

Shares surrendered to cover option exercise $ 46 $ 1,070 $ 46 $ 1,070

Shares surrendered to cover option exercise income taxes $ �  $ 207 $ �  $ 207

See notes to the unaudited condensed consolidated financial statements.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION:
Edgewater Technology, Inc. (NASDAQ: EDGW) is an innovative technology management consulting firm providing a synergistic blend of
premium information technology (�IT�) services primarily in the North American market. Our business strategy is to position our Company as the
leading provider of premium IT services, providing a range of business and technology offerings. We believe we can attain this strategic
objective by delivering a range of blended solutions through a combination of business specific vertical offerings and advanced product
technology horizontal offerings. This approach enables Edgewater to progress up the IT services pyramid and provides a measure of influence
over the sourcing of integration and software builds. Headquartered in Wakefield, Massachusetts, as of June 30, 2008, our Company employed
approximately 276 consulting professionals.

In this Quarterly Report on Form 10-Q (the �Form 10-Q�), we use the terms �Edgewater,� �Edgewater Technology,� �we,� �our Company,� �the Company,�
�our� and �us� to refer to Edgewater Technology, Inc. and its wholly-owned subsidiaries. Our wholly-owned subsidiaries include:

� Edgewater Technology (Delaware), Inc. (�Edgewater Delaware�), a Delaware corporation that was incorporated in 1992 and acquired
by our Company on May 17, 1999;

� Edgewater Technology-Ranzal, Inc. (formerly known as Ranzal and Associates, Inc. and referred to in this Form 10-Q as �Ranzal�), a
Delaware corporation that was formed in 2004 to acquire certain assets of Ranzal on October 4, 2004;

� Edgewater New York Metro, Inc. (formerly known as National Decision Systems, Inc. and referred to in this Form 10-Q as �NDS�), a
New Jersey corporation that was acquired by our Company on February 15, 2006 (the �NDS Acquisition�);

� Edgewater Technology-Lynx, Inc. (formerly known as Lynx Business Intelligence Consulting, Inc. and referred to in this Form 10-Q
as �Lynx�), a Delaware corporation that was formed in September 2007 to acquire certain assets of Lynx on September 24, 2007 (the
�Lynx Acquisition�); and

� Edgewater Technology Securities Corporation, a Massachusetts corporation that was incorporated in 2002.

2. BASIS OF PRESENTATION:
The accompanying unaudited condensed consolidated financial statements have been prepared by Edgewater pursuant to the rules and
regulations of the Securities and Exchange Commission (the �SEC�) regarding interim financial reporting. Certain information and note
disclosures normally included in annual financial statements prepared in accordance with accounting principles generally accepted in the United
States of America have been omitted pursuant to those rules and regulations, although we believe that the disclosures made are adequate to
ensure the information presented is not misleading.

The accompanying unaudited condensed consolidated financial statements reflect all adjustments (which were of a normal, recurring nature)
that, in the opinion of management, are necessary to present fairly our financial position, results of operations and cash flows as of and for the
interim periods presented. All intercompany transactions have been eliminated in the accompanying unaudited condensed consolidated financial
statements. These financial statements should be read in conjunction with the audited financial statements and notes thereto included in our 2007
Annual Report on Form 10-K as filed with the SEC on March 17, 2008.
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The results of operations for the three and six months ended June 30, 2008 are not necessarily indicative of the results to be expected for any
future period or the full fiscal year. Our revenue and earnings may fluctuate from quarter-to-quarter based on factors within and outside our
control, including variability in demand for information technology professional services, the length of the sales cycle associated with our
service offerings, the number, size and scope of our projects and the efficiency with which we utilize our employees.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

3. REVENUE RECOGNITION:
For the three- and six-month periods ended June 30, 2008 and 2007, revenue from technical consulting engagements, corporate performance
management consulting engagements and business consulting engagements represented the following:

Technical
Consulting

Engagements

Corporate
Performance
Management
Consulting

Engagements

Business
Consulting

Engagements
Three months ended June 30,
2008 35.0% 5.5% 6.5%
2007 60.2% 27.7% 12.1%

Six months ended June 30,
2008 38.7% 54.8% 6.5%
2007 60.8% 26.3% 12.8%
The Company derives its service revenue from time and materials-based contracts, fixed-price contracts and fixed-fee arrangements. Time and
materials-based contracts represented 96.8% and 97.1% of service revenue for the three- and six-month periods ended June 30, 2008,
respectively. Time and materials-based contracts represented 97.0% and 95.4% of service revenue for the three- and six-month periods ended
June 30, 2007, respectively. Revenue under time and materials contracts is recognized as services are rendered and performed at contractually
agreed upon rates. Revenue pursuant to fixed-price contracts is recognized under the proportional performance method of accounting.
Fixed-price contracts represented 1.3% and 0.8% of service revenue for the three- and six-month periods ended June 30, 2008, respectively.
Fixed-price contracts represented 0.6% and 1.7% of service revenue for the three- and six-month periods ended June 30, 2007, respectively.
Revenue under fixed-fee contracts is recognized ratably over the contract period, as outlined within the respective contract. Fixed-fee contracts
represented 1.9% and 2.1% of service revenue for the three- and six-month periods ended June 30, 2008, respectively. Fixed-fee contracts
represented 2.4% and 2.9% of service revenue for the three- and six-month periods ended June 30, 2007, respectively.

Our revenue and earnings may fluctuate from quarter-to-quarter based on the number, size and scope of projects in which we are engaged, the
contractual terms and degree of completion of such projects, any delays incurred in connection with a project, employee utilization rates, the
adequacy of provisions for losses, the use of estimates of resources required to complete ongoing projects, general economic conditions and
other factors. Certain significant estimates include those used for fixed-price contracts, such as deferrals related to our volume purchase
agreements, warranty holdbacks, and allocations of fair value of elements under multiple element arrangements, and the valuation of our
allowance for doubtful accounts.

4. EMPLOYEE SHARE-BASED COMPENSATION PLANS:
Overview

The Company accounts for stock-based compensation in accordance with Financial Accounting Standards Board (�SFAS�) No. 123R,
�Share-Based Payment� (�SFAS No. 123R�). This statement is a revision of SFAS No. 123, �Accounting for Stock-Based Compensation� and
supersedes Accounting Principles Board Opinion (�APB�) No. 25, �Accounting for Stock Issued to Employees.� SFAS No. 123R focuses primarily
on accounting for transactions in which an entity obtains employee services in share-based payment transactions. The statement requires entities
to recognize compensation expense from all share-based payment transactions in the financial statements. SFAS No. 123R establishes fair value
as the measurement objective in accounting for share-based payment arrangements and requires all companies to apply a fair-value-based
measurement method in accounting for generally all share-based payment transactions with employees.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

4. EMPLOYEE SHARE-BASED COMPENSATION PLANS: (Continued)

Option Plans (Excluding Restricted Share Awards)

As of June 30, 2008, the Company has four share-based compensation plans: the Amended and Restated 1996 Stock Option Plan, the Amended
and Restated 2000 Option Plan, the 2003 Equity Incentive Plan and the 2008 Omnibus Incentive Plan, which are collectively referred to as the
�Equity Plans.� The Company�s Equity Plans authorize the granting of qualified and non-qualified stock options to officers, employees and certain
persons who are not employees on the date of grant, including certain non-employee members of the Board of Directors. All such options are for
shares of the Company�s Common Stock.

In June 2008, in connection with the Company�s Annual Meeting of Stockholders, the stockholders of the Company approved, and the Company
adopted, the Edgewater Technology, Inc. 2008 Omnibus Incentive Plan (the �2008 Omnibus Plan�). The 2008 Omnibus Plan provides for a broad
range of awards, including non-qualified stock options and awards of restricted shares of our Company�s common stock. The 2008 Omnibus Plan
authorizes the issuance of 1.5 million shares of our Company�s common stock plus certain authorized awards or shares under other Company
share-based compensation plans to the extent the awards or shares are not utilized or forfeited. The 2008 Omnibus Plan became effective on
June 11, 2008.

The Company granted 136,466 stock options under the Equity Plans during the three- and six-month periods ended June 30, 2008. The Company
granted 469,350 and 472,350 stock options during the three- and six-month periods ended June 30, 2007 (excluding issuances of restricted share
awards issued under the 2003 Plan). Options granted were principally issued as part of the Company�s annual performance review process and in
connection with its board of director compensation programs.

The fair value of each option award is estimated on the date of grant using the Black-Scholes option valuation model that uses the assumptions
noted in the following table. Expected volatility is based upon historical volatility of the Company�s common stock. The expected life (estimated
period of time outstanding) was estimated using the historical exercise behavior of employees. The risk-free interest rate is based on the U.S.
Treasury yield curve in effect at the time of grant. The Company applied an estimated forfeiture rate of 26.5% to the calculated fair value of each
option. The applied forfeiture rate utilized by the Company was based upon the historical forfeiture experience of the Equity Plans.

The weighted-average grant-date fair value of all options granted (excluding restricted share awards), as valued under SFAS No. 123R, was
$1.78 during the three- and six-month periods ended June 30, 2008. The weighted-average grant-date fair value of all options granted (excluding
restricted share awards) during the three- and six-month periods ended June 30, 2007, as valued under SFAS No. 123R, was $3.59 and $3.58,
respectively. The fair value of the 2008 and 2007 option grants was determined based upon the following weighted average variables.

