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PART I. FINANCIAL INFORMATION
ITEM 1.  FINANCIAL STATEMENTS

WORLDGATE COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
( In Thousands, Except Share and Per Share Amounts)

  

June 30, 
 2007  

December 31,  
2006  

  (Unaudited)    

ASSETS
     

Current assets:
     

Cash and cash equivalents
 

$ 2,651
 

$ 10,067
 

Trade accounts receivables, less allowance for doubtful accounts of $0
 

155
 

1,005
 

Other receivables
 

12
 

17
 

Inventory
 

2,129
 

1,600
 

Prepaid and other assets
 

434
 

490
 

Total current assets
 

5,381
 

13,179
 

Property and equipment
 

3,298
 

4,494
 

Less: accumulated depreciation and amortization
 

(2,312 ) (3,228 )
Property and equipment, net

 

986
 

1,266
 

Deposits and other assets
 

121
 

121
 

Total assets
 

$ 6,488
 

$ 14,566
 

LIABILITIES AND STOCKHOLDERS’ EQUITY
     

Current liabilities:
     

Accounts payable
 

$ 1,080
 

$ 1,654
 

Accrued expenses
 

1,186
 

1,240
 

Accrued compensation and benefits
 

335
 

48
 

Dividend payable on Preferred Stock
 

0
 

2
 

Detachable Warrants
 

258
 

997
 

Conversion option on Preferred Stock
 

0
 

11
 

Conversion option on convertible debt
 

0
 

7,044
 

Incentive sales claims liability
 

0
 

50
 

Warranty reserve
 

72
 

85
 

Deferred revenues
 

962
 

267
 

Total current liabilities
 

3,893
 

11,398
 

Long term liabilities:
     

Convertible debenture payable (net of unamortized discount of $6,157 at June 30, 2007 and $8,625 at
December 31, 2006)

 

1,493
 

1,025
 

Total liabilities
 

5,386
 

12,423
 

      
Commitments and contingencies

     

Redeemable Preferred Stock, $.01 par value, 7,550 shares authorized; 0 shares issued and outstanding at
June 30, 2007, and 166 shares at December 31, 2006

 

0
 

141
 

Stockholders’ equity:
     

Preferred Stock, $.01 par value, 13,492,450 shares authorized; 0 shares issued at June 30, 2007 and
December 31, 2006.

 

0
 

0
 

Common Stock, $.01 par value; 120,000,000 shares authorized; 45,189,258 shares issued and
outstanding at June 30, 2007 and 41,535,443 shares issued and outstanding at December 31, 2006

 

452
 

415
 

Additional paid-in capital
 

256,615
 

248,393
 

Accumulated deficit
 

(255,965 ) (246,806 )
Total stockholders’ equity

 

1,102
 

2,002
 

Total liabilities and stockholders’ equity
 

$ 6,488
 

$ 14,566
 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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WORLDGATE COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(In Thousands, Except Share and per Share Amounts)

  Three Months ended June 30,  Six Months ended June 30,  

  2007  2006  2007  2006  

Net revenues:
         

Product revenues
 

$ 192
 

$ 122
 

$ 391
 

$ 590
 

Service revenues
 

113
 

64
 

224
 

106
 

Total net revenues
 

305
 

186
 

615
 

696
 

Cost of revenues
 

482
 

739
 

831
 

1,181
 

Gross margins
 

(177) (553) (216) (485)
          
Engineering and development (excluding depreciation and amortization

amounts of $ 106 and $93 for the three months ended June 30, 2007
and 2006, respectively, and $211 and $181 for the six months ended
June 30, 2007 and 2006, respectively).

 

1,676
 

1,540
 

3,462
 

2,994
 

Sales and marketing (excluding depreciation and amortization amounts of
$15 and $15 for the three months ended June 30, 2007 and 2006,
respectively, and $30 and $29 for the six months ended June 30, 2007
and 2006, respectively)

 

869
 

548
 

1,990
 

1,201
 

General and administrative (excluding depreciation and amortization
amounts of $44 and $76 for the three months ended June 30, 2007 and
2006, respectively, and $93 and $153 for the six months ended June 30,
2007 and 2006, respectively)

 

