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Item 1. Financial Statements.

STOCKERYALE, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
In thousands except share and per share data

Unaudited
March 31, December 31,
2008 2007

Assets
Current assets:
Cash and cash EQUIVAIEILS ..........coeririririrtirtertest ettt sttt sttt sttt st st e st e sbesbesbesbesbenbenaenee $ 2,408 $ 1,577
RESTIICIEA CASN ... et e e et e e e e e ettt e e e e eeeaaeaeeeeeeeeeatareeeeeeeenanees 18 18
Accounts receivable less allowances of $61 at March 31, 2008 and $62 at December 31, 2007............. 4,554 4,535
L EIA S 1100 4 1L PP PRRRRRRRRRNt 4,123 4,180
Prepaid expenses and Other CUITENE ASSELS ..........ccivuiriiriiiiiiiiiiise e 385 465
TOtAl CUITENE ASSELS........ceeeeeeiiiie et e e e e e et e e e e e ee et aeeeeeeeestaaaeeeeeeeesateseeeeeeennneees 11,488 10,775
Net property, plant and EQUIPIMENL.........cciiiiiiiiiiiiiee e s s 9,904 10,464
(€ 107016 A4 1| OSSR 8,063 8,069
Acquired intangible aSSELS, NEL ........eieeriiriiriertiite ettt ettt ettt sttt sttt et st e bt et st e b e e 3,441 3,777
Other IONZ-LEITIL ASSELS ..e.uverueirreetiriierteeti et st eet et te bt eate bt e bt et e sb e e bt et e sbee bt eatesbe e bt eabesaeenbeemsesmeenbeensennee 1,383 953

TTOLAL ASSELS ...ttt ettt et et e et e et e et e e steesaeesabeesatesaeesaseesaseessseenseesbeesneesareenns $ 34279 $ 34,038
Current liabilities:
REVOIVING TINE OF CIEAIL ...veuvetiiiitiitiitesieriest ettt sttt st sttt st st be st sbesbesbe e e $ 1,526 $ —
Current portion of long-term debt, net of unamortized discount of $573 at March 31, 2008 and $607 at

DECEMBET 31, 2007 ...ttt ettt et e et e ete et e e et et e st e eateeae st eseeeeae st eeaeeesestesueeeresnesaeens 1,945 1,308
Current portion of capital lease ObLIALIONS ...........cceriririiiiiiiiiiie e 163 158
Current portion of financing lease ObLigatioNS..........ccccviriririiiiiiiere e 444 447
ACCOUNES PAYADIC ... .eeuieeiiiiieitiete ettt ettt et sh ettt she e bt et she e bt et e sbee s bt eatesaeenbeeabeeaee 3,939 3,590
ACCTUEA EXPEIISES ...vvenveeneiiueeteeteeitenteett et e steeteeatesb e et e eutesbe e bt eabesbe e bt eabesbe e bt eabesbe e bt eabesaee bt embesueenbeensennee 2,393 2,766
Total current HabBIIIIES ..........c.c..ooooviiiiiii ettt s era e e eaaeas 10,410 8,269
Long-term debt, net of unamortized discount of $828 at March 31, 2008 and $955 at December 31,

2007 et e e e — e e e ——t e e et —te e ettt e e e tat e e et te e e —teeeaaatesaaateeataeesarareaas 11,415 11,864
Capital lease obligations, net of CUITENE POITION .......ccuevuiriiriiriiiiiiiiiiere e 239 275
Financing lease obligations, net of CUITENt POTTION ....c..ceuirieeriiriterienieete ettt st 3,204 3,200
DEfEITEd INCOIME tAXES ...eoeuereeieeee e ettt e e e eeeee et e e e e e et e et e e e eeeeaaeeeeeeeeeesaaaeeeeeeeesesareeeeeeeeasssssseeeeeeeannnnes 869 931

TOtal HADIIIEIES.........ccvviiiieiiii ettt e ettt e ettt e e e eat e e e eeaae e s senaeeesenaeeeenes 26,137 24,539
Stockholders’ equity:
Common stock, par value $0.001; shares authorized 100,000,000; 38,941,125 shares issued and

outstanding at March 31, 2008 and 38,555,618 at December 31, 2007 ......c..ccccereeneriereenenneneeniene 39 39
Paid-in CAPILAL.....eiviitiitiitiiteite e bbbt b e b bbb bbbt nae e 100,605 99,698
Accumulated other coOmprehensive INCOME ........ocuereeriiiiirienieeie ettt 2,931 3,029
FaN e 110100 1 (STa I 1<) xS (95,433) (93,267 )
Total StOCKROIAETS” @QUIELY ........c..ccuiiiiiiiiiiiiiiiiee ettt bbbttt sae e 8,142 9,499
Total liabilities and stockholders’ eqUIty ................coccociieiiiirieinieieeeee e $ 34279 $ 34,038

See notes to unaudited condensed consolidated financial statements.



STOCKERYALE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
Unaudited

LA YS 1 1 (=N

COSt OF SALES....ccoiiieiiiiiiee e
GIOSS PIOfit ......ooeiiiiiiiiii et

Operating expenses:

SEIIING EXPEISES. .. .uveerureteieieniteeriteeriee ettt ettt estteesiteesabee ettt esbteesateesabeesabeeebeeesaeeesaneesaneesabeeenneee
General and admINISIIATIVE ........eeerueiiriieniee ettt ettt et e sabe e et e et e saneesaneesane
Research and develOPmMENt ...........cocuuiiiiiiiiieeiiiee ettt et e e et e e s tee e e e e enneeas
Amortization of INtANZIDIES .......ceeeriiiieiiiiie ettt e et e e e e e st e e e e e e enneeas

TOtal OPETALING EXPEIISES -..veeeeuvvrrerurereeeairereeaieeeeeasteesaanseeesaneeessanseeesasseeesasseeassanseeessnsseessanneeas

O i (o) 10 o 2 ()1 1SR
Other EXPEINSE, TEL......eiiiiiiiiiiiiiieeiiiee ettt ettt er et e et e e st eesaba e e e sane e e e sanneeeeeanneeesanneees
TNEETESE EXPEIISE. ¢ eiiieeieeee ettt e ettt e e ettt e e e e e ettt et e e e e s sttt e e eeeesssaabbbaeeeeeeseeanbnees
Amortization of debt discount and finANCING COSES .....eervvirerriuiireriiiieeeiiiee et eeee e

Loss from continuing operations before income tax benefit...........cccceeeevererniiieeiiiieeeeieee e,
INCOME tAX DENMETIt. .. .eiiiiiiiiiiiiiiiiicet ettt ettt et et e e e
Loss from continuing OPErAtIONS.........ceeeuereeriueieeertireeeaiteeeeeteeeessseeesasseeessnreeessanseeesanseessnneeas
Income from discontinued operations, NEt Of tAX .........ccccuirerriuiieeriiiieeeiiiee e et eeeeeee e
INEE LOSS ..ttt et st

Basic and diluted net loss per share from continuing Operations .............ccceeeevveeeeeeeeeeecneeeeennnenn.
Basic and diluted net loss per share from discontinued Operations ...........cc.eeeveeeeeeveeeeeeeeeeenneen.

Basic and diluted net 10SS Per Share............oooeiviieiiiiiieee e

Basic and diluted weighted average shares outstanding ............cceecveeeeriiirerriiieeeiiiee e,

See notes to unaudited condensed consolidated financial statements.

Three Months Ended
March 31,
2008 2007
In thousands except per
share data

8,00 $ 7476

5,6( 4,904

2,4 2,572

1,1: 1,017

1,7¢ 1,478

Tt 770

3: 307
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STOCKERYALE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Unaudited
Three Months Ended
March 31,
2008 2007
In thousands

Operations
INEE LOSS .. ettt ettt et e e ettt e e et e e et e e et e e e eaaeeeaas $ (2,166) $ (1,631
Income from discontinued operations, Net Of taX ..........ccccuererreeieerniiiieeriiee e 21 18
Loss from continuing OPErationsS............ccveeerruereeesiurreeeiureeessneeeesereeessnereesennneeesns 2,187) (1,649)
Adjustments to reconcile net loss to net cash used in operating activities:

Stock based COMPENSAtION.......cccueieruiieriieniteniee ettt 276 101

Depreciation and amortiZation .............ecveeeereuereeeriiiereerieeeeeeieeeeesneeeseneeeeens 850 773

Amortization of debt discount and financing COStS ..........ceeevevererriverereneennnn. 255 267

NON Cash INEIESt EXPEISE. .....uvvrrerurrieeriirieeeeirteeeeieeeeeerteeeenateeeenreeeeeneeeeens 72 61

Provision for iNVENtOTIes ..........eeeeeviieereiieeeeiiee et e e eeee e 11 60

Provision for bad debts..........ccueeeieiuiiiiiiiiie e — 3

Deferred INCOME tAXES......ccecuvrrriiieeeeeeiiiiiieeeeeeeeirtreeeeeeeeeiirrreeeeeeeeeerarreeeeeas (62) (68)
Other change in assets and liabilities:

ACCOUNLS TECEIVADIE .......uvveieeiieieiii e aaaneanenssaeneennnnnnnnes (60) (357)

L FIRS 1170) 4 (= J USRS (34) (70)

Prepaid expenses and other current assets ............occveeeeeveeeereieeeeeieeeeeeieeeenns 73 61

ACCOUNTS PAYADIE .....eeiiiiiiiiiiiiiiiieee ittt 488 (211)

ACCTUCA EXPEIISES. .. veeeeuriireeeiiieeeaiteeesatteeeenateesaseeeessnnteessanseeesannseeesenneeaeens (366) 94)

Other assets and Habilities ...........eeeeeeeiiiiiiiiieeeieeiiieiee e e e e eeiarreeeeees 1 (36)
Net cash used in continuing operations...................ccoocociiiiiiiiiiiiiie i (683) (1159)
Net cash provided by (used in) discontinued Operations ............ccceccveeeercvveeernveeennn. — 38
Net cash used in operating activities ....................ccccoeiiiiiiniiiiiiii e (683) (1,121)
Financing
Net proceeds from sale of common StOCK...........oeeviiiiiriiiiiiiriiee e — 2,290
Restricted cash related to credit facilities ...........eeeveveeeeeiiireeriiiee e — 8
Borrowings / (Repayments) of revolving credit facilities - U.S........cc.ccccoceenennnnn. 461 (290)
Borrowings of revolving credit facilities - U.K.......c...cooceiriiiiiinniniicecee, 1,532 —
Principal repayment of long-term debt............cccevviiiiiiiiiiiiiieee e (481) (526)
DEDE 1SSUANCE COSES ...vvreeuiiireeiiiieeeiiieeeeiteee ettt eeeeiteeeeenteeesseneeeesnseeesenneeeesenneeeeens (11) —
Net cash provided by continuing activities ..............c...ccocccoiviiniiiniiniicnnnn. 1,501 1,482
Net cash provided by (used in) discontinued Operations ............ccceccveeeercuveeereeneennn. — —
Net cash provided by financing activities................ccccccocviniiinniiniiice. 1,501 1,482
Investing
Payments of financing obligation............ccceeeruiierriiiiieeeiiieeerieeeeeeieee e e (64) (69)
Purchases of plant and eqUipmMent..............ceeeeiieriiiiieeeiiiee e (26) (151)
Net cash (used in) continuing operations ..................cccccevvviiieenniiieeniiee e (90 ) (220
Net cash provided by discontinued OPerations............ccecueercveersieeenieeniieercieensreeennnes 21 21
Net cash (used in) investing activities..................cccccooriiiiiiiiiiii i (69) (199)
Effect of exchange rate on cash ...........ooocviiiiiiiiiiiiiiieeeee e 82 69

Net change in cash and equivalents..............ocoueeerriiirerriiiee e 831 231
Cash and equivalents, beginning of period...........ccceceervueiriecrniienieenieerieeeeeee 1,577 1,366

Cash and equivalents, end of period..............c...ccccooceiriiniiniiiiiniiniinee $ 2,408 $ 1,597
Supplemental disclosure of cash flow information:
Cash Paid fOr INLETESE........eeruireieeieieeteete ettt sttt ee e seeeneas $ 283 $ 316
Issuance of restricted StOCK ........viiiviiiieeeiiee e 114 9



Three Months Ended

March 31,
2008 2007
In thousands
Common stock issued with fINANCING.........cooveiriiiiriiiniiiiceeeec e 51 —
Additional discount from extension of Warrants .................cccccoeeeeeeiieiiiieeeneeeeeeee. 477 —
Forgiveness of accounts payable............cccuiieiriiiiiiiiiiieeeiiee e 102 —
Non-cash eXercise of Warrants ................oooooeeiiiiiiiiiiiiiiii e — 28

See notes to unaudited condensed consolidated financial statements.