Three Months Ended
June 30,

Six Months Ended
June 30,

2008 2007 2008 2007
Expected volatility 41.8% 44.6% 41.8% 44.2%
Expected dividend yield 0% 0% 0% 0%
Expected life (in years) 3.64 3.76 3.64 3.91
Risk-free interest rate 3.7% 4.7% 3.7% 4.7%
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

4. EMPLOYEE SHARE-BASED COMPENSATION PLANS: (Continued)

A summary of stock option activity under the Equity Plans (excluding restricted share awards) as of June 30, 2008, and changes during the
quarter then ended is as follows:

Stock Options:

Shares
Under

Options

Weighted
Average
Exercise

Price
Per Share

Weighted
Average

Remaining
Contractual

Term (Years)

Aggregate
Intrinsic

Value (000�s)
Outstanding at January 1, 2008 3,822,784 $ 6.09 4.40 $ 5,694
Granted �  �  
Exercised (16,765) 5.44
Forfeited or expired (13,899) 7.53

Outstanding at March 31, 2008 3,792,120 $ 6.09 4.10 $ 1,094
Granted 136,466 4.98
Exercised (87,517) 4.36
Forfeited or expired (45,506) 9.78

Outstanding at June 30, 2008 3,795,563 $ 6.04 3.94 $ 697

Vested and expected to vest at June 30, 2008 3,624,244 $ 5.98 3.61 $ 696

Exercisable at June 30, 2008 3,150,051 $ 5.78 3.27 $ 695

The total intrinsic value of stock options exercised during the three- and six-month periods ended June 30, 2008 was approximately $79
thousand and $97 thousand, respectively. The total intrinsic value of stock options exercised during the three- and six-month periods ended
June 30, 2007 was approximately $812 thousand and $1.5 million, respectively.

Restricted Share Awards

The 2003 Equity Incentive Plan and the 2008 Omnibus Incentive Plan also authorize the granting of restricted share awards to officers,
employees and certain non-employee members of the Board of Directors. Restricted share awards are made at prices determined by the
Compensation Committee of the Company�s Board of Directors (the �Compensation Committee�) and are compensatory in nature. Employees
granted restricted share awards are required to provide consideration for the shares at the share price set by the Compensation Committee, which
historically has equaled the par value per share the Company�s common stock ($0.01 per share). Shares of restricted stock generally vest over a
five-year period, during which time the Company has the right to repurchase any unvested shares at the amount paid if the relationship between
the employee and the Company ceases. As of June 30, 2008, 166,520 restricted share awards were subject to repurchase by the Company under
the restricted stock agreements. The Company records compensation expense related to restricted share awards on a straight-line basis over the
vesting term of the award.

No restricted share awards were issued to employees during the three- and six-month periods ended June 30, 2008. The Company issued 37,800
restricted share awards to employees during the three- and six-month periods ended June 30, 2007 at a price of $0.01 per share.

Edgar Filing: EDGEWATER TECHNOLOGY INC/DE/ - Form 10-Q

Table of Contents 15



9

Edgar Filing: EDGEWATER TECHNOLOGY INC/DE/ - Form 10-Q

Table of Contents 16



Table of Contents

EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

4. EMPLOYEE SHARE-BASED COMPENSATION PLANS: (Continued)

A summary of non-vested restricted share activity under the 2003 Plan as of June 30, 2008, and changes during the quarter then ended is as
follows:

Restricted Share Awards:

Non-vested
Restricted

Shares

Weighted
Average

Grant Date
Fair Value

Outstanding at January 1, 2008 252,170 $ 6.11
Granted �  �  
Vested (29,530) 6.64
Forfeited or expired �  �  

Outstanding at March 31, 2008 222,640 $ 6.05
Granted �  �  
Vested (47,960) 5.31
Forfeited or expired (8,160) 6.65

Outstanding at June 30, 2008 166,520 $ 6.23

Vested and expected to vest at June 30, 2008 166,520 $ 6.23

The total fair value of stock awards vested during the three- and six-month periods ended June 30, 2008 was $255 thousand and $451 thousand,
respectively. The total fair value of stock awards vested during the three- and six-month periods ended June 30, 2007 was $198 thousand and
$355 thousand, respectively.

Employee Stock Purchase Plans

In June 2008, in connection with the Company�s Annual Meeting of Stockholders, the stockholders of the Company approved, and the Company
adopted, the Edgewater Technology, Inc. 2008 Employee Stock Purchase Plan (the �2008 ESPP Plan�). The 2008 ESPP Plan will become
effective on October 1, 2008. The 2008 ESPP Plan allows a maximum of 500,000 shares of the Company�s common stock, plus any shares of
common stock that were reserved for issuance, but were not issued, under the 1999 ESPP Plan.

Prior to the effective date of the 2008 ESPP Plan, the Company will continue to offer eligible employees the option to purchase the Company�s
common stock under the Edgewater Technology, Inc. 1999 Employee Stock Purchase Plan (�1999 ESPP Plan�). The 1999 ESPP Plan allows a
maximum of 700,000 shares to be purchased by employees and as of June 30, 2008, approximately 48,404 shares were available for future
issuance. The 2008 ESPP Plan and the 1999 ESPP Plan are collectively referred to in this document as the �ESPP Plans.�

The ESPP Plans offer eligible employees the option to purchase the Company�s Common Stock at 85% of the lower of the closing price, as
quoted on NASDAQ, on either the first trading day or the last trading day of the quarterly purchase period. Enrollment periods occur on
January 1 and July 1. Purchases occur every three months. The amount each employee can purchase is limited to the lesser of (i) 10% of an
employees annual base salary or (ii) $25,000 of stock value on an annual basis. The ESPP Plans are designed to qualify for certain tax benefits
for employees under section 423 of the Internal Revenue Code.
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The fair value of each offering under the 1999 ESPP Plan was estimated on the date of grant using the Black-Scholes option valuation model
that uses the assumptions noted in the following table. The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of
grant. Expected volatility was based on historical volatility and other factors.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

4. EMPLOYEE SHARE-BASED COMPENSATION PLANS: (Continued)

The issue price of the shares of the Company�s common stock issued under the 1999 ESPP Plan related to the April 2008 and January 2008
offering was $4.15 and $4.45 per share, respectively, and the related weighted-average fair value of the compensation elements of the shares,
based upon the assumptions in the following table, was $1.22 and $1.84 per share, respectively.

April 2008
ESPP Offering

January 2008
ESPP Offering

Expected volatility 38.6% 50.6%
Expected dividend yield 0% 0%
Expected life (in years) 0.25 0.25
Risk-free interest rate 1.4% 3.4%

Compensation Expense

Stock-based compensation expense under all of the Company�s share-based plans was $439 thousand and $913 thousand in the three- and
six-month periods ended June 30, 2008, respectively. Stock-based compensation expense under all of the Company�s share-based plans was $373
thousand and $630 thousand in the three- and six-month periods ended June 30, 2007, respectively.

Cash received from stock option and ESPP exercises under all share-based payment arrangements was $512 thousand and $749 thousand during
the three- and six-month periods ended June 30, 2008, respectively. Cash received from stock option and ESPP exercises under all share-based
payment arrangements was $517 thousand and $2.0 million during the three- and six-month periods ended June 30, 2007, respectively. The
related tax benefit was approximately $5 thousand and $8 thousand for the three- and six-month periods ended June 30, 2008, respectively. The
related tax benefit was approximately $354 thousand and $573 thousand for the three- and six-month periods ended June 30, 2007, respectively.

As of June 30, 2008, unrecognized compensation expense, net of estimated forfeitures, related to the unvested portion of all share-based
compensation arrangements was approximately $2.1 million and is expected to be recognized over a period of 4.8 years.

The Company intends to use previously purchased treasury shares for all shares issued for options, restricted share awards and ESPP purchases.
Shares may also be issued from unissued share reserves.

5. INCOME TAXES:
Income Tax Provision: In determining our current income tax provision, we assess temporary differences resulting from alternative treatments of
items for tax and accounting purposes. These differences result in deferred tax assets and liabilities, which are recorded in our consolidated
balance sheets. We maintain deferred tax assets and we must assess the likelihood that these assets will be recovered from future taxable income.
To the extent we believe recovery is not likely, we establish a valuation allowance. We record a valuation allowance to reduce the net deferred
tax asset to a value we believe will be recoverable by future taxable income. We believe the accounting estimate related to the valuation
allowance is a critical accounting estimate because it is highly susceptible to change from period to period as it requires management to make
assumptions about the Company�s future income over the life of the deferred tax asset, and the impact of increasing or decreasing the valuation
allowance is potentially material to our results of operations. Management�s assumptions about future income require significant judgment
because actual income has fluctuated in the past and may continue to do so in the future.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

5. INCOME TAXES: (Continued)

The Company recorded a tax benefit of $4.2 million and $4.1 million for the three and six months ended June 30, 2008, respectively, compared
to a tax provision of $0.7 million and $1.3 million for the three and six months ended June 30, 2007, respectively. The reported tax benefit for
the three- and six-month periods ended June 30, 2008 is based upon an estimated effective income tax rate of 17.1%, related to our combined
federal and state income tax rates for our operating results offset by a benefit derived from the goodwill impairment charge recorded during the
second quarter. Additionally, the Company has recorded approximately $19 thousand in penalties and interest during the six month period ended
June 30, 2008. The effective tax rate applied to income before taxes in the three- and six-month periods ended June 30, 2007 was 40.5% and
41.5%, respectively. The Company does not anticipate having to expend cash for any federal income taxes, exclusive of alternative minimum
tax, in 2008 because of the availability of our net operating loss carryforwards.

Deferred Tax Assets: The Company has recorded a net deferred tax asset of $26.6 million and $22.2 million as of June 30, 2008 and
December 31, 2007, respectively. The current quarter increase in our deferred tax asset is related to an increase in depreciation and amortization
timing differences related to our acquired intangible assets in connection with the current quarter impairment charges recorded against the
carrying value of our goodwill and intangible assets. The impairment charges are described in Note 8 of the notes to unaudited condensed
consolidated financial statement included elsewhere herein. We have recorded a $4.6 million valuation allowance against our gross deferred tax
asset as of June 30, 2008 and December 31, 2007, respectively. The valuation allowance, which primarily relates to reserves applied against
certain state net operating loss carryforwards and federal and foreign tax credits, has not changed during the three and six months ended June 30,
2008.

We are subject to U.S. federal tax as well as income tax in multiple states and local jurisdictions. The Company�s 2003 to 2007 tax years are
subject to examination by these tax authorities. To our best knowledge we are no longer subject to U.S. federal and state and local tax
examinations by tax authorities for years before 2002. Such examinations could result in challenges to tax positions taken and, accordingly, we
may record adjustments to provisions based on the outcomes of such matters. However, we believe that the resolution of these matters will not
have a material effect on our financial position or results of operations.