1,439
 

1,846
 

2,956
 

4,369
 

Depreciation and amortization
 

165
 

184
 

334
 

363
 

Total expenses from operations
 

4,149
 

4,118
 

8,742
 

8,927
 

Loss from operations
 

(4,326) (4,671) (8,958) (9,412)
Interest and other income

 

45
 

100
 

143
 

233
 

Change in fair value of derivative warrants and conversion options
 

1,036
 

(520) 2,411
 

(339)
Gain on contract termination

 

0
 

0
 

0
 

1,792
 

Amortization of debt discount
 

(1,185) 0
 

(2,468) 0
 

Interest and other expense
 

(120) 0
 

(256) 0
 

Net loss
 

(4,550) (5,091) (9,128) (7,726)
Accretion on preferred stock, dividends and deemed dividends

 

(16) (40) (30) (108)
Net loss available to common stockholders

 

$ (4,566) $ (5,131) $ (9,158) $ (7,834)
          
Net loss per common share:

         

Basic and Fully Diluted
 

$ (0.10) $ (0.13) $ (0.21) $ (0.20)
Net loss available to common stockholders per common share:

         

Basic and Fully Diluted
 

$ (0.10) $ (0.13) $ (0.21) $ (0.20)
Weighted average common shares outstanding:

         

Basic and Fully Diluted
 

43,712,837
 

39,625,256
 

42,889,905
 

39,610,667
  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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WORLDGATE COMMUNICATIONS, INC. 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
( in Thousands)

  Six Months ended June 30,  

  2007  2006  

Cash flows from operating activities:
     

Net loss
 

$ (9,128) $ (7,726)
Adjustments to reconcile net loss to net cash used in operating activities:

     

Depreciation and amortization
 

334
 

363
 

Amortization of debt discount
 

2,468
 

0
 

Change in fair value of derivative warrants and conversion options
 

(2,411) 339
 

Gain on contract termination
 

0
 

(1,792)
Non-cash stock based compensation

 

685
 

426
 

Bad debt expense
 

25
 

0
 

Write down of inventory
 

293
 

490
 

Changes in operating assets and liabilities:
     

Trade accounts receivable
 

130
 

(712)
Other receivables

 

5
 

(9)
Inventory

 

(126) (646)
Prepaid and other assets

 

56
 

(191)
Accounts payable

 

(574) (374)
Accrued expenses and other current liabilities

 

(104) 604
 

Accrued compensation and benefits
 

287
 

260
 

Warranty reserve
 

(13) (14)
Deferred revenue

 

696
 

174
 

Net cash used in operating activities
 

(7,377) (8,808)
      
Cash flows from investing activities:

     

Capital expenditures
 

(54) (250)
Net cash used in investing activities

 

(54) (250)
      
Cash flows from financing activities:

     

Proceeds from issuance of common stock
 

15
 

13
 

Net cash provided by financing activities
 

15
 

13
 

Net decrease in cash and cash equivalents
 

(7,416) (9.045)
Cash and cash equivalents, beginning of period

 

10,067
 

16,277
 

Cash and cash equivalents, end of period
 

$ 2,651
 

$ 7,232
 

      
Cash paid for interest

 

$ 0
 

$ 0
 

Non-cash financing activities:
     

Conversion of preferred stock to common stock
 

$ 167
 

$ 333
 

Conversion of convertible debenture to common stock
 

2,000
 

0
 

Conversion of derivative liability
 

5,384
 

0
 

Accretion on preferred stock
 

26
 

34
 

Dividends payable on preferred stock
 

0
 

2
 

Deemed dividend on conversion of preferred stock
 

0
 

68
 

Common stock issued for accrued dividends
 

6
 

10
 

Common stock and common stock options issued for marketing consulting services
 

300
 

0
  

The accompanying notes are an integral part of these condensed consolidated financial statements.
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WORLDGATE COMMUNICATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
(In Thousands, Except Share and per Share Amounts)

1.                                        Basis of Presentation.

The unaudited condensed consolidated financial statements of WorldGate Communications, Inc. (“WorldGate” or the “Company”) for the
three and six months ended June 30, 2007 and 2006 presented herein have been prepared by the Company pursuant to the rules and regulations of
the Securities and Exchange Commission for quarterly reports on Form 10-Q.  Certain information and footnote disclosures normally included in
financial statements prepared in accordance with United States generally accepted accounting principles (“GAAP”) have been condensed or omitted
pursuant to such rules and regulations.  In addition, the December 31, 2006 unaudited interim condensed consolidated Balance Sheet was derived
from the audited financial statements, but does not include all disclosures required by GAAP.  These financial statements should be read in
conjunction with the audited financial statements for the year ended December 31, 2006 and the notes thereto included in the Company’s Annual
Report on Form 10-K.  The accounting policies used in preparing these unaudited condensed consolidated financial statements are materially
consistent with those described in the audited December 31, 2006 financial statements except for the adoption of FIN 48, which is discussed in Note
3.