STOCKERYALE, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(1) ORGANIZATION AND BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared by StockerYale, Inc. (the
“Company”) and, in the opinion of management, reflect all adjustments of a normal recurring nature necessary for a fair
statement of (i) the results of operations for the three month periods ended March 31, 2008 and 2007, (ii) the financial
position at March 31, 2008 and December 31, 2007, and (iii) the cash flows for the three month periods ended March 31,
2008 and 2007. These interim results are not necessarily indicative of results for a full year or any other interim period.

The accompanying consolidated financial statements and notes are condensed as permitted by Form 10-Q and do not contain
certain information included in the annual financial statements and notes of the Company. These statements are prepared on a
going concern basis, which contemplates the realization of assets and satisfaction of liabilities in the normal course of
business. The Company’s continuation as a going concern is dependent on its ability to generate sufficient cash flow to meet
its obligations on a timely basis through improved operations and/or additional financing. These unaudited condensed
consolidated financial statements and notes should be read in conjunction with the consolidated financial statements and
notes included in the Company’s Annual Report on Form 10-KSB for the year ended December 31, 2007.

The Company took certain actions in 2007 to reduce its overall cost structure and will continue to implement such actions
throughout 2008. In addition, the Company intends to focus on increasing the pace with which operational improvements are
able to improve its financial performance and the consistency of its results. The Company intends to identify additional
opportunities to lower its costs and manage the business more efficiently.

The Company is considering different ways to raise additional capital including through offerings of debt securities, the sale
of its equity securities, or borrowings from financial institutions.

Certain amounts reported for prior periods have been reclassified to be consistent with the current period presentation.

(2) LOSS PER SHARE

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 128, Earnings per Share, basic and diluted
net loss per common share for the three months ended March 31, 2008 and 2007, respectively is calculated by dividing the
net loss applicable to common stockholders by the weighted average number of vested common shares outstanding. There
were 3,943,479 options and 6,443,316 warrants outstanding as of March 31, 2008 and 2,604,634 options and 7,589,057
warrants outstanding as of March 31, 2007 which were not included in the diluted shares calculation because their inclusion
would be anti-dilutive. The Company had 2,100,751 and 1,278,075 shares of unvested restricted stock outstanding as of
March 31, 2008 and March 31, 2007, respectively. The unvested shares of restricted stock were not included in the diluted
shares calculation as their effect would be anti-dilutive.

(3) REVENUE RECOGNITION

The Company recognizes revenue from sales of standard and non-standard products and funded research and development
and product development for commercial companies and government agencies. The Company recognizes revenue in
accordance with SEC Staff Accounting Bulletin No. 101, “Revenue Recognition in Financial Statements” (“SAB 1017) as
updated by Staff Accounting Bulletin (“SAB”) 104, Revenue Recognition and Emerging Issues Task Force (“EITF”) 00-21,
Revenue Arrangements with Multiple Deliverables, and Statements of Position (“SOP”) 81-1, Accounting for Performance of
Construction-Type and Certain Production-Type Contracts.

The Company recognizes revenue from product sales at the time of shipment and when persuasive evidence of an
arrangement exists, performance of the Company’s obligation is complete, the price to the buyer is fixed or determinable, and
collectability is reasonably assured. The Company’s non-standard products are limited to components supplied to original
equipment manufacturers and produced in accordance with a customer-approved design. Non-standard product revenue is
recognized when the criteria for acceptance has been met. Title to the product generally passes upon shipment, as products
are generally shipped FOB shipping point. In certain limited situations, distributors have the right to return products. Such
rights of return have not precluded revenue recognition because the Company has a long history with such returns and
accordingly is able to estimate a reserve for their cost.



Revenue from funded research and development and product development is recognized based on contractual arrangements,
which may be based on cost reimbursement or fixed fee-for-service models. Revenue from reimbursement contracts is
recognized as services are performed and collectability is reasonably assured. On fixed-price contracts, revenue is generally
recognized on a percentage-of-completion basis based on the proportion of costs incurred to the total estimated costs of the
contract. When the current estimates of total contract revenue and contract costs indicate a loss, a provision for the entire loss
on the contract is recorded.

If a contract involves the provision of multiple elements and the elements qualify for separation under EITF 00-21, total
estimated contract revenue is allocated to each element based on the relative fair value of each element provided. The amount
of revenue allocated to each element is limited to the amount that is not contingent upon the delivery of another element in
the future. Revenue is then recognized for each element as described above.

(4) WARRANTY

The Company provides warranties on most of its products for periods of between one to two years. The warranty is limited to
the cost of the product and the Company will repair or replace the product as required. The Company monitors the actual
warranty repair costs and trends versus the reserve as a percent of sales. The Company periodically adjusts the warranty
provision based on the actual experience and for any particular known instances.

Warranty Reserves:

Quarters Ended March 31 2008 2007
In thousands
Balance at DeCEmMDET 31 .......ccccuviiiiiiiiiieiiiee ettt e e e et $ 302 $ 259
Charges t0 COStS aNd EXPENSES. ...cccuueerrurrerureerrierieerieeeniteentteenteesreeebeeenteeesaaeesareesareesbeeenees 63 37
Account write-offs and other dedUCHONS ...........ccoeeeeiiiiiiieiiieiiieeee e e e e 42) 31
Balance at March 31......c..ooooiiiiiiiiiiie ettt e et $ 323 $ 265

(5) INVENTORIES

Inventories are stated at the lower of cost (first-in, first-out basis) or market and include materials, labor and overhead.
Inventories are as follows:

March 31, December 31,
2008 2007
In thousands
FiniShed Z0OS........cccuiiiieiiiiieiieie ettt eeneeeae e $ 1,158 $ 1,066
WOTK-IN-PrOCESS ....evevveriiiriiieiiieiie ettt ettt ettt ettt ettt 550 665
RaW MAtEIIalS .....cooivveieeeeieieiieeee et e et e e e e e eaaaaans 2,415 2,449
INEL INVENTOTIES. ..vvveeiieveieeeeieieeeeeeeeee et e et e et e e et e e e enae e e s eenaeeeeearaeeeeas $ 4,123 $ 4,180

(6) STOCK BASED COMPENSATION PLANS AND STOCK-BASED COMPENSATION EXPENSE

The Company has stock-based compensation plans for its employees, officers, and directors. The plans permit the grant of a
variety of awards with various terms and prices as determined by the Governance, Nominating and Compensation Committee
(“GNCC”) of the Company’s Board of Directors. Generally the grants vest over terms of two to four years and are priced at
fair market value, or in certain circumstances 110% of the fair market value, of the common stock on the date of the grant.
The options are generally exercisable after the period specified in the option agreement, but no option may be exercised after
10 years from the date of grant.

Additionally, in the case of incentive stock options, the exercise price may not be less than 100% of the fair market value of
the Company’s common stock on the date of grant. However, there is an exception in the case of a grant to an employee who
owns or controls more than 10% of the combined voting power of all classes of the Company’s stock or the stock of any
parent or subsidiary. In that case, the exercise price shall not be less than 110% of the fair market value on the date of grant.
In the case of non-qualified stock options, the exercise price shall not be less than 85% of the fair market value of the
Company’s common stock on the date of grant, except in the case of a grant to an independent director, in which case the
exercise price shall be equal to fair market value determined by reference to market quotations on the date of grant.



Effective January 1, 2006, the Company adopted the provisions of Statement of Financial Accounting Standards (“SFAS”)
No. 123(R), Share-Based Payment, (“SFAS 123(R)”) and SEC Staff Accounting Bulletin No. 107, Share Based Payments,
(“SAB 1077). SFAS 123(R) establishes accounting for stock-based awards issued for employee services, while SAB107
provides guidance regarding the interaction of SFAS 123(R) and certain SEC rules and regulations. Accordingly, stock-based
compensation cost is measured at grant date, based on the fair value of the award, and is recognized as an expense over the
employee’s requisite service period. The Company previously applied Accounting Principles Board (“APB”) Opinion

No. 25, Accounting for Stock Issued to Employees, and related Interpretations and provided the required pro forma
disclosures of SFAS No. 123, Accounting for Stock-Based Compensation (“SFAS 123”). The Company elected to adopt the
modified prospective application method as provided by SFAS 123(R), and, accordingly, the Company recorded
compensation costs as the requisite service was rendered for the unvested portion of previously issued awards that remain
outstanding at the initial date of adoption and any awards issued, modified, repurchased, or cancelled after the effective date
of SFAS 123(R). Periods prior to adoption have not been restated.

In March 2005, the Securities and Exchange Commission (SEC) issued SAB 107, which provides guidance regarding the
interaction of SFAS 123(R) and certain SEC rules and regulations. The new guidance includes the SEC’s view on the
valuation of share-based payment arrangements for public companies and clarifies some of SFAS 123(R)’s implementation
for registrants. The Company adopted the provisions of SAB 107 on January 1, 2006.

Stock Option Awards

The fair value of each option grant is estimated using the Black-Scholes option pricing model. The fair value is then
amortized on a straight-line basis over the requisite service periods of the awards, which is generally the vesting period. Use
of a valuation model requires management to make certain assumptions with respect to selected model inputs. Expected
volatility was calculated based on the historical volatility of the Company’s stock, at the time of the award. The average
expected option term was estimated at 5 years. The risk-free interest rate is based on U.S. Treasury zero-coupon issues
assumed at the date of grant and no dividends were assumed in the calculation. The compensation expense recognized for all
equity-based awards is net of estimated forfeitures for the three months ending March 31, 2008 and 2007. Forfeitures are
estimated based on the historical trends. The fair value of options at the date of grant was estimated using the Black-Scholes
option pricing model. There were no options granted during the three months ended March 31, 2007.