6. MARKETABLE SECURITIES:
In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements,� (�SFAS No. 157�), which is effective for fiscal years beginning
after November 15, 2007 and for interim periods within those years. This statement defines fair value, establishes a framework for measuring
fair value and expands the related disclosure requirements. This statement applies under other accounting pronouncements that require or permit
fair value measurements. The statement indicates, among other things, that a fair value measurement assumes that the transaction to sell an asset
or transfer a liability occurs in the principal market for the asset or liability or, in the absence of a principal market, the most advantageous
market for the asset or liability. SFAS No. 157 defines fair value based upon an exit price model.

Relative to SFAS No. 157, the FASB issued FASB Staff Positions (�FSP�) No. 157-1 and No. 157-2. FSP No. 157-1 amends SFAS No. 157 to
exclude SFAS No. 13, �Accounting for Leases,� and its related interpretive accounting pronouncements that address leasing transactions, while
FSP No. 157-2 delays the effective date of the application of SFAS No. 157 to fiscal years beginning after November 15, 2008 for all
non-financial assets and non-financial liabilities that are recognized or disclosed at fair value in the financial statements on a nonrecurring basis.
We adopted SFAS No. 157 as of January 1, 2008, with the exception of the application of the statement to non-recurring non-financial assets and
non-financial liabilities.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

6. MARKETABLE SECURITIES: (Continued)

SFAS No. 157 establishes a valuation hierarchy for disclosure of the inputs to valuation used to measure fair value. This hierarchy prioritizes the
inputs into three broad levels as follows:

� Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.

� Level 2 inputs are quoted prices for similar assets and liabilities in active markets or inputs that are observable for the asset or
liability, either directly or indirectly through market corroboration, for substantially the full term of the financial instrument.

� Level 3 inputs are unobservable inputs based on our own assumptions used to measure assets and liabilities at fair value. A financial
asset or liability�s classification within the hierarchy is determined based on the lowest level input that is significant to the fair value
measurement.

All marketable securities that have original maturities greater than three months, but less than one year, are considered to be current marketable
securities. Our marketable securities are classified as held-to-maturity securities, which are recorded at amortized cost and consist of marketable
instruments, which include but are not limited to corporate bonds and commercial paper.

The following tables represent the Company�s fair value hierarchy for its marketable securities as of June 30, 2008 and December 31, 2007. Each
of the below listed marketable securities is classified as a Level 2 securities within the fair value hierarchy.

June 30, 2008

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Commercial paper $ 7,488 $ 17 $ �  $ 7,505
Government obligations 5,614 �  �  5,614

Total marketable securities $ 13,102 $ 17 $ �  $ 13,119

December 31, 2007

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Commercial paper $ 11,157 $ 31 $ �  $ 11,188
Corporate bonds 3,989 4 (1) 3,992

Total marketable securities $ 15,146 $ 35 $ (1) $ 15,180
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Amortization expense related to the net discounts and (premiums) on our held-to-maturity securities was $74 thousand and $178 thousand for
the three and six-month periods ended June 30, 2008, respectively. Amortization expense related to the net discounts and premiums on our
held-to-maturity securities was $303 thousand and $519 thousand for the three and six-month periods ended June 30, 2007, respectively.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

7. BUSINESS COMBINATIONS:
Set forth below are developments during 2008 related to certain business combination transactions that were completed prior to the 2008 fiscal
year and were described in our Annual Report on Form 10-K filed with the SEC on March 17, 2008.

Acquisition of Alecian Corporation: On July 2, 2007, the Company acquired certain assets and liabilities of Alecian Corporation (�Alecian�),
pursuant to the terms of a definitive Asset Purchase Agreement (the �Alecian Acquisition�). Additionally, the Asset Purchase Agreement related to
the Alecian Acquisition specifies additional earnout consideration that could be payable to Alecian. Earnout payments are conditioned upon the
attainment of certain performance measurements for the Alecian business over a 12-month period from the date of the acquisition. On June 30,
2008, Alecian completed its first and only twelve-month earnout period, during which the required performance measurements were exceeded.
Accordingly, the Company, as of June 30, 2008, has accrued $1.0 million in contingent earnout consideration payable to Alecian directly related
to the completion of the earnout period. The contingent earnout consideration recognized by the Company was recorded as an increase in
goodwill in the Company�s balance sheet during the three-month period ended June 30, 2008. It is expected that the contingent earnout
consideration payable to Alecian will be fully paid by the Company during the third quarter of 2008.

8. GOODWILL AND INTANGIBLE ASSETS:
Under SFAS No. 142, �Goodwill and Other Intangible Assets� (�SFAS No. 142�), goodwill and certain intangible assets that are deemed to have
indefinite lives and are no longer amortized, but are reviewed at least annually for impairment. Other identifiable intangible assets are amortized
over their estimated useful lives. SFAS No. 142 requires that goodwill and indefinite-lived intangible assets be tested for impairment at the
reporting unit level annually utilizing the �fair value� methodology (the �Annual Impairment Test�) or on an interim basis, if a triggering event
occurs. We perform our Annual Impairment Test each year on December 2, which is our selected annual measurement date.

In December 2007, the Company completed its Annual Impairment Test and concluded no impairment existed. Following the second quarter of
2008, as a result of the present environment impacting our business and results and an overall decline in billable consultant utilization coupled
with a material decline of the Company�s stock price since December of 2007, the Company determined that it had identified an impairment
triggering event that would require an interim impairment evaluation. Therefore, the Company initiated an interim review of the carrying value
of our goodwill and other intangible asset balances for possible impairment in accordance with the provisions of SFAS No. 142 and SFAS
No. 144, �Accounting for Impairment or Disposal of Long-Lived Assets� (�SFAS No. 144�), respectively.

In its review of the carrying value of the goodwill and intangible assets, the Company determined fair values for the reporting units using the
Income Approach, or more specifically the Discounted Cash Flow Method, and the Market Approach, utilizing both the Guideline Company
Method and the Comparable Transaction Method. The review for impairment indicated that the carrying value of both the goodwill and the
definite-lived intangible assets was impaired as of June 30, 2008.

For the goodwill impairment evaluation, the Company performed second step of the goodwill impairment test, used to measure the amount of
impairment loss, and compared the implied fair value of reporting unit goodwill with the carrying amount of that goodwill. For the definite-lived
intangible asset impairment review, the Company compared the carrying value of the intangible asset against the estimated undiscounted cash
flows to be generated over the remaining life of the intangible asset. Based upon the results, the Company recognized impairment charges of
$23.5 million and $1.2 million during the three months ended June 30, 2008 related to goodwill and other intangible assets, respectively.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

8. GOODWILL AND INTANGIBLE ASSETS: (Continued)

The changes in the carrying amount of our goodwill and other intangible assets for the six months ended June 30, 2008 are as follows:

Six Months Ended
June 30, 2008

Goodwill
Intangible

Assets Total
(In Thousands)

Balance at January 1, 2008 $ 46,033 $ 7,682 $ 53,715
Add: earnout consideration (Note 7) 1,000 �  1,000
Add: acquisition consummated in 2007 114 �  114
Less: amortization �  (1,542) (1,542)
Less: impairment charges (23,582) (1,158) (24,740)

Balance at June 30, 2008 $ 23,565 $ 4,982 $ 28,547

The current year additions to the carrying value of goodwill was primarily related to the contingent earnout consideration earned by Alecian, as
more fully described in Note 7 of the notes to unaudited condensed consolidated financial statements. Other goodwill increases related to the
settlement of certain estimated direct costs related to the Vertical Pitch Acquisition. The current quarter decreases in the carrying value of the
goodwill and intangible assets are a result of amortizing the existing identified intangible assets and the recording of the impairment charges
previously described.

We amortize our intangible assets that have finite lives using either the straight-line method or based on estimated future cash flows to
approximate the pattern in which the economic benefit of the asset will be utilized. Total amortization expense was $0.8 million and $1.5 million
during the three- and six-month periods ended June 30, 2008, respectively. Total amortization expense was $312 thousand and $627 thousand
during the three- and six-month periods ended June 30, 2007. This amortization expense relates to certain non-competition covenants and
customer lists, which expire between 2009 and 2012.

Estimated annual amortization expense for the next five years ended December 31, is as follows:

Amortization
Expense

(In Thousands)
2008 $ 2,742
2009 $ 1,959
2010 $ 899
2011 $ 553
2012 $ 371
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

9. (LOSS) EARNINGS PER SHARE:
A reconciliation of net (loss) income and weighted average shares used in computing basic and diluted (loss) earnings per share is as follows:

Three Months Ended
June 30,

Six Months Ended
June 30,

2008 2007 2008 2007
(In Thousands, Except

Per Share Data)

(In Thousands, Except

Per Share Data)
Basic (loss) earnings per share:
Net (loss) income applicable to common shares $ (20,090) $ 1,046 $ (19,887) $ 1,883

Weighted average common shares outstanding 13,199 11,668 13,140 11,508

Basic (loss) income per share of common stock $ (1.52) $ 0.09 $ (1.51) $ 0.16

Diluted (loss) earnings per share:
Net (loss) income applicable to common shares $ (20,090) $ 1,046 $ (19,887) $ 1,883

Weighted average common shares outstanding 13,199 11,668 13,140 11,508
Dilutive effect of stock options �  1,451 �  1,411

Weighted average common shares, assuming Dilutive effect of stock
options 13,199 13,119 13,140 12,919

Diluted (loss) earnings per share of common Stock $ (1.52) $ 0.08 $ (1.51) $ 0.15

Share-based awards, inclusive of all grants made under the Company�s Equity Plans, for which either the stock option exercise price, or the fair
value of the restricted share award, exceeds the average market price over the period, have an anti-dilutive effect on earnings per share, and
accordingly, are excluded from the diluted computations for all periods presented. Had such shares been included, shares for the diluted
computation would have increased by approximately 2.7 million in both the three- and six-month periods ended June 30, 2008. The diluted
computation would have increased by approximately 0.4 million and 0.2 million in the three- and six-month periods ended June 30, 2007,
respectively. Options to purchase approximately 0.3 million shares of common stock that were outstanding during both the three- and six-month
periods ended June 30, 2008 were not included in the computation of diluted net loss per share due to the reported loss during the respective
periods. As of June 30, 2008 and 2007, there were approximately 4.0 million and 4.2 million share-based awards outstanding under the
Company�s Equity Plans, respectively.