The financial information in this Report reflects, in the opinion of management, all adjustments of a normal recurring nature necessary to
present fairly the results for the interim period. Quarterly operating results are not necessarily indicative of the results that may be expected for other
interim periods or the year ending December 31, 2007.

The preparation of 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, as of the date of the financial statements, and the reported amount of revenues and expenses during the reporting period.   Actual results
could differ from those estimates.  Judgments and estimates of uncertainties are required in applying our accounting policies in many areas. 
Following are some of the areas requiring significant judgments and estimates: revenue recognition, accounts receivable, inventory, cash flow and
valuation assumptions in performing asset impairment tests of long-lived assets, deferred revenues, income taxes, stock based compensation, value
of redeemable preferred stock, derivative liabilities, convertible debentures, related warrants and conversion options.

2.                                        Liquidity and Going Concern Considerations.

As of June 30, 2007, the Company had cash and cash equivalents of $2,651.  The operating cash used in operations for the three and six
months ended June 30, 2007 was $2,323 and $7,377, respectively. The funds the Company received as a result of private placements of its securities
on December 1, 2003 and December 4, 2003, January 21, 2004, April 22, 2004, June 24, 2004, December 15, 2004, August 3, 2005, August 11,
2006 and October 13, 2006 have permitted the Company to fund the development of its business.

The Company had $5,386 of liabilities and substantially all of its assets are pledged as collateral as of June 30, 2007. These liabilities
include $258 of detachable warrants related to the Company’s private placement of preferred stock in June 2004 and $1,493 of debt (net of
unamortized discount of $6,157) related to the Company’s financing in August and October 2006.

The Company’s short term cash requirements and obligations include inventory, accounts payable and capital expenditures from continuing
operations and operating expenses.  In addition, the August 2005 private placement includes cash payment penalties of 1.5% per month for the
period that the shares in the transaction fail to be registered. The Registration Statement covering the shares under the August 2005 private
placement was not declared effective until June 1, 2006. Until such time as the shares were registered the Company was subject to the penalty
provision in the August 2005 private placement. For the three months ended June 30, 2007 and 2006 the Company recorded and expensed related
penalties of $0 and $599, respectively.  For the six months ended June 30, 2007 and 2006, related penalties of $0 and $1,387, respectively, were
recorded by the Company and included in general and administrative expenses in the condensed consolidated statements of operations.  The related
unpaid penalty accrued as of June 30, 2007 and December 31, 2006 was $157.

Management expects, based on our internal forecasts and assumptions including among others, assumptions regarding our short term cash
requirements and our projected revenue resulting from sales, that we have sufficient cash on hand to meet our obligations well into the third quarter
of 2007. As shown in the accompanying condensed consolidated financial statements, we have incurred recurring net losses and have an
accumulated deficit of $255,965 as of June 30, 2007.  In addition, based upon the Company’s current operating plans and condition, management
estimates that the Company will
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require additional cash resources during 2007.  The uncertainties regarding the availability of continued financing raise substantial doubt about our
ability to continue as a going concern.  The financial statements do not include any adjustments relating to the recoverability of recorded assets or the
classification of liabilities that might be necessary should we be unable to continue as a going concern.   Additionally, as needed, the Company plans
to generate cash by turning to the capital markets for further funding.

The Company’s ability to generate cash is dependent upon the sale of Ojo products and on obtaining cash through capital markets. The
Company began generating revenue from commercial shipment of the Ojo product in April 2005.  Initially all product sales were conducted through
General Instrument, its exclusive distributor and all revenue was based upon sales of the Company’s products to General Instrument for their
distribution to resellers.  In February 2006, its distributor relationship with General Instrument ended and the Company began to directly distribute
and sell its products.  With the completion of the transition activities, the Company now expects revenues to increase as it continues to roll out its
products to the marketplace. Depending on the ramp up of sales and services and the achievable margin, the increased level of sales and service
activity should have a positive impact on the Company’s cash flows from operations, which should support the Company’s ability to meet its cash
requirements in the long term. Given that the video phone business involves the development of a new product line with no market penetration, in an
underdeveloped market sector, no assurances can be given that sufficient sales and services, if any, will materialize.

