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PART 1. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS.

WIDEPOINT CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

September 30,
2006

December 31,
2005

(unaudited)
Assets
Current assets:
     Cash and cash equivalents $ 2,654,749 $ 2,526,635
     Accounts receivable 2,328,756 3,345,272
     Prepaid expenses and other assets 375,080 233,212

                  Total current assets 5,358,585 6,105,119

Property and equipment, net 68,086 55,920
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September 30,
2006

December 31,
2005

Goodwill 2,526,110 2,526,110
Intangibles, net 1,459,319 1,762,641
Other assets 54,075 227,102

                  Total assets $ 9,466,175 $ 10,676,892

Liabilities and stockholders� equity
Current liabilities:
     Accounts payable $ 1,059,072 $ 2,089,717
     Accrued expenses 513,334 810,733
     Deferred revenue 524,048 178,019
     Short-term portion of deferred rent 4,084 4,002

                  Total current liabilities 2,100,538 3,082,471

Long-term portion of deferred rent -- 3,057
Deferred income tax liability -- --

                  Total liabilities 2,100,538 3,085,528

Temporary equity:
       Preferred stock, $0.001 par value; 10,000,000 shares
          authorized; 0 and 1,195,714 shares issued and outstanding, respectively -- 1,196

Stockholders� equity:

         Preferred stock, $0.001 par value; 10,000,000 shares
          authorized; 365,214 and 0 shares issued and outstanding, respectively 365 --
     Common stock, $0.001 par value; 110,000,000 shares authorized;
     48,691,558 and 37,297,729 shares issued and outstanding, respectively 48,692 37,298
     Common stock issuable, $0.001 par value; 0 and 1,905,390 shares, respectively -- 1,905
     Stock warrants 36,791 19,916
     Additional paid-in capital 60,509,703 60,080,819
     Accumulated deficit (53,229,914) (52,549,770)

                  Total stockholders� equity 7,365,637 7,590,168

                  Total liabilities, temporary equity and stockholders� equity $ 9,466,175 $ 10,676,892

The accompanying notes are an integral part of these consolidated statements.
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WIDEPOINT CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Three Months Ended
September 30,

Nine Months Ended
September 30,

2006 2005 2006 2005

(unaudited)
Revenues, net $ 3,208,261 $ 3,645,237 $ 10,734,027 $ 9,235,904
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Three Months Ended
September 30,

Nine Months Ended
September 30,

Cost of sales (including amortization and depreciation
of $102,127, $80,980, $306,090, and $222,080,
respectively, and stock compensation expense of $0,
446,406, $0, and $1,268,445, respectively) 2,327,930 3,277,871 8,322,886 8,155,735

          Gross profit 880,331 367,366 2,411,141 1,080,169

Sales and marketing 248,730 138,493 662,121 478,807
General & administrative 845,311 682,867 2,473,663 2,056,233
Depreciation expense

7,202 6,364 20,927 18,809

          Loss from operations (220,912) (460,358) (745,570) (1,473,680)

Interest income 29,122 2,312 67,887 4,831
Interest expense (573) (48,484) (2,544) (151,181)
Gain from financial instruments -- 701,995 -- 1,228,038
Other (expenses)/income -- -- -- 1,910

Net (loss)/earnings before income tax $ (192,363) $ 195,465 $ (680,227) $ (390,082)
Income tax benefit, net -- (54,274) (83) (54,274)

Net (loss)/earnings $ (192,363) $ 249,739 $ (680,144) $ (335,808)

Basic net (loss)/earnings per share $ (0.01) $ 0.01 $ (0.02) $ (0.01)

Basic weighted average shares outstanding 47,442,123 26,456,542 44,089,874 22,593,946

Diluted net (loss)/earnings per share $ (0.01) $ 0.00 $ (0.02) $ (0.01)

Diluted weighted average shares outstanding 47,442,123 49,940,870 44,089,874 22,593,946
The accompanying notes are an integral part of these consolidated statements.
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WIDEPOINT CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months
Ended September 30,

Nine Months
Ended September 30,

2006 2005 2006 2005
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Three Months
Ended September 30,

Nine Months
Ended September 30,

(unaudited)
Cash flows from operating activities:

    Net (loss) earnings $ (192,363) $ 249,739 $ (680,144) $ (335,808)
    Adjustments to reconcile net (loss) earnings
to net cash
     provided by operating activities:
        Depreciation expense 8,221 7,094 23,695 20,999
        Amortization expense 101,108 80,250 303,322 219,890
        Stock compensation expense 5,625 446,406 29,094 1,268,445
        Deferred income taxes -- -- -- (110,980)
        Amortization of deferred financing costs -- 3,573 -- 10,718
        (Gain) from financial instruments -- (701,995) -- (1,228,038)
        Stock options expense 112,236 -- 265,628 --

    Changes in assets and liabilities
        Accounts receivable 1,732,571 (236,812) 1,016,516 196,711
        Income tax receivable -- (62,737) -- (62,737)
        Prepaid expenses and other current assets 67,966 131,895 (10,467) 191,080
        Other assets 2,274 37,198 38,027 54,820
        Accounts payable and accrued expenses (1,649,235) 223,438 (667,464) (82,303)

            Net cash provided by operating activities $ 188,403 $ 178,049 $ 318,207 $ 142,797

    Cash flows from investing activities:
        Purchase of property and equipment (20,665) (1,588) (35,862) (2,849)
        Software development costs -- (63,563) -- (414,694)

            Net cash used in investing activities $ (20,665) $ (65,151) $ (35,862) $ (417,543)

    Cash flows from financing activities:
        Borrowings on notes payable -- 185,967 -- 488,566
        Payments on notes payable -- (1,116,990) -- (1,982,271)
        Collections on related party notes -- -- -- 20,000
        Costs related to registration statement (40,786) -- (372,533) (34,495)
        Proceeds from exercise of stock options 36,288 2,250 180,331 12,500
        Proceeds from exercise of warrants 160,000 1,000,000 204,571 1,800,000
        Costs related to warrant exercise -- (62,000) (166,600) (130,200)

            Net cash provided by (used in)
                financing activities $ 155,502 $ 9,227 $ (154,231) $ 174,100

    Net increase (decrease) in cash $ 323,240 $ 122,125 $ 128,114 $ (100,646)

    Cash and cash equivalents, beginning of period $ 2,331,509 $ 240,754 $ 2,526,635 $ 463,525

    Cash and cash equivalents, end of period $ 2,654,749 $ 362,879 $ 2,654,749 $ 362,879

Supplementary Information:
        Notes receivable issued to former ORC $ -- $ -- $ -- $ 270,000
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Three Months
Ended September 30,

Nine Months
Ended September 30,

        shareholders for purchase price adjustment
    Liabilities incurred but not yet paid relating to $ -- $ 18,000 $ -- $ 40,780
        warrant exercise
    Liabilities incurred but not yet paid relating to $ 15,570 $ 84,043 $ 59,222 $ 231,847
        registration statement

    Cash paid for interest $ -- $ 17,210 $ -- $ 57,986

The accompanying notes are an integral part of these consolidated statements.
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WIDEPOINT CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1.  Basis of Presentation, Organization and Nature of Operations

WidePoint Corporation (�WidePoint� or the �Company�) is a technology-based provider of product and services to both the government sector and
commercial markets. We specialize in providing systems engineering, information technology services and information assurance in the form of
identity management services. Our subsidiary, Operational Research Consultants, Inc. (�ORC�), is the leading provider of eAuthentication federal
credentialing and federal compliant Public Key Infrastructure (�PKI�) managed services to the United States Government. We intend to
substantially increase the Company�s size over the next few years through a combination of organic growth and by acquiring selective strategic
assets and/or other companies augmented by the realization of operational efficiencies among our subsidiaries.

On October 25, 2004, we completed our acquisition of ORC. ORC specializes in information technology (�IT�) integration and secure
authentication processes and software, and providing services to the United States Government. ORC has been at the forefront of implementing
PKI technologies. PKI technology is rapidly becoming the technology of choice to enable security services within and between different
computer systems utilized by various agencies and departments of the United States Government. Based on asymmetric key cryptography, PKI
technology uses a class of algorithms in which a user can receive two electronic keys, consisting of a public key and a private key, to encrypt
any information and/or communication being transmitted to or from the user within a computer network and between different computer
networks. The user provides his or her public key to any and all desired persons or entities. The user does not share the private key with anyone
else. The public key will encrypt all information and/or communication from any sender and the private key will allow only the holder of the
private key to unlock and decrypt such information and/or communication. Thus, the algorithms used in PKI technologies help to achieve
authentication of users and information, integrity of all data and communications, non-repudiation or rejection of data and communications, and
support confidentiality of data and communications. PKI also speeds up and simplifies the delivery of products and services by providing
electronic approaches to processes that historically have been paper based. These electronic solutions depend on PKI for identification and
authentication; data integrity; confidentiality of information and transactions; and non-repudiation to facilitate mission-related transactions
internal to an organization and with external organizations. ORC is currently one of only a few organizations that has been designated by the
United States Government as an External Certificate Authority for the U.S. Government. As such, ORC is authorized to issue all permissible
certificate types and services in accordance with Defense Information Systems Agency and National Security Agency standards, necessary for
the interoperable, secure exchange of information between U.S. Governmental agencies, contractors, and international allies such as members of
NATO.

We are actively seeking the strategic acquisition of other assets or companies with complementary technical capabilities and we are focused on
providing IT, software and related services to the U.S. Government (both defense agencies and civilian agencies), state governments, local
agencies, and corporate clients. If successful, we anticipate that we will become a significantly larger company with broader capabilities and
resources than has been the case historically.

The Company has physical locations in Oakbrook Terrace, Illinois; Fairfax, Virginia; Alexandria, Virginia; and Chesapeake, Virginia. Many
Company employees work at various client locations throughout the upper Midwest, Texas, and Mid-Atlantic areas of the United States.

In addition, most of the Company�s current costs consist primarily of the salaries and benefits paid to the Company�s technical, marketing and
administrative personnel and as a result of our plan to expand our operations through a combination of internal growth initiatives and merger and
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acquisition opportunities, we expect such costs to increase. The Company�s profitability also depends upon both the volume of services
performed and the Company�s ability to manage costs. A significant portion of the Company�s costs is labor related, so the Company must
effectively manage these costs to achieve and increase its profitability. To date, the Company has attempted to maximize its operating margins
through efficiencies achieved by the use of the Company�s proprietary methodologies, and by offsetting increases in consultant salaries with
increases in consultant fees received from our clients. The uncertainties relating to our ability to achieve and maintain profitability, obtain
additional funding to fund our growth strategy and provide the necessary investment to continue to upgrade our management reporting systems
to meet the continuing demands of the present regulatory changes affect the comparability of the information reflected in the selected
consolidated financial information presented above. We believe that our cash on hand is adequate to finance operations through at least calendar
2007.

4

2.  Significant Accounting Policies

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of acquired entities since their respective dates of acquisition. All
significant inter-company amounts have been eliminated.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Reclassifications

Certain amounts in prior years� financial statements have been reclassified to conform with the current year presentation.