10. RELATED PARTIES:
Loeb Enterprises. Loeb Enterprises is considered a related party as its founder and President is Michael Loeb, a member of our Board of
Directors. Loeb Enterprises has been an Edgewater customer since 2006. Service revenue from Loeb Enterprises amounted to $42 thousand and
$83 thousand for three- and six-months ended June 30, 2008, respectively, as compared to $42 thousand and $61 thousand in the three- and
six-months ended June 30, 2007. Accounts receivable balances from Loeb Enterprises were $28 thousand and $32 thousand as of June 30, 2008
and December 31, 2007, respectively, which amounts were on customary business terms. The Company provides Loeb Enterprises with hosting
and support services. These services are provided on both a fixed-fee and time and materials basis. Our contracts with Loeb Enterprises,
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including all terms and conditions, have been negotiated on an arm�s length basis and on market terms similar to those we have with our other
customers.
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EDGEWATER TECHNOLOGY, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

11. COMMITMENTS AND CONTINGENCIES:
Commitments. In addition to the initial purchase price consideration paid, Alecian, Lynx and NDS are also eligible to receive additional future
earnout consideration. Any future earnout payments are conditioned upon the attainment of certain performance measurements over respective
12- to 24-month periods following the respective acquisition dates.

On June 30, 2008, Alecian completed its first and only twelve-month earnout period, during which the required performance measurements were
exceeded. Accordingly, the Company, as of June 30, 2008, has accrued $1.0 million in contingent earnout consideration payable to Alecian
directly related to the completion of the earnout period. The contingent earnout consideration recognized by the Company was recorded as an
increase in goodwill in the Company�s balance sheet during the three-month period ended June 30, 2008. It is expected that the contingent
earnout consideration payable to Alecian will be paid by the Company during the third quarter of 2008.

Future earnout payments may be made related to the Lynx Acquisition. Contingent earnout amounts are not expected to be more than $0.5
million and if earned, would be paid during 2008 and 2009.

Contingencies. We are sometimes a party to litigation incidental to our business. We believe that these routine legal proceedings will not have a
material adverse effect on our financial position. We maintain insurance in amounts with coverages and deductibles that we believe are
reasonable. However, there can be no assurance that such coverages will continue to be available on reasonable terms or will be available in
sufficient amounts to cover possible claims that may arise in the future, or that our insurers will not disclaim coverage as to any future claim.
The successful assertion of one or more claims against the Company that exceed available insurance coverages or changes in the Company�s
insurance policies, including premium increases or the imposition of large deductible or co-insurance requirements, would have a material
adverse effect on the Company�s business, results of operations and financial condition.

The Company had approximately $200,000 of unrecognized tax benefits, penalties and interest expense related to uncertain tax positions as of
June 30, 2008. No amounts related to uncertain tax positions were accrued as of June 30, 2007.

12. RECENT ACCOUNTING PRONOUNCEMENTS:
In February 2008, FASB issued FSP No. 157-2. FSP No. 157-2 will provide a one-year deferral of the effective date of SFAS No. 157 for
non-financial assets and non-financial liabilities, except those that are recognized or disclosed in financial statements at fair value at least
annually. For non-financial assets and non-financial liabilities subject to the deferral, SFAS No. 157 will be effective in fiscal years beginning
after November 15, 2008 and in interim periods within those fiscal years. We are currently evaluating the impact that FSP No. 157-2 will have
on our consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, �Disclosures about Derivative Instruments and Hedging Activities� (SFAS No. 161) as an
amendment to SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities.� SFAS No. 161 requires that objectives for using
derivative instruments be disclosed in terms of underlying risk and accounting designation. SFAS No. 161 is effective for financial statements
issued for fiscal years beginning after November 15, 2008. We are currently evaluating whether adoption of SFAS 161 will have an impact on
our consolidated financial statements.

In April 2008, the FASB issued FSP No. 142-3, �Determination of the Useful Life of Intangible Assets� (�FSP No. 142-3�). FSP No. 142-3 amends
the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized intangible
asset under SFAS No. 142 and requires enhanced disclosures relating to: (a) the entity�s accounting policy on the treatment of costs incurred to
renew or extend the term of a recognized intangible asset; (b) in the period of acquisition or renewal, the weighted-average period prior to the
next renewal or extension (both explicit and implicit), by major intangible asset class and (c) for an entity that capitalizes renewal or extension
costs, the total amount of costs incurred in the period to renew or extend the term of a recognized intangible asset for each period for which a
statement of financial position is presented, by major intangible asset class. FSP No. 142-3 must be applied prospectively to all intangible assets
acquired as of and subsequent to fiscal years beginning after December 15, 2008, and interim periods within those fiscal years. Early adoption is
prohibited. We are currently evaluating the impact that FSP No. 142-3 will have on our consolidated financial statements.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following information should be read in conjunction with the information contained in the Unaudited Condensed Consolidated Financial
Statements and notes thereto appearing elsewhere in this Quarterly Report on Form 10-Q and in our Annual Report on Form 10-K for the fiscal
year ended December 31, 2007, as filed with the SEC on March 17, 2008. This Quarterly Report on Form 10-Q contains forward-looking
statements that involve risks and uncertainties. See �Risk Factors� and �Special Note Regarding Forward-Looking Statements� included
elsewhere herein. We use the terms �we,� �our,� �us,� �Edgewater� and �the Company� in this report to refer to Edgewater Technology,
Inc. and its wholly-owned subsidiaries.

Business Overview

Edgewater is a technology management consulting firm providing a synergistic blend of premium IT services primarily in the North American
market. We work with our clients, including providing services focused in three primary areas:

� envisioning and realizing strategic business solutions:

� optimizing business processes to improve the delivery of products and services;

� maximizing and unlocking the value of corporate data assets; and

� providing program and project management.

� implementing corporate performance management solutions:

� providing dashboard and data cube design and build;

� providing data warehouse and ETL tool strategies and implementations; and

� combining all components into a comprehensive analytics solution.

� leveraging line business with technology:

� providing design, architectural, core data and strategic build services;

� melding advanced business analysis with workflow enhancement; and

� evaluating and leveraging infrastructure services.
Our primary target is the client who wants experienced, highly-trained talent for strategic, high return projects. Edgewater typically goes to
market both vertically by industry and horizontally by product and technology specialty. Our strategic consulting, custom development and
integration service offerings go to market by vertical industry (�Vertical Service Offerings�) and currently serve clients in the following industries:
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Consumer Packaged Goods/Manufacturing; Specialized Financial Services (such as Student Lending, Distressed Debt, and Private Equity);
Healthcare (Payor/Managed Care)/Life Sciences; Higher Education; Hospitality; Insurance; Retail; and various Emerging Markets. Our BI/CPM
and Data Services offerings go to market horizontally (�Horizontal Service Offerings�) and provide high level teams of product specialists who
span all industries.

During the three- and six-month period ended June 30, 2008, we generated total revenue of approximately $19.6 million and $39.1 million from
a total of 199 and 239 clients, respectively. Headquartered in Wakefield, Massachusetts, our Company employed approximately 276 consulting
professionals as of June 30, 2008.

Factors Influencing Our Results of Operations

Revenue. Our ability to generate revenue is affected by the level of business activity of our clients, which in turn is affected by the level of
economic activity occurring in the industries and markets that they serve. A decline in the level of business activity of our clients could have a
material adverse effect on our revenue and profit margin. With the general economic slowdown that the U.S. economy has experienced in the
last year, we have seen clients utilizing a variety of initiatives to reduce external IT spending, including: reduced IT initiatives, or delayed
timetables or decisions, for new IT projects, which we have noted have occurred at the conclusion of large or legacy projects and in projects that
are significantly focused on custom development, integration services, and technical and business consulting; increased internal IT personnel
hiring efforts; and corporate budgetary restrictions or limitations on projects that are not deemed critical or significant in the current business
environment. We have responded to these developments over the past year by increasing our training and development in new service offerings,
and focusing our sales efforts on technologies that we believe the market will embrace or deem critical to their IT objectives and operating
strategies. We also have increased cross-disciplinary training for our
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personnel in both Vertical Service Offering services and Horizontal Service Offering services, due to the emerging overlap of customer demand
for services that involve multiple components of our premium IT service offerings. While we expect to continue to pursue these efforts and
objectives to further our goal to provide new services and offerings on a proactive basis, if there is a sustained economic cycle that produces
decreasing demand for external IT services in certain areas of our business, we may counter-balance any such decline, with cost-savings
initiatives to manage our expenses as a percentage of revenue and our utilization, accordingly. The principal components of operating expenses
that affect our results are described below.

Operating Expense. Our consulting professionals represent the largest portion of our operating expenses. Project personnel expenses consist of
payroll costs and related benefits associated with our professional staff. Other related expenses include travel, subcontracting, third-party vendor
payments and non-billable costs associated with the delivery of services to our clients. We consider the relationship between project personnel
expenses and revenue to be an important measure of our operating performance. The relationship between project personnel expenses and
revenue is driven largely by the utilization of our consultant base, the rates we charge our clients and the non-billable costs associated with
securing new client engagements and developing new service offerings. The remainder of our recurring operating expenses is comprised of
expenses associated with the development of our business and the support of our client-serving professionals, such as professional development
and recruiting, marketing and sales, and management and administrative support. Professional development and recruiting expenses consist
primarily of recruiting and training content development and delivery costs. Marketing and sales expenses consist primarily of the costs
associated with branding, marketing and positioning the company as a premium IT services firm. Management and administrative support
expenses consist primarily of the costs associated with operations including finance, information systems, human resources, facilities (including
the rent of office space) and other administrative support for project personnel.

Performance. The Company�s management monitors and assesses its operating performance by evaluating key metrics and indicators. For
example, we review information related to new customer accounts, annualized revenue per billable consultant, periodic consultant utilization
rates, gross profit margins and billable employee headcount. This information, along with other operating performance metrics, is used in
evaluating our overall performance. These metrics and indicators are discussed in more detail under �Results for the Three and Six Months Ended
June 30, 2008, Compared to Results for the Three and Six Months Ended June 30, 2007,� included elsewhere in this Quarterly Report on Form
10-Q.