On June 29, 2007, the Company announced that it had received notice from the staff of the NASDAQ Stock Market that they had denied
the Company’s request for continued listing on the NASDAQ Capital Market.  The Company originally received a notice from NASDAQ on April
11, 2007, stating that the Company was not in compliance with Marketplace Rule 4310(c)(3), which requires that it have a minimum of $2,500 in
stockholders’ equity or $35,000 of market value of listed securities or $500 of net income from continuing operations for the most recently
completed fiscal year or two of the three most recently completed fiscal years.  On April 17, 2007, the Staff had also notified the Company that for
the last 30 consecutive business days, the bid price of the Company’s common stock had closed below the minimum $1.00 per share requirement for
continued inclusion under Marketplace Rule 4310(c)(4).  The Company subsequently provided a plan to NASDAQ to achieve and sustain
compliance with all of the NASDAQ Capital Market listing requirements, including a time frame for completing the plan.  While the Company was
successful in reclassifying some of its debt to equity as included in our submitted plan, NASDAQ determined that this alone was not sufficient to
enable us to achieve and sustain compliance with Rule 4310(c)(3).  On July 5, 2007, the Company announced that the delisting action by the
NASDAQ Stock Market had been stayed pending an appeal hearing before the NASDAQ Listing Qualifications Panel, scheduled to take place on
August 9, 2007.  In an effort to comply with Rule 4310(c)(4), on July 20, 2007, the Company’s Board of Directors approved a resolution to amend
the Certificate of Incorporation to effect a 1-for-10 reverse stock split.  This resolution is subject to stockholder approval and could be
implemented at the discretion of the Company.  The Company will address the Rule 4310(c)(3) and Rule 4310(c)(4) issue at its hearing with the
NASDAQ. The Company’s common stock will continue to be listed on the NASDAQ Capital Market pending a final written decision by the
NASDAQ Listings Qualifications Panel (the “Panel”) subsequent to the August 9, 2007 hearing.  There can be no assurance that the Panel will grant
the Company’s request for continued listing.

If the Company’s shares are delisted from the NASDAQ Capital Market, they are likely to become subject to the SEC penny stock rules,
which could adversely affect the market liquidity of the Company’s common stock and its ability to raise additional capital.  No assurances can be
given that additional financing transactions can be consummated.  The Company continues to evaluate possibilities to obtain additional financing
through public or private equity or debt offerings, bank debt financing, asset securitizations, or from other sources, to obtain such financing. In July
2007, the Company has entered into a six month exclusive engagement with an investment banker to assist the Company with this process.  The
Company has also granted a limited duration option to one of its product distributors to participate in a private placement, potentially providing
additional funds to the Company (see Note 18).  Such additional financing would be subject to the risk of availability, may be dilutive to its
stockholders, or could impose restrictions on operating activities. There can be no assurance that this additional financing will be available on terms
acceptable to the Company, if at all.  If the Company is unable to obtain sufficient funds the Company may reduce the size of the organization or
suspend operations which could have a material adverse impact on its business prospects.

Long term cash requirement obligations are primarily related to the August and October 2006 transactions. The Company has long term
debt as of June 30, 2007 on the balance sheet reflecting the convertible debentures issued on August 11 and October 13, 2006.

3.                                        Recent Accounting Pronouncements.

In February 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standard
(“SFAS”) No. 155 ‘‘Accounting for Certain Hybrid Financial Instruments, an amendment of FASB Statements No. 133 and 140’’ (‘‘SFAS 155’’).
SFAS 155 clarifies certain issues relating to embedded derivatives and beneficial interests in securitized financial assets. The provisions of SFAS
155 are effective for all financial instruments acquired or
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issued for fiscal years beginning after September 15, 2006. The adoption of SFAS No. 155 did not have a material effect on the Company’s
condensed consolidated financial position, results of operations or cash flows.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets” (“SFAS 156”), which amends SFAS 140,
“Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,” with respect to the accounting for separately
recognized servicing assets and servicing liabilities. SFAS 156 permits the choice of the amortization method or the fair value measurement method,
with changes in fair value recorded in income, for the subsequent measurement for each class of separately recognized servicing assets and servicing
liabilities. The statement is effective for years beginning after September 15, 2006, with earlier adoption permitted.   The adoption of SFAS No. 156
did not have a material effect on the Company’s condensed consolidated financial position, results of operations or cash flows.