Cash and Cash Equivalents

Investments purchased with original maturities of three months or less are considered cash equivalents for purposes of these consolidated
financial statements. The Company maintains cash and cash equivalents with various major financial institutions. Included in the September 30,
2006 and December 31, 2005 cash balances, was $2,225,980 and $2,131,870, respectively, in interest bearing balances in one bank in excess of
federally insured amounts. At times, cash balances held at financial institutions were in excess of federally insured limits. The Company places
its temporary cash investments with high-credit, quality financial institutions, and as a result, the Company believes that no significant
concentration of credit risk exists with respect to these cash investments.

Accounts Receivable

The majority of the Company�s accounts receivable are due from either United States governmental agencies or established companies in the
following industries: manufacturing, consumer product goods, direct marketing, healthcare and financial services. Credit is extended based on
evaluation of a customer�s financial condition and, generally, collateral is not required. Accounts receivable are due within 30 to 60 days and are
stated at amounts due from customers net of an allowance for doubtful accounts if deemed necessary. Accounts outstanding longer than the
contractual payment terms are reviewed for collectability and after 90 days are considered past due.

The Company determines its allowance by considering a number of factors, including the length of time trade accounts receivable are past due,
the Company�s previous loss history, the customer�s current ability to pay its obligation to the Company, and the condition of the general
economy and the industry as a whole. The Company writes off accounts receivable when they become uncollectible, and payments subsequently
received on such receivables are credited to the allowance for doubtful accounts.

Description

Balance at
Beginning of

Period

Additions
Charged to
Costs and
Expenses Deductions

Balance at
End of
Period

For the quarter ended September 30, 2005,
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Description

Balance at
Beginning of

Period

Additions
Charged to
Costs and
Expenses Deductions

Balance at
End of
Period

   Allowance for doubtful accounts $ -- $ -- $ -- $ --
For the quarter ended September 30, 2006,
   Allowance for doubtful accounts $ -- $ 20,000 $ 20,000 $ --

5

Unbilled accounts receivable on time-and-materials contracts represent costs incurred and gross profit recognized near the period-end but not
billed until the following period. Unbilled accounts receivable on fixed-price contracts consist of amounts incurred that are not yet billable under
contract terms. At September 30, 2006 and December 31, 2005, unbilled accounts receivable totaled $128,819 and $38,977, respectively.

Revenue Recognition

The majority of the Company�s revenues are derived from cost-plus, or time-and-materials contracts. Under cost-plus contracts, revenues are
recognized as costs are incurred and include an estimate of applicable fees earned. For time-and-material contracts, revenues are computed by
multiplying the number of direct labor-hours expended in the performance of the contract by the contract billing rates and adding other billable
direct costs. In the event of a termination of a contract, all billed and unbilled amounts associated with those task orders where work has been
performed would be billed and collected. The termination provisions of the contract would be accounted for at the time of termination. Any
deferred and/or amortization cost would either be billed or expensed depending upon the termination provisions of the contract. Further, the
Company has had no material history of losses nor has it identified any material specific risk of loss at September 30, 2006 or on December 31,
2005 due to termination provisions and thus has not recorded provisions for such events.

The Company�s other revenues are derived from the delivery of non-customized software. In such cases revenue is recognized when there is
persuasive evidence that an arrangement exists (generally a purchase order has been received or contract signed), delivery has occurred, the
charge for the software is fixed or determinable, and collectibility is probable.

Significant Customers

For the quarter ended September 30, 2006, no customer represented over 10% of revenues. Due to the nature of our business and the relative size
of certain contracts, which are entered into in the ordinary course of business, the loss of any single significant customer could have a material
adverse effect on results. For the quarter ended September 30, 2005, one customer, The Department of Homeland Security, individually
represented 18% of revenues.

Fair value of financial instruments

The Company�s financial instruments include cash equivalents, accounts receivable, accounts payable, and short-term debt and other financial
instruments associated with the issuance of the common stock warrants attributable to the preferred stock capital investment in the Company in
October of 2004. The carrying values of cash equivalents, accounts receivable and accounts payable approximate their fair value because of the
short maturity of these instruments. The carrying amounts of the Company�s bank borrowings under its credit facility approximate fair value
because the interest rates are reset periodically to reflect current market rates.

Prior to December 31, 2005, the Company�s financial instruments also included a financial instrument in which a valuation for the warrants from
the Barron Partners, LP preferred financing agreement, which contained a registration rights agreement, included a liquidated damages
provision. Accordingly, a Black Scholes calculation was used to determine the fair value of those warrants which were classified as a financial
instrument. The financial instrument was marked to market at June 30, 2005. All of the warrants associated with the Barron Partners, LP
preferred financing agreement were exercised prior to December 31, 2005 and therefore no financial instrument existed as of September 30,
2006.

Concentrations of Credit Risk

Financial instruments potentially subject the Company to credit risk, which consist of cash and cash equivalents and accounts receivable. As of
September 30, 2006, no customer accounted for over 10% of accounts receivable. As of December 31, 2005, one customer, The Department of
Homeland Security, individually represented 30% of accounts receivable.

6
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Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting Standards (�SFAS�) No. 109, �Accounting for
Income Taxes.� Under SFAS No.109, deferred tax assets and liabilities are computed based on the difference between the financial statement and
income tax bases of assets and liabilities using the enacted marginal tax rate. SFAS No. 109 requires that the net deferred tax asset be reduced by
a valuation allowance if, based on the weight of available evidence, it is more likely than not that some portion or all of the net deferred tax asset
will not be realized.

Property and Equipment

Property and equipment are stated at cost, net of accumulated depreciation and amortization. Property and equipment consisted of the following:

September 30, December 31,

2006 2005

Computers, equipment and software $ 129,294 $ 93,433
Less- Accumulated depreciation and amortization (61,208) (37,513)

$ 68,086 $ 55,920

Depreciation expense is computed using the straight-line method over the estimated useful lives of three years.

In accordance with the American Institute of Certified Public Accountants Statement of Position 98-1 �Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use,� the Company capitalizes costs related to software and implementation in connection with its
internal use software systems.

Software Development Costs

WidePoint accounts for software development costs related to software products for sale, lease or otherwise marketed in accordance with SFAS
No. 86, �Accounting for the Costs of Computer Software to be Sold, Leased, or Otherwise Marketed.� For projects fully funded by the Company,
significant development costs are capitalized from the point of demonstrated technological feasibility until the point in time that the product is
available for general release to customers. Once the product is available for general release, capitalized costs are amortized based on units sold,
or on a straight-line basis over a six-year period or other such shorter period as may be required. WidePoint recorded approximately $14,000 of
amortization expense for PKI-I and PKI-II for the three month period ending September 30, 2006. WidePoint recorded approximately $100,000
of amortization expense for PKI-I and PKI-II for the year ended December 31, 2005. Capitalized software costs included in Other Intangibles at
September 30, 2006 and December 31, 2005 were approximately $0.7 million and $0.9 million, respectively.

Goodwill, Other Intangible Assets, and Long-Lived Assets

Goodwill represents costs in excess of fair values assigned to the underlying net assets acquired. The Company has adopted the provisions of
SFAS No. 141, �Business Combinations,� and SFAS No. 142, �Goodwill and Other Intangible Assets.� These standards require the use of the
purchase method of accounting for business combinations, set forth the accounting for the initial recognition of acquired intangible assets and
goodwill and describe the accounting for intangible assets and goodwill subsequent to initial recognition. Under the provisions of these
standards, goodwill is not subject to amortization and annual review is required for impairment. The impairment test under SFAS No. 142 is
based on a two-step process involving (i) comparing the estimated fair value of the related reporting unit to its net book value and (ii) comparing
the estimated implied fair value of goodwill to its carrying value. Impairment losses are recognized whenever the implied fair value of goodwill
is less than its carrying value. The Company�s annual impairment testing date is December 31.

7

The Company recognizes an acquired intangible apart from goodwill whenever the intangible arises from contractual or other legal rights, or
when it can be separated or divided from the acquired entity and sold, transferred, licensed, rented or exchanged, either individually or in
combination with a related contract, asset or liability. Such intangibles are amortized over their useful lives. Impairment losses are recognized if
the carrying amount of an intangible subject to amortization is not recoverable from expected future cash flows and its carrying amount exceeds
its fair value.
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The Company reviews its long-lived assets, including property and equipment, identifiable intangibles, and goodwill annually or whenever
events or changes in circumstances indicate that the carrying amount of the assets may not be fully recoverable. To determine recoverability of
its long-lived assets, the Company evaluates the probability that future undiscounted net cash flows will be less than the carrying amount of the
assets.

Basic and Diluted Net Earnings (Loss) Per Share

Basic earnings or loss per share includes no dilution and is computed by dividing net earnings or loss by the weighted-average number of
common shares outstanding for the period. Diluted earnings or loss per share includes the potential dilution that could occur if securities or other
contracts to issue common stock were exercised or converted into common stock. The treasury stock effect of the conversion of preferred stock
to common stock, options and warrants to purchase 10,693,365 shares of common stock outstanding for the three months ended September 30,
2006 has not been included in the calculation of the net loss per share as such effect would have been anti-dilutive. The treasury stock effect of
the conversion of preferred stock to common stock, options and warrants to purchase 23,484,328 shares of common stock outstanding for the
three months ended September 30, 2005 has been included in the calculation of the net earnings per share as such effect would have been
anti-dilutive. As a result of these items, the basic and diluted earnings (loss) per share for the three month period ended September 30, 2006 and
2005, respectively, are not presented as identical. The treasury stock effect of the conversion of preferred stock to common stock, options and
warrants to purchase 13,986,777 and 25,374,739 shares of common stock outstanding for the nine months ended September 30, 2006 and 2005,
respectively, has not been included in the calculation of the net loss per share as such effect would have been anti-dilutive. As a result of these
items, the basic and diluted loss per share for the nine month periods ended September 30, 2006 and 2005, respectively, are presented as
identical.

Stock-based compensation

In December 2004, the Financial Accounting Standards Board issued SFAS No. 123 (revised 2004), �Share-Based Payment,� (�SFAS No. 123R�).
This statement requires that the costs of employee share-based payments be measured at fair value on the awards� grant date and recognized in
the financial statements over the requisite service period.

Effective January 1, 2006, the Company adopted the provisions of SFAS No. 123R using the modified prospective application transition
method. Under this method, compensation cost for the portion of awards for which the requisite service has not yet been rendered that are
outstanding as of the adoption date is recognized over the remaining service period. The compensation cost for that portion of awards is based on
the grant-date fair value of those awards as calculated for pro forma disclosures under SFAS No. 123, as originally issued. All new awards that
are modified, repurchased, or cancelled after the adoption date are accounted for under provisions of SFAS No. 123R. Prior periods have not
been restated under this transition method. The Company recognizes share-based compensation ratably using the straight-line attribution method
over the requisite service period. In addition, pursuant to SFAS No. 123R, the Company is required to estimate the amount of expected
forfeitures when calculating share-based compensation, instead of accounting for forfeitures as they occur, which was the Company�s practice
prior to the adoption of SFAS 123R. As of January 1, 2006, the cumulative effect of adopting the estimated forfeiture method was not material.