On March 17, 2008, the GNCC adopted a stock option incentive program for 2008. The GNCC adopted a policy of granting
performance-based options to purchase shares of the Company’s common stock to various executive officers and key
employees. All options shall vest and become exercisable on the date the Company publicizes its earnings press release
regarding fiscal 2008 results, if the stated performance goals are met. If the performance goals are not met, the options
immediately terminate. Options for a total of 1,522,300 shares of common stock were granted under this performance-based
program on March 17, 2008.

The fair value of options at the date of grant was estimated using the Black-Scholes option pricing model. The assumptions
for grants during the three months ended March 31, 2008 were as follows:

Three Months Ended
March 31,
2008
VOLatilitY . ...eeeeeeiiiiee e 97.81%
Expected option life .........ccceeeveiiiiiniiieeeieeeeee e 5.5
Interest rate (risk free) ... 2.23%
DiIVIAENdS. ...coeiiiiiieeiiiee e e None
Weighted average grant date fair value ...........ccccceeevveeeeennennne, $ 0.37

A summary of option activity as of March 31, 2008 and changes during the first quarter is presented below:

Weighted
Weighted Average
Average Remaining Aggregate Intrinsic
Options Exercise Price Contractual Term Value
Outstanding per Share (in Years) (in thousands)
Balance at December 31, 2007 2,422,617 $ 4.76 416 $ 94
Granted 1,522,300 0.48 — —
Exercised — — — —
Cancelled (1,438) 1.22 — —
Balance at March 31, 2008 3,943,479 $ 3.92 6.26 $ 46

9



Weighted

Weighted Average
Average Remaining Aggregate Intrinsic
Options Exercise Price Contractual Term Value
Outstanding per Share (in Years) (in thousands)
Vested and Exercisable at March 31,
2008 ..o 2,316,372 $ 4.92 3.47 —

As of March 31, 2008, there was a total unrecognized compensation cost of approximately $537,000 related to non-vested
stock options granted. The cost is expected to be recognized over the next 0.75 years. There were no options exercised in the
three months ended March 31, 2008.

Restricted Share Awards (‘“RSAs”)

The Company has awarded to a number of key employees restricted shares of the Company’s common stock. The RSAs vest
in equal annual installments over a period of four years, assuming continued employment, with some exceptions. The fair
market value of the RSAs is based on the fair market value per share of the Company’s common stock on the date of grant
and is amortized over the vesting period. During the quarter ended March 31, 2008, 165,000 shares of restricted stock were
issued and 92,747 shares of restricted stock vested.

On June 30, 2007, the GNCC approved the StockerYale, Inc. Management Incentive Plan. The Management Incentive Plan is
designed to recognize and reward the achievement of financial, business and management goals that are essential to the
success of StockerYale and its subsidiaries. The Management Incentive Plan covers certain executive and senior employees
of StockerYale, as determined by the GNCC.

Upon satisfaction and achievement of financial targets, as determined by the Board of Directors, or the GNCC, and based on
the financial results of the target period, each participant shall receive a grant of fully-vested shares of the Company’s
common stock, $.001 par value per share. As of December 31, 2007 certain executives are eligible to receive up to 1,404,000
shares of StockerYale’s common stock under the Management Incentive Plan. As of March 31, 2008, no shares have been
earned or issued related to the Management Incentive Plan. This incentive plan and all grants and awards made under the plan
shall be made under the terms of the Company’s 2007 Stock Incentive Plan.

A summary of the status of the Company’s RSAs as of March 31, 2008 and changes during the first quarter is presented
below:

Weighted
Average
Shares Grant-Date Fair Value

Non-vested at December 31, 2007 ......cccoeeeuiiiiiieeeeeeiiiiieeeeeeeeeirree e e e e eeerrreeeeeeeeeaees 2,057,998 $ 1.22
GIANLEA......eviiiiiee e e e e et e e e e e et e e e e e e e e e tbraeeeeeeeeenaraaeeaaaeas 165,000 0.69
VESEEA ...ttt e e e ettt e e e e e et e e e e e e e ra e e e e e e e e etarraaaaaaeas (92,747) 1.21
(@ T01S] (< SRS (29,500) 1.31
Non-vested at March 31, 2008..........coeeiiiiiiiiiiiiee e e e e e e e e eiareeeeeeeeeaees 2,100,751 $ 1.18

As of March 31, 2008, there was a total unrecognized compensation cost of approximately $2,264,000 related to non-vested
RSAs. The Company expects to recognize the costs over the next 2.9 years.

(7) COMPREHENSIVE LOSS

SFAS No. 130, Reporting Comprehensive Income, requires disclosure of all components of comprehensive income (loss) on
an annual and interim basis. Comprehensive income (loss) is defined as the change in equity of a business enterprise during a
period from transactions and other events and circumstances from non-owner sources. The Company’s total comprehensive
loss is as follows:

Three Months Ended
March 31,
2008 2007
In thousands
INEE LOSS. ...ttt ettt e et e ettt e e et e e et e e ettt e e ettt e e et e e et e e e et eeeeaaeeeaas $ (22,1660 $ (1,631
Other comprehensive INCOME (10SS): . ..uviirreieeiiiiieeeiiiee ettt e ereee e et et e e st e e et e e e eneeeeens — —
Cumulative translation adjuStmMent............c.eeeeiruireeriiieeieieeeerieeeeeitee e eteeeebeeeseneeeeseneeeeens (96) 60




Three Months Ended
March 31,

2008 2007

In thousands

COMPIENENSIVE LOSS ....eeeeeniiiieeeiiiieeeiiiee ettt e ettt e e ettt e e ettt e e st eeessateessanaeeesnseeesenaeeesanneeeenns $ (2262 $ (1,57

(8) INTANGIBLE ASSETS

Intangible assets consist of trademarks, acquired patents and patented technologies, distributor and customer relationships
and related contracts, trade and brand names and associated logos, technology design and programs, non-compete agreements
and other intangible assets. There are no intangible assets with indefinite lives. Acquired patented technologies and
trademarks are amortized over their estimated useful lives of between 10 —16 years.

Gross carrying amounts and accumulated amortization of intangible assets were as follows as of March 31, 2008 for each
intangible asset class.

Gross Carrying Accumulated
Amount Amortization Carrying Value
(in thousands)
Acquired patents, patented technology and purchased technology ........... $ 3,354 $ (3,000) $ 354
TrademarksS........ccooeeeiuiiiiiiee et e e e e e e e e e 471 “471) —
Acquired trade NAME ..........c.eeviviieeiieeiieeie et eree et ee e e eene s 603 (107) 496
Acquired customer contracts and relationships...........cccoeeveeeeeiiieerncennn. 2,451 (717) 1,734
Acquired non-comMpete AZrECMENL. .........ccvveeeeereereeeeereeereeeeeeereeeesreeeens 794 (374) 420
Acquired technology design and programs..............ccceeeveeeeeeieeeerncneeenn. 415 (74) 341
OhET ..ottt 142 (46) 96
TOLAL ...ttt $ 8,230 $ (4,789) $ 3,441

Gross carrying amounts and accumulated amortization of intangible assets were as follows as of December 31, 2007 for each
intangible asset class.

Gross Carrying Accumulated
Amount Amortization Carrying Value
(in thousands)
Acquired patents, patented technology and purchased technology ........... $ 3354 § (2,900) $ 454
TrademarksS........cccieeeiuiiiiiiee et e e e e e e e e e e e e e 471 “471) —
Acquired trade NAME ..........c.eeecviieciieeiieeie et eiee et eenee s 604 (88) 516
Acquired customer contracts and relationships...........cccoeeveveeeiiieernceennnn. 2,454 (591) 1,863
Acquired nON-COMPEte AZIEEMENL. ........cccvvererereerereiereeeaeeeeeeereeeesnreeeens 795 (309) 486
Acquired technology design and programs.............ccceeeeveeeeerceeeerncneeenn. 415 (61) 354
OhET ..ttt et 143 39 104
TOLAL...ceiiieee e e $ 8,236 $ (4,459) $ 3,777

Amortization of intangible assets was $330,000 for the three months ended March 31, 2008 and $307,000 for the three
months ended March 31, 2007.

As of March 31, 2008, the estimated future amortization expense of intangible assets, in thousands, is as follows:

Estimated Future Expense
In thousands

2013 &
2008 2009 2010 2011 2012 thereafter
Amortization expense of
intangible assets.......... $ 823 $§ 971 $ 568 $ 422 § 235 $ 422

(9) USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
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and liabilities as of the date of the financial statements and the reported amounts of income and expenses during the reporting
periods. Actual results in the future could vary from the amounts derived from management’s estimates and assumptions.

(10) RECENT ACCOUNTING PRONOUNCEMENTS

SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities, an amendment of FASB Statement
No. 133”

In March 2008, the FASB issued Statement of Financial Accounting Standards (“SFAS”’) No. 161, Disclosures about
Derivative Instruments and Hedging Activities, an amendment of FASB Statement No. 133, which requires additional
disclosures about the objectives of the derivative instruments and hedging activities, the method of accounting for such
instruments under SFAS No. 133 and its related interpretations, and a tabular disclosure of the effects of such instruments
and related hedged items on our financial position, financial performance, and cash flows. The provisions of SFAS 161 will
be adopted in 2009. The Company does not expect SFAS 161 to have a material impact on its consolidated financial
statements.

SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements”, an amendment of ARB 51

In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial Statements, an
amendment of ARB 51, Consolidated Financial Statements. SFAS 160 provides guidance for the accounting, reporting and
disclosure of noncontrolling interests, also called minority interest. A minority interest represents the portion of equity (net
assets) in a subsidiary not attributable, directly or indirectly, to a parent. The provisions of SFAS 160 will be adopted in
2009. The Company does not expect SFAS 160 to have a material impact on its consolidated financial statements.

SFAS No. 141(R) “Business Combinations”

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations, which replaces SFAS No. 141, Business
Combinations. SFAS 141(R) (i) requires the acquiring entity in a business combination to record all assets acquired and
liabilities assumed at their acquisition-date fair values, (ii) changes the recognition of assets acquired and liabilities assumed
arising from contingencies, (iii) requires contingent consideration to be recognized at its fair value on the acquisition date
and, for certain arrangements, requires changes in fair value to be recognized in earnings until settled, (iv) requires companies
to revise any previously issued post-acquisition financial information to reflect any adjustments as if they had been recorded
on the acquisition date, (v) requires the reversals of valuation allowances related to acquired deferred tax assets and changes
to acquired income tax uncertainties to be recognized in earnings, and (vi) requires the expensing of acquisition-related costs
as incurred. SFAS 141(R) also requires additional disclosure of information surrounding a business combination to enhance
financial statement users’ understanding of the nature and financial impact of the business combination. SFAS 141(R) applies
prospectively to business combinations for which the acquisition date is on or after the beginning of the first annual reporting
period beginning on or after December 15, 2008, with the exception of accounting for changes in a valuation allowance for
acquired deferred tax assets and the resolution of uncertain tax positions accounted for under FIN 48, which is effective on
January 1, 20009 for all acquisitions. The Company expects SFAS 141(R) will have an impact on accounting for business
combinations once adopted, but the impact is dependent upon acquisitions at that time.