Impairment for the Period Ending June 30, 2008. Under SFAS No. 142, �Goodwill and Other Intangible Assets� (�SFAS No. 142�), goodwill and
certain intangible assets are deemed to have indefinite lives and are no longer amortized, but are reviewed at least annually for impairment. In
December 2007, the Company completed its annual impairment test and concluded no impairment existed. Following the second quarter of
2008, as a result of the present environment impacting our business and results and an overall decline in billable consultant utilization (see
��Factors Influencing Our Results of Operations; Revenue� and ��Results for the Three and Six Months Ended June 30, 2008, Compared to Results
for the Three and Six Months Ended June 30, 2007�) coupled with a material decline of the Company�s stock price since December of 2007, the
Company determined that it had identified an impairment triggering event. Therefore, the Company initiated an interim review of the carrying
value of our goodwill and other intangible asset balances for possible impairment in accordance with the provisions of SFAS No. 142 and SFAS
No. 144, �Accounting for Impairment or Disposal of Long-Lived Assets� (�SFAS No. 144�), respectively. The review for impairment indicated that
the carrying value of both the goodwill and intangible assets was impaired as of June 30, 2008. Based upon the results of the valuation
techniques utilized, the Company recognized impairment charges of $23.5 million and $1.2 million during the three months ended June 30, 2008
related to goodwill and other intangible assets, respectively. See �Item 1 � Financial Statements � Notes to the Unaudited Condensed Consolidated
Financial Statements � Note 8.�
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Results for the Three and Six Months Ended June 30, 2008, Compared to Results for the Three and Six Months Ended June 30, 2007

The financial information that follows has been rounded in order to simplify its presentation. The amounts and percentages below have been
calculated using the detailed financial information contained in the unaudited condensed consolidated financial statements, the notes thereto, and
the other financial data included in this Quarterly Report on Form 10-Q.

The following table sets forth the percentage of total revenue of items included in our unaudited condensed consolidated statements of
operations:

Three Months Ended
June 30,

Six Months Ended
June 30,

2008 2007 2008 2007
Revenue:
Service revenue 92.5% 88.1% 92.4% 90.7%
Software revenue 1.2% 7.8% 1.8% 5.3%
Reimbursable expenses 6.3% 4.1% 5.8% 4.0%

Total revenue 100.0% 100.0% 100.0% 100.0%
Cost of revenue:
Project and personnel costs 53.7% 48.5% 54.2% 50.4%
Software costs 1.0% 6.7% 1.5% 4.5%
Reimbursable expenses 6.3% 4.1% 5.8% 4.0%

Total cost of revenue 61.0% 59.3% 61.5% 58.9%

Gross Profit 39.0% 40.7% 38.5% 41.1%
Operating expenses:
Selling, general and administrative 32.2% 30.3% 32.0% 31.0%
Depreciation and amortization 5.3% 3.1% 5.3% 3.2%
Impairment of goodwill and intangible assets 126.1% 3.1% 63.3% 3.2%

Total operating expenses 163.6% 33.4% 100.6% 34.2%

Operating (loss) income (124.6)% 7.3% (62.1)% 6.9%
Interest income, net 0.5% 2.2% 0.8% 2.3%

(Loss) income before income taxes (124.1)% 9.5% (61.3)% 9.2%
Income tax (benefit) provision (21.7)% 3.9% (10.4)% 3.8%

Net (loss) income (102.4)% 5.6% (50.9)% 5.4%

Revenue. Total revenue increased by $1.0 million, or 5.6%, to $19.6 million for the three-month period ended June 30, 2008, compared to total
revenue of $18.6 million in the three-month period ended June 30, 2007. Total revenue increased by $4.2 million, or 12.1%, to $39.1 million for
the six-month period ended June 30, 2008, compared to total revenue of $34.9 million in the six-month period ended June 30, 2007.

During the three-month period ended June 30, 2008, service revenue, excluding software and reimbursable expense revenue, increased by $1.7
million, or 10.8%, to $18.1 million as compared to service revenue of $16.4 million in the three-month period ended June 30, 2007. During the
six-month period ended June 30, 2008, service revenue increased by $4.5 million, or 14.3%, to $36.1 million as compared to the service revenue
of $31.6 million in the three-month period ended June 30, 2007. The comparative 2008 three- and six-month period increases in service revenue
were favorably impacted by the additive effects of our 2007 CPM-related acquisitions, which include the Vertical Pitch Acquisition, Lynx
Acquisition and Alecian Acquisition, which are collectively referred to in this document as the �2007 Acquisitions,� and by the year-over-year
organic growth within our CPM service offering. Service revenues related to businesses acquired as part of the 2007 Acquisitions had no impact
on our results for the six-month period ended June 30, 2007, as the 2007 Acquisitions were consummated during the second half of 2007. The
2007 Acquisitions were fully integrated into our CPM-related operations prior to the beginning of the 2008 fiscal year, and are reported as part
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Service revenue growth for our CPM-related services outpaced service revenue declines related to our technical consulting and business
consulting offerings during the three- and six month periods of 2008. We believe these declines relate to a reduction in comparative
year-over-year service revenue from certain of our legacy customers and factors arising out of the general U.S. economic slowdown impacting
demand for certain IT services. For more detail on this current trend, see ��Business Overview; Factors Influencing Our Results of Operations;
Revenue.� We remain optimistic that our CPM-related revenues will experience future growth. We believe that the revenue mix for technical
consulting and business consulting, will undergo change, as our efforts to increase training and development in new services, technologies and
applications that we believe the market will embrace or deem critical to their IT objectives have resulted in, and will continue to result in, new
customers and engagements; however, it is possible that these new and diversified revenue streams may not exceed reductions due to the general
economic/legacy business factors described above. As a result of these factors, we may experience near term overall service revenues that may
be essentially flat or reflect only modest growth when compared to corresponding prior year periods.

Utilization, which is the rate at which we are able to generate revenue from our consultants, amounted to 76.6% during the second quarter of
2008 as compared to 82.8% during the second quarter of 2007. We target utilization in a range from 78%-82%, and this objective is influenced
by a variety of factors, including customer demand for IT spending and general economic circumstances. The drop in our utilization rate below
our target rate is attributable to the decrease in technical consulting and business consulting service revenue due to the factors described above
and under ��Business Overview; Factors Influencing Our Results of Operations; Revenue.� Our billable consultant headcount at the end of June 30,
2008 was 276, as compared to 257 at the end of the second quarter of 2007. Annualized service revenue per billable consultant increased to $334
thousand, during the quarterly period ended June 30, 2008, as compared to $302 thousand during the same quarterly period in 2007. The
improvement in this metric is primarily due to a greater mix of high-end CPM consulting services, which services have higher consultant billing
rates than our other offerings. All of the above metrics are key elements associated with our ability to generate growth in our service revenue.

Software revenue, which is directly attributable to our CPM offerings, was $0.2 million and $0.7 million, respectively, during the three- and
six-month periods ended June 30, 2008, respectively as compared to $1.5 million and $1.8 million in the comparative 2007 quarter and
year-to-date periods, respectively. Software revenue is expected to fluctuate between quarters depending on our customers� demand for such
third-party off-the-shelf software. Gross profit margins on software sales are generally much lower than gross margins on consulting services.

Generally, we are reimbursed for out-of-pocket expenses incurred in connection with our customers� consulting projects. Reimbursed expense
revenue amounted to $1.2 million and $2.3 million during the three- and six-month periods ended June 30, 2008, respectively as compared to
$0.8 million and $1.4 million during the three- and six-month periods ended June 30, 2007, respectively. The aggregate amount of reimbursed
expenses will fluctuate from quarter-to-quarter depending on the location of our customers, the general fluctuation of travel costs, such as
airfare, and the number of our projects that require travel.

The Company increased the number of customers it served to 239 during the six-month period ended June 30, 2008, as compared to 165
customers during the comparative six-month period ended June 30, 2007. This increase is primarily due to the 2007 Acquisitions and also due to
our ongoing growth initiatives focused on new customer engagements and services that were previously described. Further, as the Company
continued to diversify its revenue mix across its growing client base, service revenue from our five largest customers during the three- and
six-month period ended June 30, 2008 was approximately 29.3% and 28.1% of our total service revenue, respectively, as compared to 49.7%
and 50.7% in the comparative 2007 quarter and year-to-date periods, respectively.

Cost of Revenue. Cost of revenue primarily consists of project personnel costs principally related to salaries, payroll taxes, employee benefits
and travel expenses for personnel dedicated to customer projects. These costs represent the most significant expense we incur in providing our
services. In total, cost of revenue increased by $1.0 million, or 8.6%, to $12.0 million for the three-month period ended June 30, 2008 as
compared to $11.0 million in the comparative quarterly period of 2007. Similarly, total cost of revenue increased by $3.5 million, or 17.1%, to
$24.0 million for the six-month period ended June 30, 2008 as compared to total cost of revenue of $20.5 million in the six-month period ended
June 30, 2007.

The increase in reported cost of revenue in both the three- and six-month periods ended June 30, 2008 relates to an increase in project and
personnel costs. During the three- and six-months ended June 30, 2008, project and personnel costs
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increased by $1.5 million, or 16.9%, and $3.6 million, or 20.8%, respectively as compared to the three- and six-month periods ended June 30,
2007. The increase in project and personnel costs is primarily driven by the billable consultants added in connection with the 2007 Acquisitions
and selective additions of higher end consultants. The net effect of the 2007 Acquisitions and other factors described above served to increase
the average salaries of our consultants, which resulted in a reported year-over-year increase in project and personnel costs during the three- and
six-month periods of 2008. As of June 30, 2008, the Company employed 276 billable consultants as compared to 257 billable consultants as of
June 30, 2007.