Prior to January 1, 2006, the Company accounted for share-based compensation using the intrinsic value method prescribed by Accounting
Principles Board Opinion No. 25, �Accounting for Stock Issued to Employees,� and related interpretations and elected the disclosure option of
SFAS No. 123 as amended by SFAS No. 148, �Accounting for Stock-Based Compensation � Transition and Disclosure.� SFAS No. 123 requires
that companies either recognize compensation expense for grants of stock, stock options and other equity instruments based on fair value, or
provide pro forma disclosure of net income and earnings per share in the notes to the financial statements. Accordingly, the Company measured
compensation expense for stock options as the excess, if any, of the estimated fair market value of the Company�s stock at the date of grant over
the exercise price. The following table details the effect on net income and earnings per share for the three months ended September 30, 2005
had compensation expense for the stock plans been recorded based on the fair value method under SFAS No. 123.

8

Three Months ended
September 30,

Nine Months ended
September 30,

2006 2005 2006 2005

Net (loss) earnings, as reported $ (192,363) $ 249,739 $ (680,144) $ (335,808)

Add: Total stock-based employee
compensation expense determined under fair
value based method for awards granted,
modified, or settled, net of related tax effects -- (209,376) -- (787,686)
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Three Months ended
September 30,

Nine Months ended
September 30,

Pro forma net (loss) earnings $ (192,363) $ 40,363 $ (680,144) $ (1,123,494)

(Loss) earnings per share:
Basic - as reported $ (0.01) $ 0.01 $ (0.02) $ (0.01)
Diluted - as reported $ (0.01) $ 0.00 $ (0.02) $ (0.01)
Basic - pro forma $ (0.01) $ 0.00 $ (0.02) $ (0.05)

Diluted - pro forma $ (0.01) $ 0.00 $ (0.02) $ (0.05)

The pro forma disclosure is not likely to be indicative of pro forma results which may be expected in future years because of the fact that options
vest over several years, pro forma compensation expense is recognized as the options vest and additional awards may also be granted.

For purposes of determining the effect of these options, the fair value of each option is estimated on the date of grant based on the Black-Scholes
single-option pricing model assuming the following for the three months ended September 30, 2005:

Expected dividend yield --     
Expected volatility 156%  
Risk-free interest rate 2.70 - 4.13      
Expected option life (in years) 5       

The amount of compensation expense recognized under SFAS 123(R) during the three months ended September 30, 2006 under our plans was
comprised of the following:

Three Months ended
September 30, 2006

Nine Months ended
September 30, 2006

General and administrative expense $112,236 $265,628
     Share-based compensation before taxes 112,236 $265,628
Related income tax benefits -- --
Share-based compensation expense 112,236 $265,628
Net share-based compensation expenses per
basic and diluted common shares $ 0.00 $ 0.01

Since we have cumulative operating losses as of September 30, 2006 for which a valuation allowance has been established, we recorded no
income tax benefits for share-based compensation arrangements.  Additionally, no incremental tax benefits were recognized from stock options
exercised during the quarter ended September 30, 2006, which would have resulted in a reclassification to reduce net cash provided by operating
activities with an offsetting increase in net cash provided by financing activities.  Share-based compensation expense was not recognized during
the quarter ended September 30, 2005. 
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The fair value of each option award is estimated on the date of grant using a Black-Scholes option pricing model (�Black-Scholes model�) that
uses the assumptions noted in the following table. Expected volatilities are based on the historical volatility of our common stock. The expected
term of options granted is based on analyses of historical employee termination rates and option exercises. The risk-free interest rates are based
on the U.S. Treasury yield for a period consistent with the expected term of the option in effect at the time of the grant.  Share-based
compensation expense recognized during the period is based on the value of the portion of share-based payment awards that is ultimately
expected to vest during the period.  The estimated forfeiture rates are based on analyses of historical data, taking into account patterns of
involuntary termination and other factors.  The following assumptions were used to determine share-based compensation expense for the
three-month period ended September 30, 2006:

Expected dividend yield --     
Expected volatility 124%  
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Risk-free interest rate 4.8%  
Expected option life (in years) 4      
A summary of the option activity under our plans during the period ended September 30, 2006 is presented below:          

# of Shares

Weighted average
Grant date fair value

per share
NON -VESTED

Non-vested at January 1, 2006 1,098,099 $0.55

Granted     54,000 $2.64
Vested   278,122 $0.42

Non-vested at March 31, 2006   873,977 $0.71

Granted           -- --
Vested           -- --

Non-vested at June 30, 2006   873,977 $0.71

Granted     54,000 $2.27
Vested     25,000 $2.40
Forfeited     29,000 $0.42

Non-vested at September 30, 2006   873,977 $0.77

OUTSTANDING AND EXERCISABLE

Total outstanding at January 1, 2006 7,795,861 $0.31

Issued     62,000 $2.70
Cancelled       3,500 $0.45
Exercised   276,650 $0.28

Total outstanding at March 31, 2006 7,577,711 $0.33

Total exercisable at March 31, 2006 6,703,734 $0.26

Issued           -- --
Cancelled           -- --
Exercised   225,000 $0.28

Total outstanding at June 30, 2006 7,352,711 $0.33

Total exercisable at June 30, 2006 6,478,734 $0.26

Issued     62,000 --
Cancelled     32,000 --
Exercised   165,750 $0.28

Total outstanding at September 30, 2006 7,216,961 $0.36

Total exercisable at September 30, 2006 6,342,984 $0.27
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The aggregate remaining contractual lives in years for the options outstanding and exercisable on September 30, 2006 was 4.64 and 4.08,
respectively.

Aggregate intrinsic value represents total pretax intrinsic value (the difference between WidePoint�s closing stock price on September 30, 2006
and the exercise price, multiplied by the number of in-the-money options) that would have been received by the option holders had all option
holders exercised their options on September 30, 2006. This amount changes based on the fair market value of WidePoint�s stock. The total
intrinsic value of options outstanding as of September 30, 2006 was $18,437,224. The total intrinsic value of options exercisable on September
30, 2006 was $16,719,391. The total intrinsic value of options exercised for the third quarter of fiscal 2006 was $446,045. The Company issues
new shares of common stock upon the exercise of stock options.

At September 30, 2006, 6,093,888 shares were available for future grants under the Company�s 1997 Stock Compensation Plans. This includes
833,150 options previously exercised under the Company�s 1997 Stock Compensation Plans. This does not include 3,999,999 warrants granted
and vested to members of the senior management team that were not issued under the Company�s 1997 Stock Compensation Plans.

At September 30, 2006, the Company had approximately $519,000 of total unamortized compensation expense, net of estimated forfeitures,
related to stock option plans that will be recognized over the weighted average period of 3.16 years.

3.  Debt

As of December 31, 2005 and September 30, 2006, respectively, the Company maintained no outstanding balances under our senior lending
agreement with RBC-Centura Bank, which expired on June 1, 2006. The senior lending agreement was executed on October 25, 2004 and had a
maturity date of October 25, 2005, which was extended until June 1, 2006 at which time it expired. The Agreement provided for a $2.5 million
revolving credit facility. Borrowings under the Agreement were collateralized by the Company�s eligible contract receivables, inventory, all of its
stock in certain of our subsidiaries and certain property and equipment, and bear interest at the prime rate.

WidePoint�s credit facility required that the Company maintain specified financial covenants relating to fixed charge coverage, interest coverage,
and debt coverage, and maintain a certain level of consolidated net worth. As of and during the quarter ended September 30, 2006 and during the
year ended December 31, 2005, respectively, WidePoint was either in compliance with each of these financial covenants, received waivers, or
was allowed to continue to utilize the credit facility. The weighted average borrowings under the revolving portion of the facility during the
quarters ended September 30, 2006 and September 30, 2005, were $0 and $1.0 million, respectively.

The total amount of interest fees paid was approximately $0 and $17,000, respectively, for the quarters ended September 30, 2006 and 2005,
respectively.

4.  Goodwill and Intangible Assets

Effective January 1, 2002, WidePoint adopted SFAS No. 142, Goodwill and Other Intangible Assets. SFAS 142 requires, among other things,
the discontinuance of goodwill amortization. Under SFAS 142, goodwill is to be reviewed at least annually for impairment; the Company has
elected to perform this review annually on December 31st of each calendar year. These reviews have resulted in no adjustments in goodwill.

11

During 2004, WidePoint completed the acquisition of Operational Research Consultants, Inc (�ORC�). The Company has also capitalized software
development costs associated with its PKI initiative, established the purchase price allocation of the assets acquired and allocated the purchase
price of the components and software capitalization of goodwill and other intangibles as follows:

Amortized Intangible Assets As of September 30, 2006

Gross Carrying
Amount

Accumulated
Amortization

(1) ORC Intangible (Includes customer
relationships and PKI business
opportunity purchase accounting
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preliminary valuations) $1,145,523 $    (423,733)

(2) PKI-I Intangible (Related to
internally generated software) $   334,672 $    (111,557)

(3) PKI-II Intangible (Related to
internally generated software) $   649,991 $    (135,577)

    Total $2,130,186 $     670,867  

Aggregate Amortization Expense:

For quarter ended 9/30/06 $ 101,108

Estimated Amortization Expense:

For year ended 12/31/06 $ 404,428

For year ended 12/31/07 $ 404,428

For year ended 12/31/08 $ 404,428

For year ended 12/31/09 $ 374,270

(1) The ORC intangible is made up of the estimated preliminary purchase accounting associated with the valuation assigned by the Company
to ORC�s customer relationships and PKI business opportunity. The PKI business opportunity intangible has an estimated life of 6 years
and ORC�s customer relationships have an estimated life of 5 years. The PKI business opportunity was estimated based upon the
contractual life assigned to the authority to issue PKI certificates by the federal government. The fair value of the PKI business
opportunity was estimated using the expected present value of future cash flows estimated by the Company for ORC�s PKI business
opportunity. ORC�s customer relationship intangible was estimated based upon an analysis of the historic life of ORC�s present customer
relationships and their present contract opportunities. A fair value was estimated using the expected present value of the estimated future
cash flows generated from those relationships. The weighted average life of this intangible asset class is 4.5 years.

(2) The PKI-I intangible is related to internally generated software that was associated with ORC�s PKI-I development of its phase 1 software
offerings. ORC commenced sales of its PKI-I service in August of 2004. It has a weighted average life of 4 years and is based upon the
contractual life assigned to the authority to issue PKI certificates by the federal government.

(3) The PKI-II intangible is related to a secondary PKI software development effort by ORC. ORC commenced sales of its PKI-II service in
August of 2005. It has a weighted average life of 4.5 years and is based upon the contractual life assigned to the authority to issue PKI
certificates by the federal government.

The total weighted average life of all of the intangibles is approximately 5 years.

12

There were no amounts of research and development assets acquired during the quarter ended September 30, 2006, nor any written-off in the
period.

There were no changes in the carrying amount of goodwill for the quarter ended September 30, 2006.
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The goodwill acquired is associated with the acquisition of ORC in October of 2004. No impairment was required as of September 30, 2006.