FAS 159 “The Fair Value Option for Financial Assets and Financial Liabilities—Including an amendment of FASB
Statement No. 115”

In February 2007, the Financial Accounting Standards Board (FASB) issued SFAS No. 159, “The Fair Value Option for
Financial Assets and Financial Liabilities—Including an Amendment of FASB Statement No. 115”. This statement permits
entities to choose to measure many financial instruments and certain other items at fair value. Most of the provisions of SFAS
No. 159 apply only to entities that elect the fair value option. However, the amendment to SFAS No. 115 “Accounting for
Certain Investments in Debt and Equity Securities” applies to all entities with available-for- sale and trading securities. SFAS
No. 159 is effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007. Early adoption is
permitted as of the beginning of a fiscal year that begins on or before November 15, 2007, provided the entity also elects to
apply the provision of SFAS No. 157, “Fair Value Measurements”. The Company adopted this statement on January 1, 2008
and it did not have an effect on the Company’s consolidated financial statements, as they did not make any fair value
elections under this standard.

SFAS No. 157 “Defining Fair Value Measurement” and FASB Staff Position 157-2

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. The objective of SFAS No. 157 is to
increase consistency and comparability in fair value measurements and to expand disclosures about fair value measurements.
SFAS No. 157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting
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principles, and expands disclosures about fair value measurements. SFAS No. 157 applies under other accounting
pronouncements that require or permit fair value measurements and does not require any new fair value measurements. The
provisions of SFAS No. 157 are effective for fair value measurements made in fiscal years beginning after November 15,
2007. However, FSP FAS No. 157-2 delayed the adoption date until January 1, 2009 for certain nonfinancial assets and
liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a recurring basis. The
adoption of SFAS No. 157 on January 1, 2008 with respect to the Company’s financial assets and liabilities did not have a
material impact on the Company’s consolidated financial statements.

(11) DEBT

A summary of the Debt Obligations of the Company is as follows:

March 31 December 31
2008 2007
In thousands
$ $

Acquired note payable to Barclay’s Bank, maturing on November 16, 2009 and having an

interest rate of 2.5% above Barclay’s base rate (7.75% at March 31, 2008 and 7.5% at

December 31, 2007). c.uvieeieiiiee et ettt ettt e e e et e e e etre e e e e tae e e eeareeas 52 60
Borrowings under Confidential Invoice Discounting Agreement with Barclay’s Bank Sales

Financing maturing February 5, 2011 with an interest rate of 1% above Barclay’s base rate

(6.25% as of March 31, 2008)........ccceiiieeciiiiiieee et e e e e e et ee e e e e e eetarreeeeeeesaaaraeeeaeeeeanes 1,526 —

Borrowings under Line of Credit Agreement with Laurus Master Fund, Ltd. maturing on

June 28, 2009. $500,000 is due on March 31, 2009. The interest rate is the prime rate plus

1% (6.25% at March 31, 2008 and 8.25% at December 31, 2007)........ccoovveeeeeeeieeieiiieeeeieannn, 3,298 2,838
Note Payable to Laurus Master Fund, Ltd. maturing on December 30, 2011, with an interest

rate of prime plus 2%, (7.25% at March 31, 2008 and 9.25% at December 31, 2007) net of

unamortized discount of $323 at March 31, 2008 and $371 at December 31, 2006................ 3,202 3,379

Note Payable to Laurus Master Fund, Ltd. maturing on December 30, 2011, with an interest
rate of 10.5%, net of unamortized discount of $117 at March 31, 2008 and $139 at
December 31, 2007. c.oooooeiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 817 861

Note Payable to a private investor, maturing on January 15, 2008, with an interest rate of
FO2590..cccueeeeeee ettt ettt sttt st e — 35

Senior Fixed Rate Secured Bond payable to a private investor, maturing on October 31, 2011,
with an interest rate of 10%, net of unamortized discount of $961 at March 31, 2008 and
$1,052 at DecembEr 31, 2007. ...oooiieiiiiieieie ettt e 3,591 3,599

Bonds payable to the former stockholders of Photonic Products Ltd., maturing on October 31,
2009, with an interest rate of LIBOR plus 1% (4.01% at March 31, 2008 and 5.75% at

December 31, 2007). covviiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeee e e e e e e e e e e e e e e e aaaaaaaaas 2,400 2,400

NN o R o] 21 ' (<) o APPSR 14,886 13,172
Less — 1eVOIVING dDL.......ooiiiiiieieiiiee et e (1,526) —

Less — current portion of 1ong-term debt............cccuirreriiiieiriiiie e (1,945) (1,308)

TOtal 10NZ-LEIM AEDL .....viiiiieiiieiiieieeie ettt ettt ettt ettt et e ete bt e bt e beebeesbeebeesbeesseeseesseenes $ 11415 $ 11,864

Laurus Master Fund

Line of Credit Agreement:

On June 28, 2006 the Company entered into a Security and Purchase Agreement with Laurus Master Fund, Ltd. (Laurus).
Under the Security and Purchase Agreement, a three-year revolving line of credit was established. The Security and Purchase
Agreement provides for a revolving line of credit not to exceed an aggregate principal amount of $4 million and grants a
security interest in and lien upon all of the Company’s assets in favor of Laurus. The Company may borrow a total amount at
any given time up to $4,000,000, limited to qualifying receivables and inventories (as defined).
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The Company began making monthly payments to Laurus of accrued interest only on August 1, 2006. The outstanding
principal under the note accrues interest at an annual rate of 1% above the prime rate. The interest rate was 6.25% as of
March 31, 2008. The Company may elect to prepay the note at any time, in whole or in part, without penalty or premium. All
unpaid principal plus accrued but unpaid interest is due and payable on June 28, 2009.

On March 31, 2008, Laurus granted the Company the ability to borrow up to $500,000 over the limit defined by qualified
receivables and inventory for one year, expiring March 31, 2009. In consideration, the Company issued and sold to Laurus
100,000 shares of its common stock at a per share purchase price of $.01, for an aggregate purchase price of $1,000, and
extended the term of all outstanding warrants issued to Laurus for an additional 5 years. The Company recorded debt
acquisition costs relating to the line of credit for cash fees paid of approximately $21,000 and an additional amount as debt
acquisition costs of approximately $528,000 representing the fair market value of the stock issued and the warrant
modification. The debt acquisition charges are being amortized over the one year life of the overadvance agreement. The
Company used the Black-Scholes model to calculate the impact of the warrant modification. There were a total of 1,820,000
warrants. The factors used were as follows: (i) warrant exercise prices ranged from $0.80 to $3.12, (ii) the years ranged from
2.5 to 9 years, (iii) volatility rates ranged from 73.79% to 98.55%, (iv) the risk free interest rates ranged from 1.62% to
3.45% and (v) no dividends were assumed. The value of the warrant modifications was calculated at approximately
$477,000.

There was $3,298,000 outstanding under the line of credit as of March 31, 2008, which has been classified as $500,000
current portion of long-term debt and $2,798,000 long-term debt, and $2,838,000 outstanding as of December 31, 2007,
which has been classified as long-term debt. There was a credit line overdraft of approximately $93,000 at March 31, 2008,
which is included in the current portion of long-term debt.

Barclay’s Bank, PLC

On February 6, 2008, the Company’s Photonic Products subsidiary entered into a Confidential Invoice Discounting
Agreement with Barclay’s Bank Sales Financing (“Barclay’s”). Under the Discounting Agreement, a three-year revolving
line of credit was established. The Discounting Agreement provides for a revolving line of credit not to exceed an aggregate
principal amount of £700,000 ($1,400,000) and grants a security interest in and lien upon all of Photonic Products’ trade
receivables in favor of Barclay’s. The Company may borrow a total amount at any given time up to $1,400,000, limited to
qualifying receivables as defined. The proceeds from this line of credit were used to pay in full the outstanding amount under

the overdraft facility between Photonic Products and Barclay’s Bank, PLC.

The facility requires the maintenance of certain financial covenants including annual sales and minimum tangible net worth.
Barclay’s also reserves the right to review the facility in the event of losses in any 3-month rolling period. The Company paid
a fee of £1,500, which was expensed.

The Company began making monthly payments to Barclay’s of accrued interest only on February 29, 2008. The outstanding
principal under the note accrues interest at an annual rate of 1% above Barclay’s base rate. The interest rate was 6.25% as of
March 31, 2008. The Company may elect to prepay the note at any time, in whole or in part, without penalty or premium
upon 3 months notice. All unpaid principal plus accrued but unpaid interest is due and payable on February 5, 2011.

At March 31, 2008, $1,526,000 was outstanding under the facility, all of which was classified as revolving line of credit.
There was a credit line overdraft of approximately $126,000 at March 31, 2008, included in the revolving line of credit
balance.

(12) Stock and Warrant Purchase Agreement

On January 26, 2007, the Company entered into a Securities Purchase Agreement with Smithfield Fiduciary LLC, a fund that
is managed by Highbridge Capital Management, LLC. Under the terms of the agreement, the Company sold and issued to
Smithfield Fiduciary LLC for an aggregate purchase price of $2,300,000, (i) 2,000,000 shares of common stock of the
Company at a per share purchase price of $1.15 (a discount to the 30 day trading average) and (ii) a warrant to purchase
1,000,000 shares of common stock of the Company at an exercise price of $1.72 per share. The warrant expires on the tenth
anniversary of the date of issuance.

The Company and Smithfield Fiduciary LLC also entered into a Registration Rights Agreement under which the Company
agreed, at its sole expense, to file a registration statement within seven business days to register for resale under the Securities
Act of 1933, as amended, the shares issuable upon exercise of the warrant and the shares of common stock issued and sold to
Smithfield Fiduciary LLC under the Securities Purchase Agreement. The Company filed a registration statement that was
declared effective on February 14, 2007.
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(13) DISCONTINUED OPERATIONS

During 2005, the Company’s management and the Board of Directors made a decision to discontinue its Singapore operation
as well as its fiber optic illumination and galvanometer businesses.

During 2006, the Company completed the divestitures of these three businesses in exchange for aggregate consideration of up
to $525,000 in cash and notes receivable and a 5% royalty on future sales of a specific product royalty up to a maximum of
$35,000.

Included in income from discontinued operations for each of the quarters ended March 31, 2008 and 2007 was additional
cash consideration received under certain notes receivable of $21,000. As of March 31, 2008, the Company is due up to an
additional $69,000 under the notes receivable.

(14) COMMITMENTS AND CONTINGENCIES

Lease obligation treated as financing

On December 30, 2005, the Company closed a sale-leaseback transaction on the Company’s Salem, New Hampshire
headquarters with 55 Heritage LLC. The terms of the Real Estate Purchase Agreement dated November 29, 2005, as
amended on December 22, 2005, between the Company and the buyer were that (i) the Company agreed to sell the property
to the buyer for $4,700,000, and (ii) the Company agreed to lease from the new owner (a) approximately 32,000 square feet
of the property for an initial term of five years with a rental rate during the term of $192,000 per year in base rent and

(b) approximately 63,000 square feet of the property for an initial term of five years with rental rates ranging from
approximately $220,500 to $315,000 per year in base rent, plus a pro rata share of all operating costs of the property. The
Company plans to sublease all or part of the 63,000 square foot block of space. The lease agreement grants the Company the
option to extend the initial term for a period of five years. Because the transaction did not qualify as a sale for Generally
Accepted Accounting Principles (GAAP) reporting purposes under SFAS 66, Accounting for Sales of Real Estate and SFAS
98, Accounting for Leases, the net proceeds were classified as a financing obligation. The Company continues to carry the
value of the building on its balance sheet and record depreciation expense until the criteria to record a sale are met and
accounts for the financing lease in accordance with the provisions of SFAS 98.