Software costs amounted to $0.2 million and $0.6 million during the three- and six-month periods ended June 30, 2008, respectively, as
compared to software costs of $1.3 million and $1.5 million during the three- and six-month periods ended June 30, 2007. The decrease in
software costs is a result of the 2008 quarter and year-to-date decreases comparative period software sales. Software costs are expected to
fluctuate between quarters depending on our customer�s demand for CPM-related software. Reimbursable expenses increased by $0.4 million, or
63.2%, to $1.2 million during the three months ended June 30, 2008 as compared to reimbursable expenses of $0.8 million during the
comparative 2007 quarterly period. Similarly, reimbursable expenses increased by $0.9 million, or 59.6%, to $2.3 million during the six-months
ended June 30, 2008 as compared to reimbursable expenses of $1.4 million during the comparative 2007 quarterly period. The quarterly
increases in reimbursable expenses are a direct result of the Company�s increased customer base and associated travel-related expenses incurred
during the reported periods.

Gross Profit. Total gross profit was $7.6 million in both of the three-month periods ended June 30, 2008 and 2007. For purposes of further
analysis, we refer to gross profit as a percentage of revenue generally as gross margin. Gross margin, as a percentage of total revenue, decreased
to 39.0% in the second quarter of 2008, as compared to 40.7% in the comparative 2007 quarterly period. Gross margin, as a percentage of
service revenue, decreased to 41.9% during the three-month period ended June 30, 2008 as compared to 44.9% for the three-month period ended
June 30, 2007. The Company�s management targets gross margin related to service revenue at 42% to 45%.

During the six-month period ended June 30, 2008, total gross profit increased by $0.8 million, or 5.0%, to $15.1 million as compared to total
gross profit of $14.3 million in the six-month period ended June 30, 2007. Gross margin, as a percentage of total revenue, decreased to 38.5% in
the 2008 year-to-date period, as compared to 41.1% in the comparative 2007 year-to-date period. Gross margin related to service revenue
decreased to 41.3% during the six-month period ended June 30, 2008 as compared to 44.5% for the six-month period ended June 30, 2007.

The comparative 2008 year-over-year decrease in gross margin is principally related to the Company�s decrease in its consultant utilization rate,
as described above under ��Factors Influencing Our Results of Operations; Revenue.� The absolute dollar increase in gross profit is principally
related to the Company�s growth in higher billable CPM-related headcount, including such positive effects brought about by the 2007
Acquisitions.

Selling, General and Administrative Expenses (�SG&A�). SG&A expenses increased by $0.7 million, or 12.1%, to $6.3 million in the
three-month period ended June 30, 2008 as compared to SG&A expenses of $5.6 million in the three-month period ended June 30, 2007. SG&A
expenses increased by $1.7 million, or 15.9%, to $12.5 million in the six-months ended June 30, 2008 as compared to SG&A expenses of $10.8
million in the six-month period ended June 30, 2007. The increase in SG&A expenses during the three- and six-months ended June 30, 2008 is
primarily attributable to additional sales and operational personnel associated with the 2007 Acquisitions, and to a lesser extent increases in
commission expense associated with the growth in new service revenues, increases in stock-based compensation expense associated with the
April 2007 equity grants, and increases in training costs as we expand the current skill set mix of our consultant base. SG&A expense, as a
percentage of total revenue, increased to 32.2% and 32.0% for the three- and six-month period ended June 30, 2008 as compared to 30.3% and
31.0% for the three- and six-month period ended June 30, 2007.

Depreciation and Amortization Expense. Depreciation and amortization expense increased $0.4 million, or 82.4%, to $1.0 million in the quarter
ended June 30, 2008 as compared to $0.6 million in the quarter ended June 30, 2007. Depreciation and amortization expense increased to $2.1
million in the six-month period ended June 30, 2008 as compared to $1.1 million in the six-month period ended June 30, 2007. Amortization
expense was $0.8 million and $1.5 million during the three- and six-month periods ended June 30, 2008, respectively as compared to $0.3
million and $0.6 million for the three- and six-month periods ended June 30, 2007, respectively. $0.5 million and $0.9 million of the
year-over-year increase in amortization expense during the three- and six-month periods ended June 30, 2008, respectively related to the
intangible assets identified in conjunction with the 2007 Acquisitions.

For the remaining six-month period of 2008, we anticipate depreciation and amortization expense could decline by approximately 22%
compared to levels recognized in the six-month period ended June 30, 2008 solely as a result of the impairment charges recorded during the
current quarter, as described above.
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Impairment of Goodwill and Intangible Assets. As more fully described in �Item 1 � Financial Statements � Notes to the Unaudited Condensed
Consolidated Financial Statements � Note 8� and ��Factors Influencing Our Results of Operations� included elsewhere herein, the Company,
following the end of the second quarter of 2008, determined that it had identified an impairment triggering event. As a result of the triggering
event, the Company performed a review of the current carrying value of its goodwill and intangible assets for possible impairment.

The review for impairment indicated that the carrying value of both the goodwill and intangible assets was impaired as of June 30, 2008. Based
upon the results of the valuation techniques utilized, the Company recognized a total impairment charge of $24.7 million during both the three
and six months ended June 30, 2008.

Operating (Loss) Income. Operating income decreased by $25.8 million, to a reported operating loss of $(24.4) million, in the three-month
period ended June 30, 2008 as compared to operating income of $1.4 million in the three-month period ended June 30, 2007. Similarly,
operating income decreased by $26.7 million, to a reported operating loss of $(24.3) million, in the six-month period ended June 30, 2008 as
compared to operating income of $2.4 million in the six-month period ended June 30, 2007. The current quarter and year-to-date fluctuations in
operating (loss) income are primarily attributable to $24.7 million in impairment charges recorded against the carrying value of the Company�s
goodwill and intangible assets, and to a far lesser extent due to a comparative increase in SG&A expenses and lower billable consultant
utilization (described previously), which reduced overall gross profit margins for our business. Each is explained in further detail above.

Interest Income, Net. We earned net interest income of $0.1 million during the second quarter of 2008, as compared to net interest income of
$0.4 million during the second quarter of 2007. Interest income totaled $0.3 million and $0.8 million in the six-month periods ended June 30,
2008 and 2007, respectively. Interest income has decreased in the comparative three- and six-month periods primarily as a result of the reduction
in the Company�s invested balances, primarily due to the 2007 Acquisitions and decreasing yields achieved on our marketable securities as
market interest rates for high grade commercial bonds, commercial paper and government-backed securities have substantially decreased in the
2008 comparative periods.

Income Tax (Benefit) Provision. The Company records an income tax (benefit) provision for federal and state income taxes at the applicable
statutory rates, adjusted for non-deductible expenses. We recorded an income tax benefit of $(4.2) million and $(4.1) million for the three- and
six-month periods ended June 30, 2008, respectively as compared to an income tax provision $0.7 million and $1.3 million for the three- and
six-month periods ended June 30, 2007, respectively. The recorded income tax benefit for the three- and six-months ended June 30, 2008
represents a tax benefit based on an effective income tax rate of 17.1%. The income tax provision for the three- and six-month periods ended
June 30, 2007 was determined based upon an effective income tax rate of 40.5% and 41.5%, respectively.

We have deferred tax assets resulting primarily from federal net operating loss carryforwards amounting to $31.2 million for which we have
recorded a valuation allowance in the amount of $4.6 million. Our federal income tax payable amounts will be charged directly against our
deferred tax asset and will not result in an annual cash outlay by the Company, except with regard to state and alternative minimum tax (�AMT�)
liabilities. The majority of the Company�s tax affected net operating loss carry-forwards are scheduled to expire on or before 2020.

Net (Loss) Income. We reported net loss of $(20.1) million and $(19.9) million during the three- and six-month periods ended June 30, 2008,
respectively, as compared to net income of $1.0 million and $1.9 million during the comparative 2007 periods. The current quarter and
year-to-date reported net losses are primarily due to the current quarter goodwill and intangible asset impairment charge of $20.5 million (net of
tax benefit), and to a far lesser extent due to lower utilization of our billable consultants, increases in SG&A expenses and amortization expense
and a decrease in interest income. Each of these items is discussed in further detail above.
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Liquidity and Capital Resources

The following table summarizes our cash flow activities for the periods indicated:

Three Months Ended
June 30,

Six Months Ended
June 30,

2008 2007 2008 2007
(In Thousands)

Cash flows provided by (used in):
Operating activities $ 3,605 $ 2,779 $ (127) $ 1,590
Discontinued operating activities (2) (525) (8) (552)
Investing activities (96) (1,158) 1,595 (4,416)
Financing activities 467 503 654 1,917

Total provided (used) during the period $ 3,974 $ 1,599 $ 2,114 $ (1,461)

As of June 30, 2008 and December 31, 2007, we had cash, cash equivalents, and marketable securities of $22.8 million. Working capital, which
is defined as current assets less current liabilities, increased $2.8 million, to $32.4 million, as of June 30, 2008, as compared to $29.6 million as
of December 31, 2007. Current year activity related to our cash, cash equivalents and marketable securities is primarily attributable to cash
outflows related to the first quarter payments on the 2007 performance-based bonus plan, which have been offset by $0.7 million in proceeds
from stock option exercises and issuances under the Company�s employee stock purchase plan and collections of accounts receivable balances.

Our primary historical sources of funds have been from operations and the proceeds from equity offerings, as well as sales of businesses in fiscal
years 2000 and 2001. Our principal historical uses of cash have been to fund working capital requirements, capital expenditures and acquisitions.
We generally pay our employees bi-weekly for their services, while receiving payments from customers 30 to 60 days from the date of the
invoice.

Cash provided by operating activities was $3.6 million and $2.8 million for the three months ended June 30, 2008 and 2007, respectively. Net
cash provided during the three months ended June 30, 2008 was largely attributable to the $24.7 million goodwill and intangible asset
impairment charge being a non cash activity, $1.8 million in accruals related to salaries and wages, commissions and the Company�s 2008
performance-based bonus plans, $0.4 million in stock-based compensation and $1.0 million in depreciation and amortization. These inflows
were offset by an increase in the Company�s deferred tax assets of $4.4 million in connection with the current quarter impairment charges and
related net loss and an increase in account receivable balances of $0.3 million.