5.  Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, �Accounting for Income Taxes.� Under SFAS No.109, deferred tax
assets and liabilities are computed based on the difference between the financial statement and income tax bases of assets and liabilities using the
enacted marginal tax rate. SFAS No. 109 requires that the net deferred tax asset be reduced by a valuation allowance if, based on the weight of
available evidence, it is more likely than not that some portion or all of the net deferred tax asset will not be realized.

The Company has determined that its net deferred tax asset did not satisfy the recognition criteria set forth in SFAS No. 109 and, accordingly,
established a valuation allowance for 100 percent of the net deferred tax asset, less the deferred liability related to the Section 481(a) adjustment.

As of December 31, 2005, the Company had net operating loss carry forwards of approximately $22,792,163 to offset future taxable income.
These carry forwards expire between 2010 and 2025. Under the provision of the Tax Reform Act of 1986, when there has been a change in an
entity�s ownership of 50 percent or greater, utilization of net operating loss carry forwards may be limited. As a result of WidePoint�s equity
transactions, the Company�s net operating losses will be subject to such limitations and may not be available to offset future income for tax
purposes.

6.  Temporary Preferred Equity

Temporary Preferred Stock

Our certificate of incorporation authorizes the Company to issue up to 10,000,000 shares of preferred stock, $0.001 par value per share, of which
0 and 1,195,714 shares were outstanding at September 30, 2006 and December 31, 2005, respectively.

Pursuant to the Certificate of Designation of Preferences, Rights and Limitations of Series A Convertible Preferred Stock, filed with the
Secretary of State of the State of Delaware on November 9, 2004, 2,045,714 shares of the Company�s preferred stock are designated as Series A
Convertible Preferred Stock having the following rights:

Each share of Series A Convertible Preferred Stock has a conversion rate equal to $0.175 per share and is convertible at the option of the holder
into ten shares of common stock.

The conversion of the Series A Convertible Preferred Stock is subject to the following conditions:

Subject to waiver, holders of Series A Convertible Preferred Stock do not have the right to convert any portion of the preferred stock to
the extent that after giving effect to such conversion, the holder (together with any affiliates of the holder), would beneficially own in
excess of 4.99% of the number of shares of the common stock outstanding immediately after giving effect to such conversion. In the
event the converted shares when issued and combined with all other shares of common stock beneficially owned by the holder and its
affiliates equals, at any time, more than 4.99% of the total number of then outstanding shares of common stock, then for so long as such
holder and its affiliates beneficially owns more than 4.99% of the total number of then outstanding shares of common stock, the holder of
the converted shares and its affiliates shall have no more than 22% of the total voting power of all outstanding shares of common stock at
any time.
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Holders of WidePoint�s Series A Convertible Preferred Stock are entitled to receive a liquidation preference equal to $1.75 per share in the event
of the liquidation, dissolution, or winding up of the Company�s business.

Holders of Series A Convertible Preferred Stock are not entitled to voting rights. However, unless approved by the holders of the outstanding
Series A Convertible Preferred Stock, the Company cannot: (a) alter or change adversely the powers, preferences or rights given to the Series A
Convertible Preferred Stock or alter or amend the certificate of designation relating to the Series A Convertible Preferred Stock, (b) authorize or
create any class of stock ranking as to dividends or distribution of assets upon a liquidation senior to or otherwise pari passu with the Series A
Convertible Preferred Stock, (c) amend the certificate of incorporation or other charter documents in breach of the certificate of designations, or
(d) increase the authorized number of shares of Series A Convertible Preferred Stock.

Dividends are not payable with respect to the Series A Convertible Preferred Stock.
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Shares of Series A Convertible Preferred Stock are subject to automatic conversion generally under the following circumstances: (i) a change in
control of WidePoint, (ii) the consummation of a public offering (with a value of at least $5 million or more) of our common stock, (iii) upon
receipt of the consent of all holders of the Series A Convertible Preferred Stock, or (iv) in the event that the fair market value of the outstanding
shares of our common stock exceeds $100 million.

As a result of the issuance of a registration rights agreement that contained a liquidated damages clause, the Company was required to follow the
�Emerging Issues Task Force� EITF 00-19, Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company�s
Own Stock by the Company. In light of the required accounting treatment under EITF 00-19, the entire proceeds of the issuance, other than a
nominal amount equal to par value, were allocated to warrants and as such no proceeds were allocated to the preferred stock issuance at
December 31, 2005. As a result of the effectiveness of the registration statement registering the underlying shares of common stock on February
9, 2006, the temporary preferred equity has been reclassified to preferred equity for preferred stock held as of September 30, 2006.

Registration Rights Agreement

The shares of common stock issuable by WidePoint to Barron Partners LP (�Barron�) upon a conversion of shares of the Series A Convertible
Preferred Stock or an election to exercise all or a portion of the warrants will not be registered under the Securities Act of 1933. To provide for
the registration of such underlying shares, Barron and WidePoint entered into a registration rights agreement, dated October 20, 2004, requiring
WidePoint to prepare and file a registration statement covering the resale of the shares of common stock underlying the Series A Convertible
Preferred Stock and warrants. The registration statement was filed on January 5, 2005. The registration rights agreement further required
WidePoint to use its best efforts to cause such registration statement to be declared effective by February 22, 2005 (i.e., 120 days following the
closing of the sale of the Series A Convertible Preferred Stock).

The registration rights agreement also contains a liquidated damages provision which called for Barron to receive from WidePoint a specified
amount if: (i) WidePoint failed to file a registration statement covering the underlying shares of common stock; (ii) the registration statement
was not declared effective by February 22, 2005; or (iii) the registration statement is not effective in the period from April 23, 2005 (i.e., 180
days following the October 25, 2004 closing of the preferred financing) through the two years following the date of the registration rights
agreement, subject to permissible blackout periods and registration maintenance periods. In the event that one of the aforementioned events
occurs, the registration rights agreement calls for WidePoint to pay Barron a cash amount equal to the lesser of $20,000 or 1% of the purchase
price of that portion of the Series A Convertible Preferred Stock which has not been converted into common stock as of the occurrence of such
event, with such amount to be paid by WidePoint to Barron on a monthly basis after the occurrence of such event. Barron was entitled to receive
the aforementioned damages until such time as the registration statement was declared effective.
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The registration statement registering the underlying shares of common stock was declared effective on February 9, 2006. Barron has waived
any damages through February 9, 2006. If the registration statement does not remain effective during the above two-year period, the maximum
future damages that would have to be paid subsequent to that date would be $160,000.

7.  Stockholders� Equity

The Company is authorized to issue 50,000,000 shares of common stock, $.001 par value per share. At the annual meeting of stockholders that
was held on January 27, 2005, stockholders approved a proposal to increase the authorized shares of common stock from 50,000,000 to
110,000,000. During the quarter ended September 30, 2006 1,230,000 shares of common stock were issued as the result of the conversion of
123,000 Preferred Shares by Barron, 400,000 shares of common stock were issued as the result of the exercise of 400,000 warrants by Westcap
Securities, and 165,750 shares of common stock were issued as the result of the exercise of 165,750 employee stock options. As of September
30, 2006 there were 48,691,558 shares of common stock outstanding. The rights, preferences and privileges of holders of common stock are
subject to, and may be adversely affected by the rights of the holders of shares of Series A Convertible Preferred Stock and of any additional
series of preferred stock that may be designated and issued in the future.

Preferred Stock

Our certificate of incorporation authorizes the Company to issue up to 10,000,000 shares of preferred stock, $0.001 par value per share, of which
365,214 and 0 shares were outstanding at September 30, 2006 and December 31, 2005, respectively. As a result of the effectiveness of the
registration statement registering the underlying shares of common stock on February 9, 2006, the temporary preferred equity has been
reclassified to preferred equity for preferred stock held as of June 30, 2006. Preferred Stock of 123,000 shares were converted during the third
quarter of 2006 into 1,230,000 shares of Common Stock.

Common Stock
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On October 25, 2004, WidePoint completed the acquisition of Operational Research Consultants, Inc., or ORC, a privately held IT and
engineering firm providing mission-critical sensitive and strategic information security solutions to the United States Government. Pursuant to
the terms of a Purchase Agreement entered into on October 25, 2004, between the Company and the ORC shareholders, the Company issued
5,555,556 common shares of the Company�s stock and placed it into an escrow to be released to the ORC shareholders in the event they attain
certain performance parameters in 2004 and 2005. As of December 31, 2005, no common shares were earned and the 5,555,556 shares were
returned to the Company and cancelled during the second quarter of 2006.

On April 30, 2004, the Company closed upon the acquisition of all the issued and outstanding shares of Chesapeake Government Technologies,
Inc. (�Chesapeake�), pursuant to the terms of an Agreement and Plan of Merger, dated as of March 24, 2004. This transaction was accounted for as
a consulting arrangement because Chesapeake did not meet the definition of a business under FAS 141. WidePoint issued 4,082,980 shares of its
common stock to stockholders of Chesapeake in consideration for all of the issued and outstanding shares of Chesapeake owned by them. In
conjunction with this closing, the Chesapeake stockholders also entered into an escrow agreement and deposited 3,266,384 shares of the
4,082,980 newly issued shares of WidePoint common stock into escrow. The 3,266,384 shares of common stock placed into escrow were not
recorded in equity at the time of the acquisition and were only to be released to the Chesapeake shareholders in the event of the satisfaction of
certain conditions set forth in the merger agreement, which provided that during the period commencing after the closing of the merger and
ending on December 31, 2005, the 3,266,384 shares of common stock would be released to the Chesapeake shareholders in a ratio based on the
amount of revenues actually received by the Company from the business acquired from Chesapeake. The December 31, 2005 escrow expiration
date could have been extended for one additional year in the event that it was determined that Chesapeake had achieved certain performance
levels in the latter part of 2005. This event did not occur and as a result the escrow expiration date was not extended beyond December 31, 2005.
Further, in the event WidePoint did not receive certain levels of revenues from the business acquired from Chesapeake, then any of the
3,266,384 shares of common stock held in escrow to which the Chesapeake shareholders had not become entitled to receive would be returned to
the Company. The Company recorded in equity 816,596 shares issued to the Chesapeake shareholders at the time of the acquisition. The
Company recorded these 816,596 common shares at the time of the acquisition as �common stock issuable.� Upon the issuance of the common
stock by the Company�s transfer agent on July 13, 2004, these shares were reclassified from common stock issuable to issued shares of common
stock. Further, for the period ending December 31, 2004, the Company recorded in equity and released 544,398 common shares from the escrow
to the Chesapeake shareholders after the filing of the Company�s Form 10-K, with 2,721,987 common shares continuing to be held in escrow at
that time and not recorded in equity. The Company recorded as compensation expense the initial 816,596 shares issued at the time of the
acquisition of Chesapeake. As a result of meeting certain performance measures, the Company recorded in equity on December 31, 2004, the
release of an additional 544,398 common shares from escrow to the former shareholders of Chesapeake. These shares were recorded as �common
stock issuable� as they had not been released from escrow as of December 31, 2004, per an escrow agreement between the Company and the
original Chesapeake shareholders. The remaining Chesapeake shares held in escrow were not earned due to Chesapeake failing to meet certain
performance measures as of December 31, 2004. For the one year period ending December 31, 2005, the Chesapeake shareholders earned an
additional 1,905,390 shares from escrow, which had been previously recorded as common stock issuable. The remaining 816,597 shares in
escrow were returned to the Company and cancelled during the second quarter of 2006. The 1,905,390 shares earned were released from escrow
during the second quarter of 2006. As a result of the release from escrow, the shares earned were reclassified from common stock issuable to
issued common stock as of June 30, 2006.
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Common stock issuable

The Company entered into an escrow agreement with the original Chesapeake shareholders, which required certain performance measures to be
achieved to cause the shares to be earned and subsequently released. The difference between the dates the shares were earned and subsequently
released from escrow resulted in a timing difference, which required the Company to record the shares when they were earned as common stock
issuable and subsequently reclassified as issued common stock upon the release of the shares from escrow. The Company recorded the shares
that have been earned per certain performance measures at each recording date, while the escrow agreement only allowed for the release of the
shares earned after the Company�s fiscal year filings of its financial statements on Form 10-K, for each respective period, per the terms of the
escrow agreement.