During the quarter ended March 31, 2008, the Company recorded $72,000 as non-cash interest expense and $8,000 as an
increase of the lease obligation due to a reduction in the deposit amount left with the landlord of $47,500 during the first
quarter of 2008.

At March 31, 2008, $3,648,000 was recorded on the balance sheet as a financing lease obligation, which was classified as
$444,000 short-term obligation and $3,204,000 long-term obligation.

At December 31, 2007, $3,640,000 was recorded on the balance sheet as a financing lease obligation, which has been
classified as $444,000 short-term obligation and $3,196,000 long-term obligation.

Other obligations

The Company’s Canadian subsidiary, StockerYale Canada Inc., conducts research and development, manufacturing, sales
and administration from a property located at 275 Kesmark Street, Montreal, Quebec, Canada. StockerYale Canada leases
59,433 square feet of the Montreal property from the owner for an initial term of ten years. Stocker Yale Canada paid a
security deposit in the amount of Cdn $502,915. The rent during the ten-year term ranges from approximately Cdn $416,000
to Cdn $470,000 per year plus all operating costs. StockerYale Canada has an option to extend the initial term of the lease for
an additional term of five years.

On May 1, 2006, the Company signed a sub-lease agreement with PyroPhotonics Lasers, Inc. for approximately 3,000 square
feet of its Montreal facility at a rate of Cdn $12.58 per square foot, or for Cdn $3,146 per month. On January 23, 2007 the
Company revised and signed a sub-lease agreement with PyroPhotonics Lasers, Inc. for approximately 9,000 square feet of
its Montreal facility at a rate of Cdn $11.89 per square foot, or for Cdn $8,916.67 per month. The commencement date of the
revised lease is February 1, 2007 and the term is eight years and nine months.

(15) LITIGATION

Beginning in May 2005, three putative securities class action complaints were filed in the United States District Court for the
District of New Hampshire against the Company and certain officers and directors, purportedly on behalf of some of the
Company’s shareholders. The complaints, which assert claims under the Securities Exchange Act of 1934, allege that some
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disclosures made by the Company in press releases dated April 19, 2004 and April 21, 2004 were materially false or
misleading. The consolidated amended complaint asserted claims under Sections 10(b), 20(a), and 20A of the Securities
Exchange Act of 1934, and Rule 10b-5 promulgated thereunder.

On June 26, 2007, a settlement agreement between the Company and the lead plaintiffs in the class action lawsuit was
submitted to the United States District Court for the District of New Hampshire for its approval. Under the terms of the
proposed settlement, which would resolve all claims asserted against the Company and the individual defendants, plaintiffs
would receive $3.4 million, to be paid entirely by the Company’s insurance carrier. On August 21, 2007, the Court
preliminarily approved the proposed settlement and directed plaintiffs’ counsel to provide notice of the proposed settlement
to members of the class by mail and newspaper publication. On December 18, 2007, the Court entered an Order and Final
Judgment in the class action lawsuit, which provided final approval of the settlement agreement and dismissed all claims of
the members of the class against the Company and the individual defendants with prejudice (which means that they cannot be
re-filed).

The Company is party to various other legal proceedings generally incidental to its business. Although the disposition of any
legal proceedings cannot be determined with certainty, it is the Company’s opinion that any pending or threatened litigation
will not have a material adverse effect on the Company’s results of operations, cash flow or financial condition.

(16) SEGMENT INFORMATION

SFAS No. 131 (“SFAS 1317), Disclosures about Segments of an Enterprise and Related information, requires financial and
supplementary information to be disclosed on an annual and interim basis of each reportable segment of an enterprise. SFAS
131 also establishes standards for related disclosures about products and services, geographic areas and major customers.
Operating segments are identified as components of an enterprise about which separate discrete financial information is
available for evaluation by the chief decision-making group, in making decisions how to allocate resources and assess
performance. The Company’s chief decision-maker is the Chief Executive Officer. The Company’s accounting policies and
method of presentation for segments is consistent with that used throughout the consolidated financial statements.

The Company operates in three segments: illumination, optical components and Photonic Products. In the illumination
segment the Company acts as an independent designer and manufacturer of advanced illumination products, consisting of
lasers, light emitting diodes and florescent lighting products for the inspection, machine vision, medical and military markets.
The Company is a developer and manufacturer of specialty optical fiber (SOF) and diffractive optics such as phase masks
used primarily in the telecommunications, defense, and medical markets by original equipment manufacturers. The Photonic
Products segment distributes

laser diodes and designs and manufactures custom laser diodes modules for industrial, commercial and medical applications.
The policies relating to segments are the same as the Company’s corporate policies.

The Company evaluates performance and allocates resources based on revenues and operating income (loss). The operating
loss for each segment includes selling, research and development and expenses directly attributable to the segment. In
addition, the operating loss includes amortization of acquired intangible assets, including any impairment of these assets and
of goodwill. Certain of the Company’s indirect overhead costs, which include corporate general and administrative expenses,
are allocated between the segments based upon an estimate of costs associated with each segment. Segment assets include
accounts receivable, inventory, machinery and equipment, goodwill and intangible assets directly associated with the product
line segment.

All revenues and costs associated with our discontinued businesses have been eliminated from segment reporting, so that the
net effect is to report results from continuing operations only.

Three months Ended March 31, 2008 Three months Ended March 31, 2007
In thousands in thousands
Optical Photonic Optical Photonic
Ilumination Components Products Total Ilumination Components Products Total

Net sales ... $ 4,115 $ 914 $ 3,033 $ 8,062 $ 4,153 $ 805 $ 2,518 $ 7476
Gross

margin... 1,385 287 787 2,459 1,635 302 635 2,572
Operating

loss........ (945) (294) (288) (1,527) (525) (158) (317) (1,000)
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March 31, 2008 December 31, 2007

In thousands In thousands
Optical Photonic Optical Photonic
Ilumination Components Products Corporate Total INlumination Components Products Corporate Total
Total current
assets.......... $ 5,686 § 482 $ 2,930 $ 2,390 $11,488 $ 5015  $ 475 $ 3219 $ 1,556 $ 10,265
Property,
plant &
equipment,
net.............. $ 2,740 $ 2,488 $ 809 $ 3,867 $ 9,904 $ 3,164 $ 2980 $ 698 $ 4,118 $ 10,960
Acquired
intangible
assets, net... $ 128 % 225 $ 3,088 — $ 3441 $ 438 — $ 4,173 — $ 4,691
Goodwill......... $ 2,677 8 $ 5378 — $ 8,063 $ 2,677 — $ 5,280 — $ 7,957
Other long-
term assets.. $ 347 — — $ 1,036 $ 1,383 $ 391 — — $ 853 $ 1,244
Total............... $ 11,578  $ 3,203 $ 12,205 $ 7,293 $34,279 $ 11,765  $ 3,844  $ 13,286 $ 6,048 $ 34,943
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The Company’s sales by geographic region are denominated in U.S. dollars. These sales are as follows:

Three months Ended

March 31,
In thousands
Sales by region 2008 2007
Domestic — United STAES ........veeeeeviieiieiieeeeiieee ettt ettt e et eeetre e eeereeeeeenes $ 3,657 $ 3,473
(@83 F: T £ R 567 622
BUIOPE ...ttt et e e et e et e et e e e 2,870 2,333
N P R 867 819
ROW ettt nnnnnnnnnnnnnnnnnnns 101 229
017 1 R $ 8,062 $ 7476
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion of the consolidated financial condition and results of operations of the Company should be read in
conjunction with the unaudited condensed consolidated financial statements and the related notes thereto included elsewhere
in this Form 10-Q. Except for the historical information contained herein, the following discussion, as well as other
information in this report, contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, and is subject to the “safe harbor”
created by those sections. Some of the forward-looking statements can be identified by the use of forward-looking terms such
as “believes,” “expects,” “may,” “will,” “should,” “could,” “seek,” “intends,” “plans,” “estimates,” “anticipates” or
other comparable terms. Forward-looking statements involve inherent risks and uncertainties. A number of important factors
could cause actual results to differ materially from those in the forward-looking statements. We urge you to consider the risks
and uncertainties described in “Risk Factors” in this report and in our annual report on Form 10-KSB for the year ended
December 31, 2007. We undertake no obligation to update our forward-looking statements to reflect events or circumstances
after the date of this report. We caution readers not to place undue reliance upon any such forward-looking statements,
which speak only as of the date made.

» o« » o« » o«

Overview

StockerYale, Inc. is an independent designer and manufacturer of structured light lasers, LED systems, fluorescent lighting
products, and specialty optical fibers and phase masks for industry-leading original equipment manufacturers (OEMs), as
well as a specialist distributor of visible, infrared and blue violet laser diodes. Our illumination products include the Lasiris
and Photonic Products brands of laser diode modules, extremely bright light emitting diode (LED) illuminators and
fluorescent lighting products for the machine vision, industrial inspection, defense, telecommunications, sensors, and medical
markets. Our products are sold to over 1,500 customers, primarily in North America, Europe and the Pacific Rim. We sell
directly to, and work with, a group of distributors and machine vision integrators to sell their specialized illumination
products.

RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the attached unaudited condensed consolidated financial
statements and notes thereto and with our audited financial statements and notes thereto included in the Company’s annual
report on Form 10-KSB for the year ended December 31, 2007.

StockerYale continued to introduce new products in 2007 including a line of erbium-doped fibers in its specialty fiber
segment, its Lasiris Hi-Pointing Stability Laser and its COBRA 2 LED Linescan illuminator. In addition, the Company’s
October 2007 acquisition of Spectrode LLC included fiber laser intellectual property that it expects to enhance strategic
initiatives in both the specialty optical fiber and the laser business units and to allow us to pursue applications in the medical
and defense industries. The Company also made key investments last year in medical product research and development to
support its strategic move into medical and bio-medical markets. Sales to the medical vertical increased from less than 5% of
StockerYale’s total revenues in 2006 to approximately 12% of total revenue in 2007 to approximately 13% of total revenue
in the quarter ending March 31, 2008. The Company expects its medical strategy to be a catalyst for greater revenues across
all three product lines in 2008. Medical sales are targeted to grow to approximately 20% of 2008 revenues given existing
customer relationships and multiple sales initiatives under way.

Management intends to employ a series of actions to improve the financial condition of the Company. These initiatives
include revenue growth, cost reductions, raising capital, and pursuing appropriate business initiatives, which we expect to
improve our profitability. The Company took certain actions in 2007 to reduce the overall cost structure of the Company and
intends to continue to implement such actions throughout 2008. In addition, the Company intends to focus on increasing the
pace with which operational improvements are able to improve its financial performance and the consistency of its results.
The Company intends to identify additional opportunities to lower its costs and manage the business more efficiently.