The cash provided during the three months ended June 30, 2007 was largely due to inflows related to income from operations of $1.0 million,
$0.3 million in prepaid and other assets related to the routine amortization of annual insurance premiums and $1.4 million in accrued payroll and
related liabilities related to the bonus accruals under the Company�s 2007 performance based bonus plan. Additional positive cash flow items in
the current quarter related to the Company�s utilization of its deferred tax asset of $0.6 million, stock-based compensation expense of $0.4
million, an increase in deferred revenue and other liabilities of $0.7 million primarily related to the Company�s receipt of $0.5 million in a tenant
improvement allowance and depreciation and amortization expense of $0.6 million. These cash inflows were partially offset by outflows of cash
related to the increase in accounts receivable balances associated with increased revenues of $2.0 million.

Cash (used in) provided by operating activities was $(0.1) million and $1.6 million for the six months ended June 30, 2008 and 2007,
respectively. Net cash used in operating activities during the six months ended June 30, 2008 was the result of outflows attributable to the
reported year-to-date loss of $19.9 million, an increase in the Company�s deferred tax assets of $4.4 million in connection with the current
quarter impairment charges and related net loss, a $1.0 million increase in accounts receivable balances in connection with the Company�s
revenue growth and $2.2 million in net payments of salaries and wage-related expenses including bonus payments under the Company�s 2007
performance-based bonus plans and commissions. These outflows were largely offset by positive inflows of cash related to the $24.7 million
goodwill and intangible asset impairment charge, $2.1 million in depreciation and amortization expense of which a significant portion of the
amortization expense related to the 2007 Acquisitions and $0.9 million in stock-based compensation.

Net cash provided by operating activities of $1.6 million for the six months ended June 30, 2007 and was largely attributable to inflows
attributable to reported income from operations of $1.9 million, utilization of the Company�s deferred tax asset of $1.1 million, stock-based
compensation expense of $0.6 million, an increase in deferred revenue and other
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liabilities of $0.7 million primarily related to the Company�s receipt of $0.5 million in a tenant improvement allowance, an increase in accounts
payable and accrued expenses of $0.8 million and depreciation and amortization expense of $1.1 million. These cash inflows were partially
offset by outflows of cash related to the increase in accounts receivable balances, in connection with increased revenues, of $3.9 million.

Net used in investing activities was $0.1 million and $1.2 million during the three months ended June 30, 2008 and 2007, respectively. Cash
used in investing activities for the three months ended June 30, 2008 was primarily attributable to net purchases of marketable securities and
purchases of property and equipment. Cash used in investing activities for the three months ended June 30, 2007 was attributable to $0.4 million
in net purchases of marketable securities and capital expenditures of $0.9 million.

Net cash provided by (used in) investing activities was $1.6 million and $(4.4) million during the six months ended June 30, 2008 and 2007,
respectively. Cash provided by investing activities for the six months ended June 30, 2008 was attributable to $1.9 million in net redemptions of
marketable securities, which were offset by capital expenditures of $0.2 million and cash outlays related to other direct costs associated with the
Vertical Pitch Acquisition of $0.1 million. Cash used in investing activities for the six months ended June 30, 2007 was attributable to $1.8
million in net purchases of marketable securities, the Company�s accruing of $0.7 million in earnout consideration, payable to the former
stockholders of NDS, directly related to the completion of the first twelve-month earnout period and capital expenditures of $1.9 million.

As of June 30, 2008, our primary material future liquidity requirements consist of earnout payments described under �Acquisitions, Earnout
Payments and Commitments� and lease payments associated with our lease obligations. See �Off Balance Sheet Arrangements, Contractual
Obligations and Contingent Liabilities and Commitments� included elsewhere herein.

Net cash provided by financing activities was $0.5 million in both of the three month periods ended June 30, 2008 and 2007. Similarly, net cash
provided by financing activities was $0.7 million and $1.9 million for the six months ended June 30, 2008 and 2007, respectively. The net cash
provided by financing activities in each of the reported three- and six-month periods is directly attributable to the cash received from stock
option exercises and proceeds from the Company�s employee stock purchase program. These inflows were offset by outflows related to principal
payment on capital lease obligations in each of the respective 2008 and 2007 three- and six-month periods. Additionally, during the six-month
period ended June 30, 2008, the Company repurchased 500 shares of its Common Stock at an aggregate purchase value of $3 thousand.

Net cash used in discontinued operations was $2 thousand and $525 thousand for the three months ended June 30, 2008 and 2007, respectively.
Similarly, net cash used in discontinued operations was $8 thousand and $552 thousand for the six months ended June 30, 2008 and 2007,
respectively. Net cash used in each of the presented three- and six-month periods related to payments on previously accrued tax matters,
associated professional services and net payments on lease arrangements. Additionally, the significant increase in the 2007 three- and six-month
cash used in discontinued operations was related to the Company�s entrance into a lease termination agreement during the second quarter of
2007.

The lease pertained to certain parcels of land and buildings in Fayetteville, Arkansas for our former corporate headquarters that were included in
our Company�s discontinued operations since 2001. On June 28, 2007, the Company entered into a Lease Termination Agreement (the
�Termination Agreement�) with the Landlord to terminate the Original Lease as of June 30, 2007, prior to its scheduled June 30, 2009 expiration
date. The Termination Agreement required the Company to make a lump sum payment of $503 thousand, which was paid on June 28, 2007 (the
�Termination Payment�), representing the remaining lease payments due under the Original Lease and a partial payment of projected 2008 real
estate taxes.

Our combined cash and cash equivalents increased by $4.0 million and $1.6 million during the three-month periods ended June 30, 2008 and
2007, respectively. During the six-month periods ended June 30, 2008 and 2007, our combined cash and cash equivalents increased (decreased)
by $ 2.1 million and $(1.5) million, respectively. These net changes to the Company�s reported cash and cash equivalent balances are reflective of
the sources and uses of cash described above. The aggregate of cash, cash equivalents and marketable securities was $22.8 million and $33.6
million as of June 30, 2008 and 2007, respectively.

We believe that our current cash balances and cash flows from operations will be sufficient to fund our short-term operating and liquidity
requirements, at least for the next twelve-month period, and our long-term operating and liquidity requirements, based on our current business
model. We periodically reassess the adequacy of our liquidity position, taking into consideration current and anticipated requirements. The pace
at which we will either generate or consume cash will be dependent upon future operations and the level of demand for our services on an
ongoing basis.
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Acquisitions, Earnout Payments and Commitments

As more fully described in �Item 1 � Financial Statements � Notes to the Unaudited Condensed Consolidated Financial Statements � Note 7,� included
elsewhere herein, in addition to the initial purchase price consideration paid to NDS, Alecian and Lynx, the companies are also eligible to
receive additional contingent earnout consideration. Future earnout payments, if any, are conditioned upon the attainment of certain performance
measurement over respective 12- to 24-month periods following the respective acquisition dates.

On June 30, 2008, Alecian completed its first and only twelve-month earnout period, during which the required performance measurements were
exceeded. Accordingly, the Company, as of June 30, 2008, has accrued $1.0 million in contingent earnout consideration payable to Alecian
directly related to the completion of the earnout period. The contingent earnout consideration recognized by the Company was recorded as an
increase in goodwill in the Company�s balance sheet during the three-month period ended June 30, 2008. It is expected that the contingent
earnout consideration payable to Alecian will be paid by the Company during the third quarter of 2008.

Future earnout payments may be made in the future related to the Lynx Acquisition. These amounts are not expected to be more than $0.5
million and if earned, would be paid during 2008 and 2009.

Off Balance Sheet Arrangements, Contractual Obligations and Contingent Liabilities and Commitments

In December 2006, the Company entered into lease financing arrangements (the �Capital Lease Arrangements�) with a bank related to certain
property and equipment. Payments under the Capital Lease Arrangements are to be made over a period of 48 to 60 months and have a blended
interest rate of 6.03% per annum on the outstanding principle balances. As of June 30, 2008, our outstanding obligations under our Capital Lease
Arrangements totaled $737 thousand. Of this amount, $208 thousand, which is due and payable within the next twelve months, has been
classified as a current capital lease obligation in the accompanying balance sheet. During the three- and six-month period ended June 30, 2008,
the Company made payments of principle and interest totaling $63 thousand and $125 thousand, respectively, under the Capital Lease
Arrangements as compared to $15 thousand and $45 thousand during the three- and six-month period ended June  30, 2007, respectively.

Critical Accounting Policies and Estimates

We prepare our unaudited condensed consolidated financial statements in conformity with accounting principles generally accepted in the
United States of America. As such, we are required to make certain estimates, judgments and assumptions that we believe are reasonable based
upon the information available. These estimates and assumptions affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the periods presented. We reaffirm the critical accounting policies and
estimates as reported in our 2007 Annual Report on Form 10-K, which was filed with the Securities and Exchange Commission on March 17,
2008.
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Recent Accounting Pronouncements

In February 2008, FASB issued FSP No. 157-2. FSP No. 157-2 will provide a one-year deferral of the effective date of SFAS No. 157 for
non-financial assets and non-financial liabilities, except those that are recognized or disclosed in financial statements at fair value at least
annually. For non-financial assets and non-financial liabilities subject to the deferral, SFAS No. 157 will be effective in fiscal years beginning
after November 15, 2008 and in interim periods within those fiscal years. We are currently evaluating the impact that FSP No. 157-2 will have
on our consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, �Disclosures about Derivative Instruments and Hedging Activities� (SFAS No. 161) as an
amendment to SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities.� SFAS No. 161 requires that objectives for using
derivative instruments be disclosed in terms of underlying risk and accounting designation. SFAS No. 161 is effective for financial statements
issued for fiscal years beginning after November 15, 2008. We are currently evaluating whether adoption of SFAS 161 will have an impact on
our consolidated financial statements.