On December 31, 2004, the original shareholders of Chesapeake earned 544,398 shares, which were released from escrow after the filing of the
Company�s Form 10-K for the period ending December 31, 2004, per an escrow agreement between the Company and the original Chesapeake
shareholders. As such, the shares were recorded as common stock issuable as of December 31, 2004. Upon the filing of the Company�s Form
10-K for the period ending December 31, 2004, the shares were released from escrow and at that time reclassified as issued common stock. The
remaining unearned shares of WidePoint common stock held in escrow that had not met certain performance measures as of December 31, 2005
were cancelled during the second quarter of 2006 and the shares earned were released from escrow during the second quarter of 2006 and
reclassified from common stock issuable to issued common stock as of June 30, 2006.

Stock Warrants
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On November 1, 2005, the Company issued a warrant to purchase 54,878 shares to Hawk Associates as part of a consulting agreement in which
Hawk Associates agreed to act as the Company�s investor relations representative. The warrant has a term of 5 years. We are accounting for this
award in accordance with EITF 96-18.

On October 27, 2004 and November 22, 2004, the Company issued two warrants to purchase 30,612 shares and 5,556 shares, respectively, to
Liberty Capitol as part of a consulting agreement in which Liberty Capitol assisted the Company in arranging its senior debt financing with
RBC-Centura Bank. The warrants have a term of 5 years. The Company used a fair-value option pricing model to value these stock warrants at
approximately $14,291. This value has been reflected as part of stock warrants in the stockholders� equity section of the consolidated balance
sheet.

8.  Financial Instrument

In October of 2004, the Company issued warrants to purchase 10,228,571 shares of common stock to Barron Partners LP as part of a preferred
stock financing. The warrants had a term of 5 years. The Company used a fair-value option pricing model to value these stock warrants. The
value of these warrants had been reflected as a financial instrument in the short-term liabilities section of the consolidated balance sheet as a
result of the issuance of a registration rights agreement that included a liquidated damages clause, which is linked to an effective registration of
such securities. Accordingly, the Company applied EITF 00-19, Accounting for Derivative Financial Instruments Indexed to, and Potentially
Settled in, a Company�s Own Stock and accounted for the warrants as a liability. In light of the required accounting treatment under EITF 00-19,
the Company was also required to value the fair market price of the financial instrument as of September 30, 2005. The Company had recorded a
gain on the financial instrument of $701,995 for the three month period ending September 30, 2005, to adjust the difference between the
fair-value of these warrants and the market price. The Company had recorded a gain on the financial instrument of $1,228,038 for the nine
month period ending September 30, 2005, to adjust the difference between the fair-value of these warrants and the market price. As of December
31, 2005, all of the warrants issued to Barron Partners LP were exercised. As a result, the Company was not required to value the fair market
price of the financial instruments for the period ending September 30, 2006 since the underlying warrants which were reflected as a financial
instrument no longer existed.
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9.  Segment reporting

Segments are defined by SFAS No. 131, �Disclosures about Segments of an Enterprise and Related Information,� as components of a company in
which separate financial information is available and is evaluated by the chief operating decision maker, or a decision making group, in deciding
how to allocate resources and in assessing performance.

During 1998, the Company adopted SFAS No. 131 and until December 31, 2005 the Company was comprised of a single segment, which was
comprised of our consulting services segment within our Commercial and Federal Government Marketplaces. As of January 1, 2006, the
Company added a second segment, which consists of PKI credentialing and managed services. The PKI credentialing and managed services
segment provides PKI credentialing and managed services to United States federal agencies and federal contractors as a result of regulatory
compliance requirements.

Segment operating income consists of the revenues generated by a segment, less the direct costs of revenue and selling, general and
administrative costs that are incurred directly by the segment. Unallocated corporate costs include costs related to administrative functions that
are performed in a centralized manner that are not attributable to a particular segment. These administrative function costs include costs for
corporate office support, all office facility costs, costs relating to accounting and finance, human resources, legal, marketing, information
technology and company-wide business development functions, as well as costs related to overall corporate management.

The following table presents information about reported segments along with the items necessary to reconcile the segment information to the
totals reported in the accompanying consolidated financial statements:

Three Months Ended
September 30

2006 2005

Consulting services:

Revenues $ 2,963,423 $ 3,510,889
Operating income 213,219 210,530
Total assets 2,498,462 3,174,252
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Three Months Ended
September 30

PKI Credentialing and Managed Services

Revenues $ 244,838 $ 134,348
Operating loss (includes amortization expense of $45,838,
and $24,980, respectively) 31,155 11,139
Total assets 1,164,745 1,044,740
Certificates sold 2,380 1,074

Total Company

Revenues $ 3,208,261 $ 3,645,237
Operating loss 213,710(1) 453,994(2)

Depreciation expense 7,202 6,364
Interest income (expense), net 28,549 (46,172)
Gain from financial instruments -- 701,995
Other income -- --
Income tax benefit -- 54,274

Net (loss) earnings $ (192,363) $ 249,739

Total Corporate assets $ 5,802,968 $ 3,834,522
Total assets $ 9,466,175 $ 8,053,514
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(1)     Includes $55,270 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the segments
and includes $340,504 in unallocated corporate costs in sales, general and administrative expense.

(2)     Includes $446,406 in compensation expense in cost of sales associated with the Chesapeake acquisition, which is not allocated among the
segments, includes $55,270 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the
segments and includes $151,709 in unallocated corporate costs in general and administrative expense.

Nine Months Ended
September 30

2006 2005

Consulting services:

Revenues $ 10,064,850 $ 8,898,211
Operating income 421,834 528,845
Total assets 2,498,462 3,174,252

PKI Credentialing and Managed Services

Revenues $ 669,177 $ 337,693
Operating loss (includes amortization expense of $137,514
and $54,082, respectively) 168,763 19,180
Total assets 1,164,745 1,044,740
Certificates sold 7,605 2,976

Total Company
$ 10,734,027 $ 9,235,904
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Revenues

Nine Months Ended
September 30

Operating loss 724,643(1) 1,454,871(2)

Depreciation expense 20,927 18,809
Interest income (expense), net 65,343 (146,350)
Gain from financial instruments -- 1,228,038
Other income -- 1,910
Income tax benefit 83 54,274

Net loss $ (680,144) $ (335,808)

Total Corporate assets $ 5,802,968 $ 3,834,522
Total assets $ 9,466,175 $ 8,053,514
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(1)     Includes $165,809 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the
segments and includes $811,905 in unallocated corporate costs in general and administrative expense.

(2)     Includes $1,268,445 in compensation expense in cost of sales associated with the Chesapeake acquisition which is not allocated among the
segments, includes $165,809 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the
segments and includes $530,281 in unallocated corporate costs in (sales and) general and administrative expense.

10.  Litigation

The Company is not involved in any material legal proceedings.
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ITEM 2.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following discussion and analysis of the financial condition and results of operations of the Company should be read in conjunction with the
financial statements and the notes thereto which appear elsewhere in this quarterly report and the Company�s Annual Report on Form 10-K for
the year ended December 31, 2005.

The information set forth below includes forward-looking statements. Certain factors that could cause results to differ materially from those
projected in the forward-looking statements are set forth below. Readers are cautioned not to put undue reliance on forward-looking statements.
The Company disclaims any intent or obligation to update publicly these forward-looking statements, whether as a result of new information,
future events or otherwise.

Edgar Filing: WIDEPOINT CORP - Form 10-Q

ITEM 2.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.20



Overview

WidePoint Corporation (�WidePoint� or the �Company�) is a technology-based provider of products and services to both the government sector and
commercial markets. We specialize in providing systems engineering, information technology services and information assurance in the form of
identity management services. Our subsidiary, Operational Research Consultants, Inc. (�ORC�), is the leading provider of E-Authentication
federal credentialing and federal compliant Public Key Infrastructure (�PKI�) managed services to the federal government. We intend to grow over
the next few years through a combination of organic growth, the acquiring of selective strategic assets and by operational efficiencies among our
subsidiaries.

On October 25, 2004, we completed the acquisition of ORC. ORC specializes in IT integration and secure authentication processes and software,
and providing services to the United States Government. ORC has been at the forefront of implementing Public Key Infrastructure (�PKI�)
technologies. PKI technology is rapidly becoming the technology of choice to enable security services within and between different computer
systems utilized by various agencies and departments of the U.S. Government. Based on asymmetric key cryptography, PKI technology uses a
class of algorithms in which a user can receive two electronic keys, consisting of a public key and a private key, to encrypt any information
and/or communication being transmitted to or from the user within a computer network and between different computer networks. The user
provides his or her public key to any and all desired persons or entities. The user does not share the private key with anyone else. The public key
will encrypt all information and/or communication from any sender and the private key will allow only the holder of the private key to unlock
and decrypt such information and/or communication. Thus, the algorithms used in PKI technologies help to achieve authentication of users and
information, integrity of all data and communications, non-repudiation or rejection of data and communications, and support confidentiality of
data and communications. PKI also speeds up and simplifies the delivery of products and services by providing electronic approaches to
processes that historically have been paper based. These electronic solutions depend on PKI for identification and authentication; data integrity;
confidentiality of information and transactions; and non-repudiation to facilitate mission-related transactions internal to an organization and with
external organizations. ORC is currently one of only a few organizations that has been designated by the United States Government as fully
compliant to issue certificates for the U.S. Government. As such, ORC is authorized to issue all permissible certificate types and services in
accordance with Defense Information Systems Agency and National Security Agency standards, necessary for the interoperable, secure
exchange of information between U.S. Governmental agencies, contractors, and international allies such as members of NATO.