The Company is considering different ways to raise additional capital including through the sale of its equity securities,
through offerings of debt securities, or through borrowings from financial institutions.
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CALENDAR QUARTERS ENDED MARCH 31, 2008 AND 2007
Net Sales

Net sales were $8.1 million for the three months ended March 31, 2008, an 8% increase over $7.5 million for the first quarter
of 2007, and a 7% sequential increase compared with $7.5 million for the fourth quarter of 2007. The increase in sales was
mainly due to Photonic Products’ sales revenue increase of $500,000 over the three months ended March 31, 2007.

Gross Profit

Gross profit was $2.5 million for the three months ended March 31, 2008. This represents a decrease of 4% from $2.6 million
for the first quarter of 2007. During the three months ended March 31, 2008 gross margin was 31% compared with 34% in
the first quarter of 2007, primarily related to changes in foreign currency exchange rates, representing 3.2 out of the 3.9
points differential.

Operating Expenses

Operating expenses totaled $4.0 million for the first quarter of 2008, increasing 12% over $3.6 million in the first quarter of
2007. The increase in operating expenses over the first quarter of 2007 was primarily due to the change in foreign currency
exchange rates, particularly the currency exchange rate of the Canadian dollar to the U.S. dollar and non-cash share-based
compensation expensed under FAS 123(R). Non-cash amortization of intangible assets increased to $330,000 versus
$307,000 for the first quarter of 2007. Sales and marketing expenses increased by approximately $118,000, or 12%, partially
due to the changes in the foreign currency exchange rates, but also due to the investment in sales personnel for our LED,
Fiber and Laser divisions. Research and development expenses were flat at $800,000. General and administrative expense
increased 19%, or $300,000, due to non-cash share-based compensation expense, foreign currency exchange rates, and
investments in people.

Operating loss was $1.5 million compared with operating losses of $1.0 million for the first quarter of 2007. Operating losses
were negatively impacted by foreign currency exchange losses of approximately $400,000, primarily due to the currency
exchange rate of the Canadian dollar to the U.S. dollar on a year-over-year basis.

Non-Operating Expenses

Other expenses, which are comprised primarily of non-cash debt discount and financing costs, decreased by 2% to $721,000
for the three months ended March 31, 2008, versus the $732,000 in the three months ended March 31, 2007.

Net Income (Loss)
Net loss including discontinued operations was $2.2 million or $0.06 per share. This compares to net loss of $1.6 million or
$0.05 per share for the first quarter of 2007.
Provision (Benefit) for Income Taxes

Our historical operating losses raise doubt about our ability to realize the benefits of our deferred tax assets. As a result, we
provide a valuation allowance for the net deferred tax assets that may not be realized. We recorded a deferred tax benefit of
approximately $62,000 in the period ended March 31, 2008, related to one of our non-U.S. based subsidiaries.

LIQUIDITY AND CAPITAL RESOURCES

Our cash balance improved to $2.4 million at March 31, 2008 from $1.6 million at December 31, 2007 primarily as a result
of the February 26, 2008 Confidential Invoice Discounting Agreement between Barclay’s Bank Sales Financing and Photonic
Products and the March 31, 2008 overadvance agreement with Laurus Master Fund, Ltd. During the first quarter ended,
March 31, 2008, our overall borrowings increased by approximately $2.0 million.

As of March 31, 2008, our net accounts receivable balance was $4.6 million compared to $4.5 million at year end. Our days
sales outstanding at March 31, 2008, decreased from 54 days at December 31, 2007, to 52 days at March 31, 2008.
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Inventory decreased approximately $60,000 to $4.1 million from $4.2 million at December 31, 2007.

Capital spending for the quarter ending March 31, 2008 was $26,000. The Company has no material contingent capital
expenditure commitments as of March 31, 2008 but has plans to purchase approximately $500,000 of capital items between
April 1, 2008 and December 31, 2008, of which we expect approximately $160,000 to be financed through capital leases.

As of March 31, 2008, the Company may not have sufficient liquidity and working capital to meet its ongoing operating
obligations. Management estimates that it has sufficient capital for operations through June 30, 2008 and possibly beyond.
Management is continuing its efforts to raise additional capital so that the Company can meet its obligations and sustain
operations through the sale of its equity securities, through offerings of debt securities, or through borrowings from financial
institutions. The pursuit of these financings will be opportunistic and the Company cannot be sure of the timing or terms of
any borrowing arrangements or equity offerings, or that it will be able to consummate one or more of these options.

OFF-BALANCE SHEET ARRANGEMENTS

We have no significant off-balance sheet arrangements, including derivative instruments that have or are reasonably likely to
have a current or future material effect on our financial condition, changes in financial condition, revenues or expenses,
results of operations, liquidity, capital expenditures or capital resources.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Foreign Currency Exchange Rate Risk

The Company has operations in various countries and currencies throughout the world and its operating and financial
position are subject to exposure from significant fluctuations in foreign currency exchange rates. At various times, we have
entered into forward foreign currency exchange rate contracts with financial institutions to reduce the risk that our cash flows
and earnings will be adversely affected by foreign currency exchange rate fluctuations. This program is not designed for
trading or speculative purposes. We do not enter into financial instruments for trading purposes. In accordance with SFAS
No. 133, we recognize derivative instruments as either assets or liabilities on the balance sheet at fair value. These forward
contracts are not accounted for as hedges and, therefore, changes in the fair value of these instruments are recorded as interest
income and other income or expense, net. There were no open forward contracts as of March 31, 2008, or at December 31,
2007.

On December 6, 2006, the Company entered into a forward foreign currency exchange rate contract with Anglo-Irish bank to
convert $500,000 U.S. dollars per month into Canadian dollars at a strike rate with a bottom end range of $1.09 Canadian
dollar to the U.S. dollar, and 100% upside flexibility to market rates in excess of the $1.09 strike rate. This arrangement
began on March 1, 2007 and continued until December 31, 2007. The Company paid a premium of $61,500 U.S. to the bank
on this date.

The notional principal of the Company’s forward contracts to purchase Canadian dollars with foreign currencies was $0 at
December 31, 2007. The fair value of the Company’s open forward contracts was $0 at December 31, 2007.

The net gain recorded on forward contracts in the accompanying condensed consolidated statement of operations during the
year ended December 31, 2007 was $24,768. There was no gain or loss recorded in the quarters ended, March 31, 2008 and
March 31, 2007.

Management has determined that all of our foreign subsidiaries operate primarily in local currencies that represent the
functional currencies of the subsidiaries. Primary currencies include Canadian dollars, Euros and British pounds. All assets
and liabilities of foreign subsidiaries are translated into U.S. dollars using the foreign currency exchange rate prevailing at the
balance sheet date, while income and expense accounts are translated at average exchange rates during the year. To the extent
the U.S. dollar weakens against foreign currencies, the translation of these foreign currency-denominated transactions results
in increased revenues and operating expenses for our international operations. Similarly, our revenue and operating expenses
will decrease for our international operations when the U.S. dollar strengthens against foreign currencies. The Company’s
operating results are affected by fluctuations in the value of the U.S. dollar as compared to currencies in foreign countries, as
a result of our transactions in these foreign markets. We estimate operating income for the three months ended March 31,
2008 was negatively impacted due to the change in foreign currency versus the three months ended March 31, 2007 by
approximately $0.4 million predominately due to the U.S. dollar weakening against the Canadian dollar, as we invoice
primarily in U.S. dollars, while the expenses are mostly in local currency.
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Interest Rate Risk

We are exposed to market risk from changes in interest rates, which may adversely affect our financial position, results of
operations and cash flows. In seeking to minimize the risks from interest rate fluctuations, we manage exposures through our
regular operating and financing activities. We are exposed to interest rate risk primarily through our borrowings under the
Laurus Master Fund, Ltd. line of credit of $3.298 million with an interest rate of prime plus 1%, the Laurus Master Fund, Ltd.
term note of $3,525,000 with an interest rate prime plus 2%, the Laurus Master Fund, Ltd. term note of $933,000 with an
interest rate of 10.5% and our private investor term note of $4,552,000 at an interest rate of 10% all net of debt discount
costs. As of March 31, 2008, the fair market value of our outstanding debt approximates our carrying value due to the short-
term maturities and variable interest rates. Our interest rate risk at March 31, 2008 was limited mainly to fluctuations in the
prime rate on our outstanding term loans and on our line of credit with Laurus Master Fund, Ltd. A hypothetical 100 basis
point increase in the prime rate would have resulted in an approximate $16,000 increase in our interest expense under our line
of credit and outstanding term notes for the three months ended March 31, 2008.

Item 4. Controls and Procedures.
Evaluation of disclosure controls and procedures.

Our Chief Executive Officer and Chief Financial Officer have evaluated the effectiveness of our disclosure controls and
procedures as of March 31, 2008. Based on that evaluation, as a result of the material weakness in our internal control over
financial reporting described below, our Chief Executive Officer and Chief Financial Officer have concluded that, as of
March 31, 2008, our disclosure controls and procedures were not effective in ensuring that the information we are required to
disclose in the reports we file or submit under the Securities Exchange Act of 1934 is recorded, processed, summarized and
reported on a timely basis, and that this information is accumulated and communicated to management as appropriate to
allow timely decisions regarding required disclosures.

Internal Control Over Financial Reporting

During the preparation of the financial statements of the Company for the quarter ended March 31, 2008, alternative
substantive tests and analysis indicated that a material weakness in internal controls exists at one subsidiary, which could
result in revenue to be recorded in the wrong period. The weakness relates to the possibility that goods could be invoiced in
one period but shipped in another period with a lack of compensating or direct controls to ensure proper accounting and
reporting. Nevertheless, based on a number of factors, including the performance of additional procedures performed by
management designed to ensure the reliability of our financial reporting, our Chief Executive Officer and Chief Financial
Officer believe that the consolidated financial statements included with this quarterly report fairly present, in all material
respects, our financial position, results of operations, and cash flows as of the dates, and for the periods, presented, in
conformity with GAAP.

Management’s Plan for Remediation

As of the date of this filing, the Company has initiated, among other actions, substantive controls at its operations to ensure
that adequate controls are in place and functioning as designed. In addition, management is reviewing its systems to automate
the control processes and procedures relating to shipments.

Changes in Internal Control Over Financial Reporting

Other than described above, there was no change in our internal control over financial reporting during the quarter ended
March 31, 2008 that materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting.

PART II: OTHER INFORMATION
Item 1. Legal Proceedings.

From time to time, we may become involved in litigation relating to claims arising out of operations in the normal course of
business, which we consider routine and incidental to our business. We currently are not a party to any legal proceedings, the
adverse outcome of which, in management’s opinion, would have a material adverse effect on our business, results of
operation or financial condition.

Item 1A. Risk Factors.

During the period covered by this Form 10-Q, there have not been any material changes from the risk factors previously
disclosed in the “Risk Factors™ of our annual report on Form 10-KSB, for the fiscal year ended December 31, 2007. In
addition to the other information set forth in this report, you should carefully consider the factors discussed in our annual
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report on Form 10-KSB, which could materially affect our business, financial condition or future results. The risks described
in our annual report on Form 10-KSB are not the only risks facing the Company. Additional risks and uncertainties not
currently known to us or that we currently deem to be immaterial also may materially adversely affect our business, financial
condition and/or operating results.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

On March 31, 2008, the Company issued and sold an aggregate of 100,000 shares of common stock to Laurus Master Fund,
Ltd. at a per share purchase price of $.01, for an aggregate purchase price of $1,000. The issuance and sale of the shares was
effected without registration in reliance on Section 4(2) of the Securities Act of 1933, as amended, and Rule 506 of
Regulation D promulgated thereunder, as a sale by the Company not involving a public offering. No underwriters were
involved with the issuance and sale of the shares.