In April 2008, the FASB issued FSP No. 142-3, �Determination of the Useful Life of Intangible Assets� (�FSP No. 142-3�). FSP No. 142-3 amends
the factors that should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized intangible
asset under SFAS No. 142 and requires enhanced disclosures relating to: (a) the entity�s accounting policy on the treatment of costs incurred to
renew or extend the term of a recognized intangible asset; (b) in the period of acquisition or renewal, the weighted-average period prior to the
next renewal or extension (both explicit and implicit), by major intangible asset class and (c) for an entity that capitalizes renewal or extension
costs, the total amount of costs incurred in the period to renew or extend the term of a recognized intangible asset for each period for which a
statement of financial position is presented, by major intangible asset class. FSP No. 142-3 must be applied prospectively to all intangible assets
acquired as of and subsequent to fiscal years beginning after December 15, 2008, and interim periods within those fiscal years. Early adoption is
prohibited. We are currently evaluating the impact that FSP No. 142-3 will have on our consolidated financial statements.

Risk Factors

We operate in a rapidly changing environment that involves certain risks and uncertainties, some of which are beyond our control. You should
carefully review and consider the information regarding certain risk factors that could materially affect our business, financial condition or future
results set forth under �Part I � Item 1A � Risk Factors� in our Annual Report of Form 10-K, for the period ending December 31, 2007, which was
filed with the Securities and Exchange Commission on March 17, 2008 and in this Quarterly Report on Form 10-Q under �Special Note
Regarding Forward Looking Statements.�
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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

Some of the statements in this Quarterly Report on Form 10-Q and elsewhere constitute forward-looking statements under Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, including statements made with
respect to general economic trends, IT service demand, future revenue and revenue mix, utilization, training and new service offerings,
significant customers, backlog, competitive and strategic initiatives, growth plans, potential stock repurchases, future results, tax consequences
and liquidity needs. These statements involve known and unknown risks, uncertainties and other factors that may cause results, levels of activity,
growth, performance, tax consequences or achievements to be materially different from any future results, levels of activity, growth,
performance, tax consequences or achievements expressed or implied by such forward-looking statements. Such factors include, among other
things, those listed below, as well as those further set forth under the heading �Business � Factors Affecting Finances, Business Prospects and
Stock Volatility� in our 2007 Annual Report on Form 10-K as filed with the SEC on March 17, 2008.

The forward-looking statements included in this Form 10-Q and referred to elsewhere are related to future events or our strategies or future
financial performance. In some cases, you can identify forward-looking statements by terminology such as �may,� �should,� �believe,� �anticipate,�
�future,� �forward,� �potential,� �estimate,� �encourage,� �opportunity,� �goal,� �objective,� �quality,� �growth,� �leader,� �could,� �expect,� �intend,� �plan,� �planned� �expand,�
�focus,� �build,� �through,� �strategy,� �expiration,� �provide,� �offer,� �maximize,� �allow,� �allowed,� �represent,� �commitment,� �create,� �implement,� �result,� �seeking,�
�increase,� �add,� �establish,� �pursue,� �feel,� �work,� �perform,� �make,� �continue,� �can,� �ongoing,� �include� or the negative of such terms or comparable
terminology. These forward-looking statements inherently involve certain risks and uncertainties, although they are based on our current plans or
assessments, which are believed to be reasonable as of the date of this Form 10-Q. Factors that may cause actual results, goals, targets or
objectives to differ materially from those contemplated, projected, forecasted, estimated, anticipated, planned or budgeted in such
forward-looking statements include, among others, the following possibilities: (1) inability to execute upon growth objectives, including new
services and growth in entities acquired by our Company; (2) failure to obtain new customers or retain significant existing customers, including
large legacy customer engagements and the failure to generate new service revenue faster than revenue associated with completed engagements
and legacy customer arrangements; (3) the loss of one or more key executives and/or employees; (4) changes in industry trends, such as a
decline in the demand for Business Intelligence (�BI�) and Corporate Performance Management (�CPM�) solutions, custom development and system
integration services and/or delays in industry-wide information technology (�IT�) spending, whether on a temporary or permanent basis and/or
delays by customers in initiating new projects or existing project milestones; (5) adverse developments and volatility involving geopolitical or
technology market conditions; (6) unanticipated events or the occurrence of fluctuations or variability in the matters identified under �Item 2 �
Management�s Discussion and Analysis of Financial Condition and Results of Operations � Business Overview,� (7) failure of our sales pipeline to
be converted to billable work and recorded as revenue; (8) failure of the middle market and the needs of middle-market enterprises for business
services to develop as anticipated; (9) inability to recruit and retain professionals with the high level of information technology skills and
experience needed to provide our services; (10) failure to expand outsourcing services to generate additional revenue; (11) any changes in
ownership of the Company or otherwise that would result in a limitation of the net operating loss carryforward under applicable tax laws; and/or
(12) the failure of the marketplace to embrace CPM or BI services. In evaluating these statements, you should specifically consider various
factors described above as well as the risks outlined under Item I �Business � Factors Affecting Finances, Business Prospects and Stock Volatility�
in our 2007 Annual Report on Form 10-K filed with the SEC on March 17, 2008. These factors may cause our actual results to differ materially
from those contemplated, projected, anticipated, planned or budgeted in any such forward-looking statements.

Although we believe that the expectations in the forward-looking statements are reasonable, we cannot guarantee future results, levels of
activity, performance, growth, earnings per share or achievements. However, neither we nor any other person assumes responsibility for the
accuracy and completeness of such statements. We are under no duty to update any of the forward-looking statements after the date of this Form
10-Q to conform such statements to actual results.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Our primary financial instruments include investments in money market funds, short-term municipal bonds, commercial paper and United States
government securities that are sensitive to market risks and interest rates. The investment portfolio is used to preserve our capital until it is
required to fund operations, strategic acquisitions or distributions to stockholders. None of our market-risk sensitive instruments are held for
trading purposes. We did not purchase derivative financial instruments in the three- or six-month periods ended June 30, 2008 and 2007. Should
interest rates on the Company�s investments fluctuate by 10% the impact would not be material to the financial condition, results of operations or
cash flows.

The impact of inflation and changing prices has not been material on revenue or income from continuing operations during the three- and
six-month periods ended June 30, 2008 and 2007.

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures, which we have designed to ensure that material information related to the Company, including
our consolidated subsidiaries, is properly identified and evaluated on a regular basis and disclosed in accordance with all applicable laws and
regulations. In response to recent legislation and proposed regulations, we reviewed our disclosure controls and procedures. We also established
a disclosure committee, which consists of certain members of our senior management. The President and Chief Executive Officer and the Chief
Financial Officer of Edgewater Technology, Inc. (its principal executive officer and principal financial officer, respectively) have concluded,
based on their evaluations as of the end of the period covered by this Report, that the Company�s disclosure controls and procedures are effective
to ensure that information required to be disclosed by the Company in the reports filed or submitted by it under the Securities Exchange Act of
1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission rules and forms, and include controls and procedures designed to ensure that information required to be disclosed by the Company
in such reports is accumulated and communicated to the Company�s management as appropriate to allow timely decisions regarding required
disclosure.

Changes in Controls and Procedures

There were no significant changes in the Company�s internal controls, or in other factors that could significantly affect these internal controls,
subsequent to the date of our most recent evaluation.

29

Edgar Filing: EDGEWATER TECHNOLOGY INC/DE/ - Form 10-Q

Table of Contents 44



Table of Contents

PART II � OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
We are sometimes a party to litigation incidental to our business. We maintain insurance in amounts, with coverages and deductibles, which we
believe are reasonable. As of the date of the filing of this Form 10-Q, our Company is not a party to any existing material litigation matters.

ITEM 1A. RISK FACTORS
This Form 10-Q contains forward-looking statements. As discussed in �Part I � Item 1A � Risk Factors� of our Annual Report on Form 10-K for the
year ended December 31, 2007 and herein under �Special Note Regarding Forward Looking Statements,� investors should be aware of certain
risks, uncertainties and assumptions that could affect our actual results and could cause such results to differ materially from those contained in
forward-looking statements made by or on behalf of us in our periodic or current reports filed with the Securities and Exchange Commission, in
our Annual Report to Shareholders, in our Proxy Statement, in press releases and other written materials and statements made by our officers,
directors or employees to third parties. Such statements are based on current expectations only and actual future results may differ materially
from those expressed or implied by such forward-looking statements due to certain risks, uncertainties and assumptions.

We encourage you to refer to our Annual Report on Form 10-K to carefully consider these risks, uncertainties and assumptions. We are not
necessarily obligated to update publicly any forward-looking statements, whether as a result of new information, future events or otherwise.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
In December 2007, our Board of Directors authorized the Stock Repurchase Program. The Stock Repurchase Program does not obligate the
Company to acquire a specific number of shares in any period and may be modified, suspended, extended or discontinued at any time, without
prior notice.

The following table presents the aggregate quarterly repurchases under the Stock Repurchase Program during the second quarter ended June 30,
2008:

Month

Total Number
of Shares

Purchased(1)

Average
Price

Paid Per
Share

Total Number of
Shares Purchased as

Part of Publicly
Announced

Repurchase Plan

Maximum Dollar
Value of Shares that

May Yet Be
Purchased Under the

Repurchase Plan
April 0 $ 0.00 0 $ 4,996,963
May 0 $ 0.00 0 $ 4,996,963
June 0 $ 0.00 0 $ 4,996,963

Total 0 $ 0.00 0 $ 4,996,963

(1) � Based upon trade date, not settlement date.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable as our Company does not have any senior securities issued or outstanding.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Information related to our 2008 Annual Meeting of Stockholders is incorporated by reference to the Current Report on Form 8-K we filed with
the SEC on June 13, 2008.

ITEM 5. OTHER INFORMATION
None.

ITEM 6. EXHIBITS

31.1 13a-14 Certification � Chairman, President and Chief Executive Officer*

31.2 13a-14 Certification � Chief Financial Officer*

32 Section 1350 Certification*

* - Filed herein.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

EDGEWATER TECHNOLOGY, INC.

Date: August 18, 2008 /s/ SHIRLEY SINGLETON
Shirley Singleton
Chairman, President and Chief Executive Officer
(principal executive officer)

Date: August 18, 2008 /s/ KEVIN R. RHODES
Kevin R. Rhodes
Chief Financial Officer

(principal financial officer)

Date: August 18, 2008 /s/ TIMOTHY R. OAKES
Timothy R. Oakes
Chief Accounting Officer

(principal accounting officer)
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