With the addition of the customer base and the increase in revenues attributable from the ORC acquisition, WidePoint�s opportunity to leverage
and expand further into the federal marketplace has improved dramatically. ORC�s past client successes, top security clearances in their facilities
and with their personnel, and additional breadth of management talent have expanded the Company�s reach into markets that previously were not
accessible to WidePoint. WidePoint intends to continue to leverage the synergies between the newly acquired operating subsidiaries and cross
sell those technical capabilities into each separate marketplace serviced by its respective subsidiaries. Further, WidePoint is continuing to
actively search out new synergistic acquisitions that we believe will further enhance the present base of business, which has been augmented by
our recent acquisitions activity and internal growth initiatives.
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As a result of these actions WidePoint�s total revenues increased by approximately $1.5 million from $9.2 million for the nine months ended
September 30, 2005 to $10.7 million for the nine months ended September 30, 2006. WidePoint�s total revenues for the quarter ended September
30, 2006, however, decreased by approximately $0.4 million from $3.6 million for the quarter ended September 30, 2005 to $3.2 million for the
quarter ended September 30, 2006 as a result of a modification and extension to a customer agreement that allowed for the deferral of revenues
of approximately $0.5 million of certificate sales to be extended through August of 2007. Revenues for the quarter ended September 30, 2006
also did not recognize approximately $0.5 million in sales that were contractually sold on or about September 29, 2006 but not received by the
Company�s customers until the fourth quarter of 2006.

Our PKI credentialing and managed services segment experienced revenue growth of approximately 98% with revenues increasing
approximately $331,000 from approximately $338,000 for the nine months ended September 30, 2005, to approximately $669,000 for the nine
months ended September 30, 2006, as a result of continuing early adoption of the Federal Government�s mandate under Homeland Security
Directive No. 12 (�HSPD-12�). We sold 7,605 certificates for the nine months ended September 30, 2006 as compared to 2,976 certificates for the
nine months ended September 30, 2005. For the quarter ended September 30, 2006, our PKI credentialing and managed services segment
experienced revenue growth of approximately 83% with revenues increasing approximately $110,000 from approximately $134,000 for the
quarter ended September 30, 2005, to approximately $245,000 for the quarter ended September 30, 2006. We sold 2,380 certificates for the three
months ended September 30, 2006, as compared to 1,074 certificates for the three months ended September 30, 2005. We anticipate that
certificate sales should continue to increase as we fulfill recent contract wins and we witness the continued adoption of the External Certificate
Authority (�ECA�) program by the Department of Defense and the HSPD-12 program is increasingly adopted by the Federal Government agencies
and departments.

Our consulting services segment experienced increasing revenues of approximately $1,167,000 from approximately $8,898,000 for the nine
months ended September 30, 2005 as compared to approximately $10,065,000 for the nine months ended September 30, 2006. However, our
consulting services segment experienced decreasing revenues of approximately $548,000 from approximately $3,511,000 for the quarter ended
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September 30, 2005 as compared to approximately $2,963,000 for the quarter ended September 30, 2006. The increase in revenues for the nine
months ended September 30, 2006 as compared to the nine months ended September 30, 2005 was materially the result of the resale of software
in support of the Department of Defense�s (�DOD�) preparation for their widescale launch of the ECA program. The decrease in revenues for the
quarter ended September 30, 2006 as compared to the quarter ended September 30, 2005 was materially the result of the Company�s revenue
recognition policy not to realize contracted revenues until the products or services are actually received by the Company�s customers.

Based upon estimates provided by independent analyst and U.S. government estimates, management believes there is a base of 5 million to 15
million users for the Company�s PKI certificates that is comprised of U.S. Federal Government agencies employees and their contractors. The
Company further believes that there is a developing market place for PKI certificates within the state and local governments and other national
programs that extend beyond the U.S. Federal Government agencies employees and their contractors. These other opportunities relate to the
requirements underlying the mandates for the Homeland Presidential Directive # 12 that effect state and local governments as well as other
national programs. The Company�s certificates are currently priced from approximately $27.50 to $150.00 per user on government pricing
schedules depending upon the quantity purchased and the level of managed services and support selected by the customer. Pricing of the
Company�s certificates by user are driven by a competitive marketplace and may change at any time. The Company believes it is well-positioned
to effectively compete within this market segment as a result of its past successes and experience within the PKI field.

A number of factors, including the progress of contracts, revenues earned on contracts, the number of billable days in a quarter, the timing of the
pass-through of other direct costs, the commencement and completion of contracts during any particular quarter, the schedule of the government
agencies for awarding contracts, the term of each contract that we have been awarded and general economic conditions may subject our revenues
and operating results to significant variation from quarter to quarter. Because a significant portion of our expenses, such as personnel and
facilities costs, are fixed in the short term, successful contract performance and variation in the volume of activity as well as in the number of
contracts commenced or completed during any quarter may cause significant variations in operating results from quarter to quarter.
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With our recent acquisition of ORC we rely upon a larger portion of our revenues from the Federal Government directly or as a subcontractor.
The Federal Government�s fiscal year ends September 30. If a budget for the next fiscal year has not been approved by that date, our clients may
have to suspend engagements that we are working on until a budget has been approved. Such suspensions may cause us to realize lower
revenues in the fourth quarter and/or first quarter of the year. Further, a change in presidential administrations and in senior government officials
may negatively affect the rate at which the Federal Government purchases and implements the services that we offer.

As a result of the factors above, period-to-period comparisons of our revenues and operating results may not be meaningful. You should not rely
on these comparisons as indicators of future performance as no assurances can be given that quarterly results will not fluctuate, causing a
possible material adverse effect on our operating results and financial condition.

In addition, most of WidePoint�s current costs consist primarily of the salaries and benefits paid to WidePoint�s technical, marketing and
administrative personnel. As a result of our plan to expand WidePoint�s operations through a combination of internal growth initiatives and
merger and acquisition opportunities, WidePoint expects such costs to increase.  WidePoint�s profitability also depends upon both the volume of
services performed and the Company�s ability to manage costs.  As a significant portion of the Company�s cost is labor related, WidePoint must
effectively manage these costs to achieve and grow its profitability.  To date, the Company has attempted to maximize its operating margins
through efficiencies achieved by the use of its proprietary methodologies, and by offsetting increases in consultant salaries with increases in
consultant fees received from its clients. The uncertainties relating to the ability to achieve and maintain profitability, obtain additional funding
to partially fund the Company�s growth strategy and provide the necessary investment to continue to upgrade its management reporting systems
to meet the continuing demands of the present regulatory changes affect the comparability of the information reflected in the financial
information presented above.

Results of Operations

Three Months Ended September 30, 2006 as Compared to Three Months Ended September 30, 2005

Revenues, net. Revenues for the three month period ended September 30, 2006 were approximately $3,208,000 as compared to
approximately $3,645,000 for the three month period ended September 30, 2005. The decrease in revenues was primarily attributable to a
decrease in our consulting services segment as a result of the Company not recognizing revenues of approximately $479,000 for products or
services which were sold on or about September 29, 2006 but not received by the Company�s customers until the fourth quarter of 2006. As a
result of this event our consulting services segment experienced decreasing revenues of approximately $548,000 from approximately $3,511,000
for the quarter ended September 30, 2005 as compared to approximately $2,963,000 for the quarter ended September 30, 2006. However, our
PKI credentialing and managed services segment experienced revenue growth of approximately 83% with revenues increasing approximately
$110,000 from approximately $134,000 for the quarter ended September 30, 2005, to approximately $245,000 for the quarter ended September
30, 2006. We sold 2,380 certificates for the three months ended September 30, 2006, as compared to 1,074 certificates for the three months
ended September 30, 2005. We anticipate that certificate sales should continue to increase as we fulfill recent contract wins and we witness the
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continued adoption of the ECA program by the Department of Defense and the HSPD-12 program is further rolled out and adopted by the
Federal Government agencies and departments.

Cost of sales. Cost of sales for the three month period ended September 30, 2006, was approximately $2,328,000, or 73% of revenues, a
decrease of approximately $950,000 from cost of sales of approximately $3,278,000, or 90% of revenues, in the three month period ended
September 30, 2005. The decrease in cost of sales was primarily attributable to the non-recurrence of the compensation expense of
approximately $446,000 from the earnout of 544,397 escrowed shares that was recognized during the quarter ending September 30, 2005.

Gross profit. As a result of the above, gross profit for the three month period ended September 30, 2006, was approximately $880,000, or
27% of revenues, an increase of approximately $513,000 over gross profit of approximately $367,000, or 10% of revenues, for the three month
period ended September 30, 2005.
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Sales and marketing. Sales and marketing expense for the three month period ended September 30, 2006, was approximately $249,000, or
8% of revenues, an increase of approximately $111,000, as compared to approximately $138,000, or 4% of revenues, for the three month period
ended September 30, 2005. The increase was materially attributable to increased sales and marketing expenses which we incurred during the
three month period ending September 30, 2006 as a result of a material increase in proposals associated with the U.S. Federal Government�s
launch of its HSPD-12 program.

General and administrative. General and administrative expenses for the three month period ended September 30, 2006, were
approximately $845,000, or 26% of revenues, an increase of approximately $162,000, as compared to approximately $683,000, or 19% of
revenues, incurred by the Company for the three month period ended September 30, 2005. The increase in general and administrative expenses
for the three months ended September 30, 2006, was primarily attributable to our adoption of FAS 123R and the effect of recognizing
approximately $112,000 in stock option expense and as a result of recognizing approximately $65,000 in one-time non-recurring expense
associated with the listing of the Company�s common stock on the American Stock Exchange.

Depreciation. Depreciation expense for the three month period ended September 30, 2006, was approximately $7,200, or less than 1% of
revenues, an increase of approximately $800, as compared to approximately $6,400 of such expenses, or less than 1% of revenues, recorded by
the Company for the three month period ended September 30, 2005. The increase in depreciation expense for the three month period ended
September 30, 2006, was primarily attributable to greater amounts of depreciable assets.

Interest income. Interest income for the three month period ended September 30, 2006, was $29,122, or less than 1% of revenues, an
increase of $26,810 as compared to $2,312, or less than 1% of revenues, for the three month period ended September 30, 2005. The increase in
interest income for the three month period ended September 30, 2006, was primarily attributable to greater amounts of cash and cash equivalents
along with higher short-term interest rates that were available to the Company on investments in money market accounts.

Interest expense. Interest expense for the three month period ended September 30, 2006, was $573, or less than 1% of revenues, a decrease
of $47,911 as compared to $48,484, or 1% of revenues, for the three month period ended September 30, 2005. The decrease in interest expense
for the three month period ended September 30, 2006 was primarily attributable to WidePoint�s decrease in interest expense associated with
WidePoint�s decreased utilization of its recent secured senior lending facility with RBC-Centura which was utilized in association with the
purchase of ORC.

Gain from financial instrument. There was no gain from financial instrument for the three month period ended September 30, 2006 as a
result of the elimination of the financial instrument when all of the remaining Barron warrants were exercised in December of 2005. The gain
from financial instrument for the three month period ending September 30, 2005, was approximately $702,000. The gain from financial
instrument represents the decrease during the three months ended September 30, 2005 in the estimated fair value of the warrants issued to
Barron Partners LP in connection with the preferred stock financing. The estimated fair value of the warrants decreased principally because the
estimated volatility of the Company�s stock decreased. This decrease in turn resulted from the relatively lesser trading range of the Company�s
stock in the quarter as compared to past history. A less volatile stock provides a lower probability that the warrant holder will be able to
eventually realize a gain on exercise while a stock with higher volatility provides a greater probability that the warrant holder will be able to
eventually realize a gain. The effect of the increased estimated volatility along with the increase in the value of the Company stock underlying
the warrants, as well as the increased market interest rates during the quarter, had an upward effect on the warrant value.