Item 5. Other Information.

During the quarter ended March 31, 2008, we made no material changes to the procedures by which shareholders may
recommend nominees to our Board of Directors, as described in our most recent proxy statement.

Item 6. Exhibits.

The Exhibits listed in the Exhibit Index immediately preceding such Exhibits are filed with, or incorporated by reference in,
this report.
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SIGNATURES

In accordance with the requirements of the Securities Exchange Act of 1934, the Registrant caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

STOCKERYALE, INC.

Date: May 15, 2008 By: /s/ MARK W. BLODGETT

Mark W. Blodgett
President, Chief Executive Officer and Chairman of the
Board

Date: May 15, 2008 By: /s/ TimoTHY P. LOSIK

Timothy P. Losik
Chief Operating Officer and Chief Financial Officer
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Exhibit 10.1
March 31, 2008

StockerYale, Inc.

32 Hampshire Road

Salem, New Hampshire 03079
Attention: Mark W. Blodgett

Re: StockerYale, Inc.

Dear Mr. Blodgett:

Reference is hereby made to that certain Security and Purchase Agreement (the “Security Agreement”) dated as of
June 28, 2006 by and between StockerYale, Inc. (the “Company”’) and Laurus Master Fund, Ltd. (“Laurus”). Capitalized
terms used but not defined herein shall have the meanings ascribed them in the Security Agreement.

Subject to satisfaction of the Overadvance Conditions (as defined below), Laurus is hereby notifying the Company of
its decision to exercise the discretion granted to it pursuant to Section 2(a)(i) of the Security Agreement to make Loans to the
Company in excess of the Formula Amount then in effect (the “Overadvances”) in an amount requested by the Company not
to exceed $500,000 in the aggregate (the “Maximum Overadvance Amount”). The Overadvance shall be payable in full on
March 31, 2009, subject to acceleration following the occurrence of an Event of Default or other termination of the Security
Agreement. Once repaid in part or in full, the Overadvance may not be reborrowed. The Overadvance may be repaid at
anytime in whole or in part with or without notice and without penalty of any kind or nature.

In connection with making the Overadvances, Laurus hereby waives compliance with Section 3(c) of the Security
Agreement during the period prior to such time as the Overadvances have been repaid in full (the “Period”), but solely as
such provision relates to the immediate repayment requirement for Overadvances. Laurus further agrees that solely during the
Period (but not thereafter), the Overadvances shall not trigger an Event of Default under Section 19(a) of the Security
Agreement; provided, however, that the Overadvance rate set forth in Section 5(b)(ii) of the Security Agreement (the
“Overadvance Rate”) shall be applied to the amount of such Overadvances for all times such amounts shall be in excess of
the Formula Amount and such interest shall be payable monthly, in arrears, commencing on the first day of the first month
following the month in which the Overadvances are made and continuing thereafter on the first business day of each
consecutive calendar month (each, an “Interest Payment”).

The Companies each hereby acknowledge and agree that Laurus’ obligation to fund the Overadvances on the date
hereof and each permitted reborrowing thereof after the date hereof (subject to the Maximum Overadvance Amount) shall, at
the time of such making of such Overadvance or reborrowing, and immediately after giving effect thereto, be subject to the
satisfaction of the following conditions (the “Overadvance Conditions”): (i) no Event of Default shall exist and be continuing
as of such date; (ii) all representations, warranties and covenants made by the Companies in connection with the Security
Agreement and the Ancillary Agreements shall be true, correct and complete as of such date, and (iii) Laurus shall have
received fully-executed originals of each of the following documents, each in form and substance satisfactory to Laurus:

(A) this letter agreement, (B) the Reaffirmation and Ratification Agreement dated as of the date hereof among the Company,
StockerYale Canada, Inc., Lasiris Holdings, Inc., Laurus, Valens U.S. SPV I, LLC and PSource Structured Debt Limited;
(C) the Irrevocable Instruction Letter to Transfer Agent with respect to the Amendment Closing Shares dated as of the date
hereof from the Company to the transfer agent named therein; (D) Amendment dated as of the date hereof, with respect to the
Common Stock Purchase Warrant No. 2003-1 issued on September 24, 2003 between the Company and Laurus;

(E) Amendment dated as of the date hereof, with respect to the Common Stock Purchase Warrant No. 2003-2 issued on
February 20, 2004 between the Company and Laurus; (F) Amendment dated as of the date hereof, with respect to the
Common Stock Purchase Warrant No. 2003-1 issued on June 10, 2004 between the Company and Laurus; (G) Amendment
dated as of the date hereof, with respect to the Common Stock Purchase Warrant No. 12082004-1 issued on December 8,
2004 between the Company and Laurus; and (H) Amendment dated as of the date hereof, with respect to the Common Stock
Purchase Warrant No. 1 issued on July 13, 2005 between the Company and Laurus.

The Companies hereby agree and acknowledge that they shall, on a joint and several basis: (x) permanently and
immediately repay in full all Overadvances upon expiration of the Period together with accrued interest and fees which
remain unpaid in respect thereof and (y) immediately repay all Overadvances which are at any time in excess of the
Maximum Overadvance Amount during the Period, together with accrued interest and fees which remain unpaid in respect
thereof. The failure to make any required repayment of the Overadvances shall give rise to an immediate Event of Default
under and as defined in the Security Agreement.
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In consideration of Laurus’ agreement to make the Overadvance available to the Company, the Company shall issue
and sell to Laurus and Laurus shall purchase from the Company 100,000 shares of the Company’s common stock (the
“Amendment Closing Shares”). The purchase price (the “Purchase Price”) of the Amendment Closing Shares shall be equal
to the product of (a) the amount of Amendment Closing Shares issued to Laurus, multiplied by (b) $0.01 (representing an
aggregate Purchase Price of $1,000 with respect to the Amendment Closing Shares). The Amendment Closing Shares shall
be deemed Closing Shares under the Security Agreement.

The Company hereby acknowledges and agrees that its failure to deliver to Laurus an original stock certificate issued in
Laurus’ name evidencing the Amendment Closing Shares on or prior to April 4, 2008 shall constitute an Event of Default
under and as defined in the Security Agreement.

Upon the execution of this letter agreement, the Company hereby reaffirms all covenants, representations and
warranties made in the Security Agreement and agrees that all such covenants, representations and warranties shall be
deemed to have been remade as of the date of this letter agreement except for those representations and warranties that
expressly relate to an earlier date, which representations and warranties were true and correct on and as of such earlier date.
This letter agreement shall be deemed an Ancillary Agreement and all other terms and provisions of the Security Agreement
and the Ancillary Agreements shall remain in full force and effect.

Laurus shall have the exclusive right to apply any and all proceeds of Accounts received at any time or times against
the Obligations in such order as Laurus shall elect in its sole discretion.

This letter agreement may not be amended or waived except by an instrument in writing signed by the Company and
Laurus. This letter agreement may be executed in any number of counterparts, each of which shall be an original and all of
which, when taken together, shall constitute one agreement. Delivery of an executed signature page of this letter agreement
by facsimile transmission or other electronic transmission shall be effective as delivery of a manually executed counterpart
hereof or thereof, as the case may be. This letter agreement shall be governed by, and construed in accordance with, the laws
of the State of New York. This letter agreement sets forth the entire agreement between the parties hereto as to the matters set
forth herein and supersede all prior communications, written or oral, with respect to the matters herein.

[SIGNATURE LINES ON FOLLOWING PAGE]
If the foregoing meets with your approval please signify your acceptance of the terms hereof by signing below.

LAURUS MASTER FUND, LTD.

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

Agreed and accepted on the date hereof:

STOCKERYALE, INC.

By: /s/ Mark W. Blodgett

Name:Mark W. Blodgett
Title: President and Chief Executive Officer

SIGNATURE PAGE TO
OVERADVANCE LETTER
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Exhibit 10.2
As of March 31, 2008

StockerYale, Inc.

32 Hampshire Road

Salem, New Hampshire 03079
Attention: Chief Financial Officer

Re: Amendment to Common Stock Purchase Warrant No. 2003-1
(Issue Date: September 24, 2003)

Ladies and Gentlemen:

Reference is made to (a) that certain Common Stock Purchase Warrant No. 2003-1 issued by StockerYale, Inc., a
Massachusetts corporation (the “Company”) on September 24, 2003 in favor of Laurus Master Fund, Ltd. (“Laurus”), Valens
U.S. SPV I, LLC (as partial assignee of Laurus) (“Valens US”) and PSource Structured Debt Limited (as partial assignee of
Laurus) (“PSource” and, together with Laurus and Valens US, collectively the “Holders”), providing for the purchase of up
to an aggregate amount of 475,000 shares of Common Stock of the Company (collectively, the “Warrant”) and (b) that
certain lockup agreement dated as of the date hereof, made by the Holders in favor of the Company with respect to the
Securities defined therein. Capitalized terms used herein that are not defined shall have the meanings given to them in the
Warrant.

In consideration of the foregoing and other good and valuable consideration, the receipt and sufficiency of which is
hereby acknowledged, the parties hereto hereby agree that “Expiration Date” shall hereafter mean September 24, 2015.

This letter agreement shall become effective upon receipt by the Holders of a copy of this letter agreement executed by
the Company.

Except as specifically amended herein, the Warrant shall remain in full force and effect, and are hereby ratified and
confirmed. The execution, delivery and effectiveness of this letter agreement shall not operate as a waiver of any right, power
or remedy of the Holders, nor constitute a waiver of any provision of the Warrant. This letter agreement shall be binding
upon and inure to the benefit of the parties hereto and their respective successors and assigns and shall be governed by and
construed in accordance with the laws of the State of New York.

[Remainder of Page Intentionally Left Blank]
This letter agreement may be executed by the parties hereto in one or more counterparts, each of which shall be
deemed an original and all of which when taken together shall constitute one and the same agreement. Any signature
delivered by a party by facsimile transmission shall be deemed to be an original signature hereto.

Very truly yours,
LAURUS MASTER FUND, LTD.

By: Laurus Capital Management, LLC,
as investment manager

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

VALENS U.S. SPV L, LLC

By:  Valens Capital Management, LLC,
its investment manager
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By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

PSOURCE STRUCTURED DEBT LIMITED

By: Laurus Capital Management, LLC,
its investment manager

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

CONSENTED AND AGREED TO:
STOCKERYALE, INC.
By: /s/ Mark W. Blodgett

Name:Mark W. Blodgett
Title: President and Chief Executive Officer

SIGNATURE PAGE TO AMENDMENT NO. 1 TO COMMON
STOCK PURCHASE WARRANT NO. 2003-1
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Exhibit 10.3
As of March 31, 2008

StockerYale, Inc.