Other Income (Expense). There was no other income or expenses for the three month periods ended September 30, 2006, and September
30, 2005.

Net earnings (loss). As a result of the above, the net loss for the three month period ended September 30, 2006, was approximately
$192,000 as compared to the net earnings of approximately $250,000 for the three months ended September 30, 2005.
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Nine Months Ended September 30, 2006 as Compared to Nine Months Ended September 30, 2005

Revenues, net. Revenues for the nine month period ended September 30, 2006 were approximately $10,734,000 as compared to
approximately $9,236,000 for the nine month period ended September 30, 2005. The increase in revenues was primarily attributable to an
increase in our PKI credentialing and managed services segment and increases in our consulting services segment as a result of increases in our
services and software reselling in support of the DOD�s widescale launch of their ECA program. Our PKI credentialing and managed services
segment experienced revenue growth of approximately 98% with revenues increasing approximately $331,000 from approximately $338,000 for
the nine months ended September 30, 2005, to approximately $669,000 for the nine months ended September 30, 2006, as a result of continuing
early adoption of the Federal Government�s mandate under HSPD-12. We sold 7,605 certificates for the nine months ended September 30, 2006
as compared to 2,976 certificates for the nine months ended September 30, 2005.

        Our consulting services segment experienced revenue growth of approximately 32% with revenues increasing approximately $1,167,000
from $8,898,000 for the nine month period ended September 30, 2005 as compared to $10,065,000 for the nine month period ended September
30, 2006 as a result of increases in providing services and software reselling in support of the DOD�s widescale lauch of its ECA program.

Cost of sales. Cost of sales for the nine month period ended September 30, 2006, was approximately $8,323,000, or 78% of revenues, an
increase of approximately $167,000 over cost of sales of approximately $8,156,000, or 88% of revenues, for the nine month period ended
September 30, 2005. The percentage decrease in cost of sales was primarily attributable to the decrease in amortization expenses associated with
our purchase price allocation of ORC, and the decrease in compensation expense associated with the Chesapeake shares, which were earned as a
result of revenues from ORC during the third quarter of 2005 and did not reoccur after the completion of Chesapeake�s earnout as of December
31, 2005. The compensation expense of approximately $1,268,000 was the result of an expense related to the pending release of 1,633,191
common shares earned during the nine month period ending September 30, 2005 by the former shareholders of Chesapeake. The absolute
increase in cost of sales was materially attributable to higher revenues partially offset by the non-recurrence of the stock compensation expense
associated with the Chesapeake shares.

Gross profit. As a result of the above, gross profit for the nine month period ended September 30, 2006, was approximately $2,411,000, or
22% of revenues, an increase of approximately $1,331,000 over gross profit of approximately $1,080,000, or 12% of revenues, for the nine
month period ended September 30, 2005.

Sales and marketing. Sales and marketing expense for the nine month period ended September 30, 2006, was approximately $662,000, or
6% of revenues, an increase of approximately $183,000, as compared to approximately $479,000, or 5% of revenues, for the nine month period
ended September 30, 2005. The increase was materially attributable to our expansion of our sales efforts associated with our PKI credentialing
and managed services offerings.

General and administrative. General and administrative expenses for the nine month period ended September 30, 2006, were approximately
$2,474,000, or 23% of revenues, an increase of approximately $418,000, as compared to approximately $2,056,000, or 22% of revenues,
incurred by the Company for the nine month period ended September 30, 2005. The increase was primarily attributable to our adoption of SFAS
123R and the effect of recognizing approximately $266,000 in stock option expense and as a result of recognizing approximately $65,000 in
one-time non-recurring expense associated with the listing of the Company�s common stock on the American Stock Exchange.

Depreciation expense. Depreciation expense for the nine month period ended September 30, 2006, was approximately $21,000, or less than
1% of revenues, an increase of $2,000, as compared to approximately $19,000 of such expenses, or less than 1% of revenues, recorded by the
Company for the nine month period ended September 30, 2005. The increase in depreciation expenses for the nine month period ended
September 30, 2006, was primarily attributable to the increased pool of depreciable assets.

Interest income. Interest income for the nine month period ended September 30, 2006, was $67,887, or less than 1% of revenues, an
increase of $63,056 as compared to $4,831, or less than 1% of revenues, for the nine month period ended September 30, 2005. The increase in
interest income for the nine month period ended September 30, 2006, was primarily attributable to greater amounts of cash and cash equivalents
available to the company over this time period.
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Interest expense. Interest expense for the nine month period ended September 30, 2006, was $2,544, or less than 1% of revenues, a decrease
of $148,637 as compared to $151,181, or 2% of revenues, for the nine month period ended September 30, 2005. The decrease in interest expense
for the nine month period ended September 30, 2006 was primarily attributable to WidePoint�s decreased utilization of its recent secured senior
lending facility with RBC-Centura, which was utilized in association with the purchase of ORC.
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Gain from financial instrument. There was no gain from financial instrument for the nine month period ended September 30, 2006, as a
result of the elimination of the financial instrument when all of the remaining Barron warrants were exercised in December of 2005. The gain
from financial instrument for the nine month period ended September 30, 2005, was approximately $1,228,000. The gain on financial instrument
represents a decrease during the nine months ended September 30, 2005 in the estimated fair value of the warrants issued to Barron Partners LP
in connection with the preferred stock financing. The estimated fair value of the warrants decreased principally because the estimated volatility
of the Company�s stock declined. Some of the decrease was also attributable to the passage of time resulting in a decrease in the remaining term
of the option. This decline in turn resulted from the relatively narrow trading range of the Company�s stock in the nine months as compared to
past history. A less volatile stock provides a lower probability that the warrant holder will be able to eventually realize a gain on exercise. The
effect of the decreased estimated volatility was partially offset by the increase in the value of the Company stock underlying the warrants, as
well as the increased market interest rates during the nine months, which had an upward effect on the warrant value.

Other.There was no other income or expenses for the nine month period ended September 30, 2006. Other income for the nine month
period ended September 30, 2005, was $1,910, or less than 1% of revenues.

Net loss. As a result of the above, the net loss for the nine month period ended September 30, 2006, was approximately $680,000 as
compared to the net loss of approximately $336,000 for the nine months ended September 30, 2005.

The following table sets forth selected segment and consolidated operating results and other operating data for the periods indicated. Segment
operating income consists of the revenues generated by a segment, less the direct costs of revenue and selling, general and administrative costs
that are incurred directly by the segment. Unallocated corporate costs include costs related to administrative functions that are performed in a
centralized manner that are not attributable to a particular segment.

Three Months Ended
September 30

2006 2005

Consulting services:

Revenues $ 2,963,423 $ 3,510,889
Operating income 213,219 210,530
Total assets 2,498,462 3,174,252

PKI Credentialing and Managed Services

Revenues $ 244,838 $ 134,348
Operating loss (includes amortization expense of $45,838,
and $24,980, respectively) 31,155 11,139
Total assets 1,164,745 1,044,740
Certificates sold 2,380 1,074

Total Company

Revenues $ 3,208,261 $ 3,645,237
Operating loss 213,710(1) 453,994(2)

Depreciation expense 7,202 6,364
Interest income (expense), net 28,549 (46,172)
Gain from financial instruments -- 701,995
Other income -- --
Income tax benefit -- 54,274

Net (loss) earnings $ (192,363) $ 249,739

Total Corporate assets $ 5,802,968 $ 3,834,522
Total assets $ 9,466,175 $ 8,053,514

25

Edgar Filing: WIDEPOINT CORP - Form 10-Q

Results of Operations 25



(1)     Includes $55,270 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the segments
and includes $340,504 in unallocated corporate costs in sales, general and administrative expense.

(2)     Includes $446,406 in compensation expense in cost of sales associated with the Chesapeake acquisition, which is not allocated among the
segments, includes $55,270 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the
segments and includes $151,709 in unallocated corporate costs in general and administrative expense.

Nine Months Ended
September 30

2006 2005

Consulting services:

Revenues $ 10,064,850 $ 8,898,211
Operating income 421,834 528,845
Total assets 2,498,462 3,174,252

PKI Credentialing and Managed Services

Revenues $ 669,177 $ 337,693
Operating loss (includes amortization expense of $137,514
and $54,082, respectively) 168,763 19,180
Total assets 1,164,745 1,044,740
Certificates sold 7,605 2,976

Total Company

Revenues $ 10,734,027 $ 9,235,904
Operating loss 724,643(1) 1,454,871(2)

Depreciation expense 20,927 18,809
Interest income (expense), net 65,343 (146,350)
Gain from financial instruments -- 1,228,038
Other income -- 1,910
Income tax benefit 83 54,274

Net loss $ (680,144) $ (335,808)

Total Corporate assets $ 5,802,968 $ 3,834,522

Total assets $ 9,466,175 $ 8,053,514
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(1)     Includes $165,809 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the
segments and includes $811,905 in unallocated corporate costs in general and administrative expense.

(2)     Includes $1,268,445 in compensation expense in cost of sales associated with the Chesapeake acquisition which is not allocated among the
segments, includes $165,809 in amortization expense in cost of sales associated with the purchase of ORC, which is not allocated among the
segments and includes $530,281 in unallocated corporate costs in (sales and) general and administrative expense.

Liquidity and Capital Resources

The Company has, since inception, financed its operations and capital expenditures through the sale of preferred and common stock, seller notes,
convertible notes, convertible exchangeable debentures, senior secured loans and the proceeds from the exercise of the warrants related to a
convertible exchangeable debenture. During 2005 and through the period ended September 30, 2006, operations were materially financed with
working capital, senior debt and the proceeds from a convertible preferred stock issuance.
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Net cash provided by operating activities for the quarter ended September 30, 2006, was approximately $188,000 as compared to cash provided
by operating activities of approximately $178,000 for the quarter ended September 30, 2005. The increase in cash balances available for
operating activities for the quarter ended September 30, 2006, was primarily a result of an improvement in the collection of accounts receivable
partially offset by a decrease in our accounts payable. Net cash used in investing activities for the quarter ended September 30, 2006, was
approximately $21,000 as compared to $65,000 in the quarter ended September 30, 2005. The decrease in net cash used in investing activities
resulted primarily from $64,000 of software development costs paid in the quarter ended September 30, 2005. Net cash provided by financing
activities amounted to approximately $156,000 in the quarter ended September 30, 2006, as compared to $9,000 of net cash provided by
financing activities in the quarter ended September 30, 2005. The change primarily resulted from $196,000 of proceeds from option and warrant
exercises partially offset by the payment of approximately $41,000 of costs related to the registration statement in the quarter ended September
30, 2006. Capital expenditures in property and equipment were approximately $21,000 for the quarter ended September 30, 2006, as compared
to capital expenditures in property and equipment of approximately $2,000 for the quarter ended September 30, 2005.

As of September 30, 2006, the Company had a net working capital of approximately $3.3 million. WidePoint�s primary source of liquidity
consists of approximately $2.7 million in cash and cash equivalents and approximately $2.3 million of accounts receivable. The decrease in
accounts receivable was primarily the result of a decrease in days sales outstanding of accounts receivable and the collection attributable to a
material sale which occurred at the end of the second quarter of 2006. Current liabilities include approximately $1.6 million in accounts payable
and accrued expenses. The substantial decrease in current liabilities is predominately the result of the payoff of the account payable attributable
to a material sale referenced in this paragraph.

The Company�s business environment is characterized by rapid technological change, experiences times of high growth and contraction and is
influenced by material events such as mergers and acquisitions that can substantially change the Company�s outlook.

Since 2002, WidePoint has embarked upon several new initiatives to counter the current negative environment within our industry and expand
our capacity to restore revenue growth. The Company requires substantial working capital to fund the future growth of its business, particularly
to finance accounts receivable, sales and marketing efforts, and capital expenditures.

There are currently no commitments for capital expenditures. Future capital requirements will depend on many factors, including the rate of
revenue growth, if any, the timing and extent of spending for new product and service development, technological changes and market
acceptance of the Company�s services.
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On October 25 and 29, 2004, WidePoint completed financings with Barron Partners LP (�Barron�), a private equity fund that engages in investing
primarily in private investments in publicly traded entities, for an aggregate amount of $3,580,000, under a preferred stock purchase agreement
and related agreements. Net proceeds from the financing after costs and expenses, including fees of finders and agents, were approximately
$3,030,000. WidePoint issued an aggregate of 2,045,714 shares of its Series A Convertible Preferred Stock that were convertible into an
aggregate of 20,457,143 shares of its Common Stock at a conversion rate equal to $0.175 per share. In addition, WidePoint issued to Barron a
warrant to purchase up to an additional 10,228,571 shares of its Common Stock at an exercise price of $0.40 per common share. Through
September 30, 2006, Barron has converted 1,680,500 shares of Series A Convertible Preferred Stock and has fully exercised it warrant. Barron�s
conversion of its Series A Convertible Preferred Stock is and its warrant exercises were subject to contractual restrictions which restrict the
ability of Barron and its affiliates to acquire shares of Common Stock which equal no more than 4.99% of the outstanding shares of WidePoint�s
Common Stock at any time. This contractual restriction may be removed upon 61 days notice to WidePoint from Barron, but in the event Barron
elects to remove this restriction, then Barron and its affiliates agreed that Barron and its affiliates can only vote the shares of Common Stock
held by Barron and its affiliates which result in Barron and its affiliates having no more than 22% of the total voting power of all outstanding
shares of WidePoint�s Common Stock at any time. As a result of the Barron financing transaction, WidePoint issued warrants to Westcap
Securities, Inc., a registered broker-dealer (�Westcap�) and WidePoint�s placement agent in such transaction, to purchase 511,428 shares of
Common Stock at an exercise price of $0.40 per share, which warrants expire in October 2009. As of September 30, 2006 all of the Westcap
warrants had been exercised.

Pursuant to the registration rights agreement, between Barron and WidePoint, related to the stock issuances described in the preceding
paragraph, WidePoint filed a registration statement on January 5, 2005, covering the resale of the shares of Common Stock issuable upon
conversion and/or exercise of the Series A Convertible Preferred Stock and the warrants issued to Barron. Under the agreement, if the
registration statement was not declared effective by April 23, 2005 and thereafter kept effective through October 20, 2007, subject to permissible
blackout periods and registration maintenance periods, then WidePoint would be required to pay Barron a maximum penalty of up to $20,000
for each month the registration statement was not effective. Barron waived this penalty provision through February 9, 2006, when the
registration statement was declared effective by the SEC.

WidePoint believes that its current cash position is sufficient to meet capital expenditure and working capital requirements for the near term.
However, the growth and technological change of the market make it difficult to predict future liquidity requirements with certainty. Over the
longer term, the Company must successfully execute its plans to increase revenue and income streams that will generate significant positive cash
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flows if it is to sustain adequate liquidity without impairing growth or requiring the infusion of additional funds from external sources.
Additionally, a major expansion, such as occurred with the acquisition of ORC or any other major new subsidiaries, might require external
financing that could include additional debt or equity capital. The Company obtained a one year senior line of credit from RBC-Centura Bank in
October 2004 for up to $2.5 million dollars, collateralized against accounts receivables, that allowed for the expansion of this line of credit up to
$5.0 million upon the successful completion of an additional acquisition. No borrowings under the line of credit were outstanding at September
30, 2006 and the line of credit lapsed as of June 1, 2006. The interest rate on the line of credit was variable, and was based upon the prime
lending rate. Our failure to comply with the restrictive covenants under our revolving credit facility could have resulted in an event of default,
which, if not cured, amended, or waived, could have resulted in us being required to repay these borrowings before their due date. Through June
1, 2006 any covenants with which we had not been compliant had either been amended or waived or we had been allowed to continue to utilize
the line of credit. In addition, the Company raised approximately $3.6 million dollars in connection with the aforementioned equity investments
by Barron Partners LP, that were used in the acquisition of ORC. Further, the Company raised approximately $4.1 million dollars in connection
with the attached warrants associated with the aforementioned equity investments by Barron Partners LP during the year ended 2005. There can
be no assurance that additional financing, if required, will be available on acceptable terms, if at all, for future acquisitions and/or growth
initiatives.
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Off-Balance Sheet Arrangements

The Company has no existing off-balance sheet arrangements as defined under SEC regulations.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are not exposed to market risks related to changes in interest rates and changes in the market value of our investments as we have no
borrowings outstanding under a bank credit agreement as of September 30, 2006 and we only invest our excess cash in marketable securities in a
money market account which due to the short maturity and our availability to withdraw those securities at any time does not present any material
market exposure.

ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Our management, with the participation of the Company�s Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness
of our disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities and Exchange Act of
1934, as amended (the �Exchange Act�) as of September 30, 2006.  Based on this evaluation, our Chief Executive Officer and Chief Financial
Officer have concluded that, as of September 30, 2006, our disclosure controls and procedures were effective in recording, processing,
summarizing and reporting, on a timely basis, information required to be disclosed by us in the reports we file or submit under the Exchange Act
and such information is accumulated and communicated to management as appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

Based on an evaluation by the Company�s Chief Executive Officer and Chief Financial Officer, such officers concluded that there was no change
in the Company�s internal control over financial reporting during the quarter ended September 30, 2006 that has materially affected, or is
reasonably likely to materially affect, the Company�s internal control over financial reporting.

PART II.

OTHER INFORMATION

ITEM 1A. RISK FACTORS

Item 1A (�Risk Factors�) of the Company�s Annual Report on Form 10-K for the year ended December 31, 2005 sets forth information relating to
important risks and uncertainties that could materially adversely affect the Company�s business, financial condition or operating results.  Those
risk factors continue to be relevant to an understanding of the Company�s business, financial condition and operating results.  Certain of those
risk factors have been revised below to provide updated information.  References to �we,� �our� and �us� in these risk factors refer to the Company.

We could issue additional shares of common stock, which might dilute the book value of our common stock.
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        We have a total of 110,000,000 authorized shares of common stock, of which 48,691,558 shares were issued and outstanding as of
September 30, 2006. In addition, we had warrants, options and convertible preferred stock outstanding as of that date with respect to which
10,960,147 shares of common stock were reserved for issuance. Our board of directors has the authority, without action or vote of our
stockholders in most cases, to issue all or a part of any authorized but unissued shares of our common stock. Such stock issuances may be made
at a price that reflects a discount from the then-current trading price of our common stock. In addition, in order to raise capital for acquisitions or
other general corporate purposes that we may need at today�s stock prices, we would likely need to issue securities that are convertible into or
exercisable for a significant number of shares of our common stock. These issuances would dilute our stockholders percentage ownership
interest, which would have the effect of reducing our stockholders influence on matters on which our stockholders vote, and might dilute the
book value of our common stock. You may incur additional dilution of net tangible book value if holders of stock options or warrants, whether
currently outstanding or subsequently granted, exercise their options or warrants to purchase shares of our common stock.
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The sale of a large number of shares of our common stock could depress our stock price.

        As of September 30, 2006, we had reserved 7,308,007 shares of common stock for issuance upon exercise of stock options and warrants.
We have also reserved 3,652,140 shares of common stock for issuance upon conversion of our Series A Convertible Preferred Stock. As of
September 30, 2006, holders of warrants and options to purchase an aggregate of 7,308,007 shares of our common stock may exercise those
securities and transfer the underlying Common Stock at any time subject, in some cases, to Rule 144 of the Securities Act of 1933. In addition,
in connection with our financing with Barron, we have registered (i) all of the shares of common stock issuable upon conversion of the Series A
Convertible Preferred Stock that we issued and sold in the Barron financing and (ii) all of the shares of common stock that were issuable upon
exercise of the warrants issued to Westcap in connection with the financing. The Series A Convertible Preferred Stock was initially convertible
into 20,457,143 shares of our common stock and the warrants initially entitled the holders to acquire an additional 10,739,999 shares of our
common stock. From January 1 through September 30, 2006, Barron converted a portion of its shares of Series A Convertible Preferred Stock
into 6,785,000 shares of common stock. During April, May, September, October, and December 2005, Barron converted a portion of its shares
of Series A Convertible Preferred Stock into 8,500,000 shares of common stock and exercised warrants to purchase 7,428,572 shares of common
stock. In December 2005, Barron transferred warrants to purchase 2,800,000 shares of common stock to other institutional investors. In
December 2005, the holders of such warrants to acquire such 2,800,000 shares of common stock exercised such warrants. These shares of
common stock are registered for possible resale by the holders thereof under this Registration Statement. The market price of our common stock
could decline as a result of sales of a large number of shares of our common stock in the market, or the perception that these sales could occur.
These sales might also make it more difficult for us to issue equity securities in the future at a price that we think is appropriate, or at all.

Financial investors may have interests different than our stockholders or WidePoint, and may be able to impact corporate actions
requiring stockholder approval because they own a significant amount of our common stock.

        As of September 30, 2006, Barron owns securities that are convertible into approximately 3,652,140 shares of our common stock. If issued,
such shares would constitute approximately 7.0% of the then outstanding shares of our common stock. In future financings, we may also issue
securities that are convertible into or exercisable for a significant number of shares of our outstanding common stock. Financial investors may
have short-term financial interests different from our long-term goals and the long-term goals of our management and other stockholders. In
addition, based on the significant ownership of our outstanding common stock, financial investors may be able to impact corporate actions
requiring stockholder approval.

ITEM 6.  EXHIBITS.

(a) Exhibits

31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32 Certification of Chief Executive Officer and Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

30

Edgar Filing: WIDEPOINT CORP - Form 10-Q

ITEM 6.  EXHIBITS. 29



SIGNATURES

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

WIDEPOINT CORPORATION

Date: November 14, 2006 /s/ STEVE L. KOMAR
Steve L. Komar
President and Chief Executive Officer

/s/ JAMES T. MCCUBBIN
James T. McCubbin
Vice President - Principal Financial
and Accounting Officer
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