32 Hampshire Road

Salem, New Hampshire 03079
Attention: Chief Financial Officer

Re: Amendment to Common Stock Purchase Warrant No. 2003-2
(Issue Date: February 20, 2004)

Ladies and Gentlemen:

Reference is made to (a) that certain Common Stock Purchase Warrant No. 2003-2 issued by StockerYale, Inc., a
Massachusetts corporation (the “Company”) on February 20, 2004 in favor of PSource Structured Debt Limited (as partial
assignee of Laurus Master Fund, Ltd.) (the “Holder”), providing for the purchase of up to an aggregate amount of 700,000
shares of Common Stock of the Company (the “Warrant”) and (b) that certain lockup agreement dated as of the date hereof,
made by the Holder in favor of the Company with respect to the Securities defined therein. Capitalized terms used herein that
are not defined shall have the meanings given to them in the Warrant.

In consideration of the foregoing and other good and valuable consideration, the receipt and sufficiency of which is
hereby acknowledged, the parties hereto hereby agree that “Expiration Date” (as defined in the Warrant) is hereby amended
such that “Expiration Date” shall hereafter mean February 22, 2016.

This letter agreement shall become effective upon receipt by the Holder of a copy of this letter agreement executed by
the Company.

Except as specifically amended herein, the Warrant shall remain in full force and effect, and are hereby ratified and
confirmed. The execution, delivery and effectiveness of this letter agreement shall not operate as a waiver of any right, power
or remedy of the Holder, nor constitute a waiver of any provision of the Warrant. This letter agreement shall be binding upon
and inure to the benefit of the parties hereto and their respective successors and assigns and shall be governed by and
construed in accordance with the laws of the State of New York.

[Remainder of Page Intentionally Left Blank]
This letter agreement may be executed by the parties hereto in one or more counterparts, each of which shall be
deemed an original and all of which when taken together shall constitute one and the same agreement. Any signature
delivered by a party by facsimile transmission shall be deemed to be an original signature hereto.

Very truly yours,
PSOURCE STRUCTURED DEBT LIMITED

By:  Laurus Capital Management, LLC,
its investment manager

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

CONSENTED AND AGREED TO:
STOCKERYALE, INC.
By: /s/ Mark W. Blodgett

Name:Mark W. Blodgett
Title: President and Chief Executive Officer

AMENDMENT TO WARRANT NO. 2003-2
(ISSUE DATE: FEBRUARY 20, 2004)

32



Exhibit 10.4
As of March 31, 2008

StockerYale, Inc.

32 Hampshire Road

Salem, New Hampshire 03079
Attention: Chief Financial Officer

Re: Amendment to Common Stock Purchase Warrant No. 2003-1
(Issue Date: June 10, 2004)

Ladies and Gentlemen:

Reference is made to (a) that certain Common Stock Purchase Warrant No. 2003-1 issued by StockerYale, Inc., a
Massachusetts corporation (the “Company”) on June 10, 2004 in favor of PSource Structured Debt Limited (as partial
assignee of Laurus Master Fund, Ltd.) (the “Holder”), providing for the purchase of up to an aggregate amount of 400,000
shares of Common Stock of the Company (the “Warrant”) and (b) that certain lockup agreement dated as of the date hereof,
made by the Holder in favor of the Company with respect to the Securities defined therein. Capitalized terms used herein that
are not defined shall have the meanings given to them in the Warrant.

In consideration of the foregoing and other good and valuable consideration, the receipt and sufficiency of which is
hereby acknowledged, the parties hereto hereby agree that “Expiration Date” (as defined in the Warrant) is hereby amended
such that “Expiration Date” shall hereafter mean June 10, 2016.

This letter agreement shall become effective upon receipt by the Holder of a copy of this letter agreement executed by
the Company.

Except as specifically amended herein, the Warrant shall remain in full force and effect, and are hereby ratified and
confirmed. The execution, delivery and effectiveness of this letter agreement shall not operate as a waiver of any right, power
or remedy of the Holder, nor constitute a waiver of any provision of the Warrant. This letter agreement shall be binding upon
and inure to the benefit of the parties hereto and their respective successors and assigns and shall be governed by and
construed in accordance with the laws of the State of New York.

[Remainder of Page Intentionally Left Blank]
This letter agreement may be executed by the parties hereto in one or more counterparts, each of which shall be
deemed an original and all of which when taken together shall constitute one and the same agreement. Any signature
delivered by a party by facsimile transmission shall be deemed to be an original signature hereto.

Very truly yours,
PSOURCE STRUCTURED DEBT LIMITED

By:  Laurus Capital Management, LLC,
its investment manager

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

CONSENTED AND AGREED TO:
STOCKERYALE, INC.
By: /s/ Mark W. Blodgett

Name:Mark W. Blodgett
Title: President and Chief Executive Officer

AMENDMENT TO WARRANT NO. 2003-1
(ISSUE DATE: JUNE 10, 2004)
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Exhibit 10.5
As of March 31, 2008

StockerYale, Inc.

32 Hampshire Road

Salem, New Hampshire 03079
Attention: Chief Financial Officer

Re: Amendment to Common Stock Purchase Warrant No. 12082004-1
(Issue Date: December 8, 2004)

Ladies and Gentlemen:

Reference is made to (a) that certain Common Stock Purchase Warrant No. 12082004-1 issued by StockerYale, Inc., a
Massachusetts corporation (the “Company”) on December 8, 2004 in favor of PSource Structured Debt Limited (as partial
assignee of Laurus Master Fund, Ltd.) (the “Holder”), providing for the purchase of up to an aggregate amount of 95,000
shares of Common Stock of the Company (the “Warrant”) and (b) that certain lockup agreement dated as of the date hereof,
made by the Holder in favor of the Company with respect to the Securities defined therein. Capitalized terms used herein that
are not defined shall have the meanings given to them in the Warrant.

In consideration of the foregoing and other good and valuable consideration, the receipt and sufficiency of which is
hereby acknowledged, the parties hereto hereby agree that “Expiration Date” (as defined in the Warrant) is hereby amended
such that “Expiration Date” shall hereafter mean December 8, 2016.

This letter agreement shall become effective upon receipt by the Holder of a copy of this letter agreement executed by
the Company.

Except as specifically amended herein, the Warrant shall remain in full force and effect, and are hereby ratified and
confirmed. The execution, delivery and effectiveness of this letter agreement shall not operate as a waiver of any right, power
or remedy of the Holder, nor constitute a waiver of any provision of the Warrant. This letter agreement shall be binding upon
and inure to the benefit of the parties hereto and their respective successors and assigns and shall be governed by and
construed in accordance with the laws of the State of New York.

[Remainder of Page Intentionally Left Blank]
This letter agreement may be executed by the parties hereto in one or more counterparts, each of which shall be
deemed an original and all of which when taken together shall constitute one and the same agreement. Any signature
delivered by a party by facsimile transmission shall be deemed to be an original signature hereto.

Very truly yours,
PSOURCE STRUCTURED DEBT LIMITED

By:  Laurus Capital Management, LLC,
its investment manager

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

CONSENTED AND AGREED TO:
STOCKERYALE, INC.
By: /s/ Mark W. Blodgett

Name:Mark W. Blodgett
Title: President and Chief Executive Officer

AMENDMENT TO WARRANT NO.
(ISSUE DATE: DECEMBER 8, 2004)
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Exhibit 10.6
As of March 31, 2008

StockerYale, Inc.

32 Hampshire Road

Salem, New Hampshire 03079
Attention: Chief Financial Officer

Re: Amendment to Common Stock Purchase Warrant No. 1
(Issue Date: July 13, 2005)

Ladies and Gentlemen:

Reference is made to (a) that certain Common Stock Purchase Warrant No. 1 issued by StockerYale, Inc., a
Massachusetts corporation (the “Company”) on July 13, 2005 in favor of Valens U.S. SPV I, LLC (as partial assignee of
Laurus Master Fund, Ltd. (“Laurus™)) (“Valens US”), Valens Offshore SPV II, Corp. (as partial assignee of Laurus) (“Valens
Offshore”) and PSource Structured Debt Limited (as partial assignee of Laurus) (“PSource” and, together with Valens US
and Valens Offshore, collectively the “Holders”), providing for the purchase of up to an aggregate amount of 150,000 shares
of Common Stock of the Company (collectively, the “Warrant”) and (b) that certain lockup agreement dated as of the date
hereof, made by the Holders in favor of the Company with respect to the Securities defined therein. Capitalized terms used
herein that are not defined shall have the meanings given to them in the Warrant.

In consideration of the foregoing and other good and valuable consideration, the receipt and sufficiency of which is
hereby acknowledged, the parties hereto hereby agree that “Expiration Date” (as defined in the Warrant) is hereby amended
such that “Expiration Date” shall hereafter mean July 13, 2017.

This letter agreement shall become effective upon receipt by the Holders of a copy of this letter agreement executed by
the Company.

Except as specifically amended herein, the Warrant shall remain in full force and effect, and are hereby ratified and
confirmed. The execution, delivery and effectiveness of this letter agreement shall not operate as a waiver of any right, power
or remedy of the Holders, nor constitute a waiver of any provision of the Warrant. This letter agreement shall be binding
upon and inure to the benefit of the parties hereto and their respective successors and assigns and shall be governed by and
construed in accordance with the laws of the State of New York.

[Remainder of Page Intentionally Left Blank]
This letter agreement may be executed by the parties hereto in one or more counterparts, each of which shall be
deemed an original and all of which when taken together shall constitute one and the same agreement. Any signature
delivered by a party by facsimile transmission shall be deemed to be an original signature hereto.

Very truly yours,
VALENS U.S. SPV L, LLC

By:  Valens Capital Management, LLC,
its investment manager

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

VALENS OFFSHORE SPV II, CORP.

By:  Valens Capital Management, LLC,
its investment manager
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By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

PSOURCE STRUCTURED DEBT LIMITED

By: Laurus Capital Management, LLC,
its investment manager

By:  /s/ Scott Bluestein

Name:Scott Bluestein
Title: Authorized Signatory

CONSENTED AND AGREED TO:
STOCKERYALE, INC.
By: /s/ Mark W. Blodgett

Name:Mark W. Blodgett
Title: President and Chief Executive Officer

AMENDMENT TO WARRANT NO. 1
(ISSUE DATE: JULY 13, 2005)
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EXHIBIT 31.1
CERTIFICATION

I, Mark Blodgett, certify that:

1. I have reviewed this quarterly report on Form 10-Q of StockerYale, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: May 15, 2008

/s/ Mark W. Blodgett

Mark W. Blodgett
President and Chief Executive Officer
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EXHIBIT 31.2
CERTIFICATION

I, Timothy P. Losik, certify that:

1. I have reviewed this quarterly report on Form 10-Q of StockerYale, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: May 15, 2008

/s/ Timothy P. Losik

Timothy P. Losik
Chief Operating Officer and Chief Financial
Officer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of StockerYale, Inc. (the “Company”) for the period ended March 31,
2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Mark W. Blodgett, President
and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Mark W. Blodgett

Mark W. Blodgett
President and Chief Executive Officer

May 15, 2008
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of StockerYale, Inc. (the “Company”) for the period ended March 31,
2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Timothy P. Losik, Chief
Operating Officer and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Timothy P. Losik

Timothy P. Losik
Chief Operating Officer and Chief Financial
Officer

May 15, 2008
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