In June 2006, the FASB issued Interpretation No. 48 “Accounting for Uncertainty in Income Taxes – an Interpretation of FASB Statement
No. 109” (the “Interpretation”).  The Interpretation establishes for all entities a minimum threshold for financial statement recognition of the benefit
of tax positions, and requires certain expanded disclosures.  The Interpretation is effective for fiscal years beginning after December 15, 2006, and is
to be applied to all open tax years as of the date of effectiveness.  The adoption of FASB Interpretation  No. 48 did not have a material effect on the
Company’s condensed consolidated financial position or results of operations or cash flows (Note 15).

In September 2006, the FASB issued SFAS No. 157 “Fair Value Measurements,” which defines fair value, establishes a framework for
measuring fair value in generally accepted accounting principles, and expands disclosures about fair value measurements.  Adoption is required for
fiscal years beginning after November 15, 2007, and interim periods within those fiscal years.  Early adoption of SFAS 157 is encouraged.  The
Company is currently evaluating the expected effect of SFAS No.157 on its condensed consolidated financial statements and is currently not yet in a
position to determine such effects.

In September 2006, FASB ratified Emerging Issue Task Force (“EITF”) No. 06-1, “Accounting for Consideration Given by a Service
Provider to Manufacturers or Resellers of Equipment Necessary for an End-Customer to Receive Service from the Service Provider”(“EITF 06-1”).
This guidance requires the application of EITF 01-9, “Accounting for Consideration Given by a Vendor to a Customer” (“EITF 01-9”), when
consideration is given to a reseller or manufacturer for benefit to the service provider’s end customer. EITF 01-9 requires the consideration given be
recorded as a liability at the time of the sale of the equipment and, also, provides guidance for the classification of the expense. EITF 06-1 is
effective for the first annual reporting period beginning after June 15, 2007. The Company has not yet assessed the impact of EITF 06-1 on the
Company’s condensed consolidated financial statements.

In November 2006, the EITF reached a final consensus in EITF Issue 06-6 “Debtor’s Accounting for a Modification (or Exchange) of
Convertible Debt Instruments” (“EITF 06-6”).  EITF 06-6 addresses the modification of a convertible debt instrument that changes the fair value of
an embedded conversion option and the subsequent recognition of interest expense for the associated debt instrument when the modification does not
result in a debt extinguishment pursuant to EITF 96-19, “Debtor’s Accounting for a Modification or Exchange of Debt Instruments”. The consensus
should be applied to modifications or exchanges of debt instruments occurring in interim or annual periods beginning after November 29, 2006.  We
do not expect the adoption of EITF 06-6 to have a material impact on the Company’s condensed consolidated financial position, results of operations
or cash flows.

In November 2006, the FASB ratified EITF Issue No. 06-7, “Issuer’s Accounting for a Previously Bifurcated Conversion Option in a
Convertible Debt Instrument When the Conversion Option No Longer Meets the Bifurcation Criteria in FASB Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities” (“EITF 06-7”). At the time of issuance, an embedded conversion option in a convertible debt
instrument may be required to be bifurcated from the debt instrument and accounted for separately by the issuer as a derivative under SFAS 133,
based on the application of EITF 00-19. Subsequent to the issuance of the convertible debt, facts may change and cause the embedded conversion
option to no longer meet the conditions for separate accounting as a derivative instrument, such as when the bifurcated instrument meets the
conditions of Issue 00-19 to be classified in stockholders’ equity. Under EITF 06-7, when an embedded conversion option previously accounted for
as a derivative under SFAS 133 no longer meets the bifurcation criteria under that standard, an issuer shall disclose a description of the principal
changes causing the embedded conversion option to no longer require bifurcation under SFAS 133 and the amount of the liability for the conversion
option reclassified to stockholders’ equity. EITF 06-7 should be applied to all previously bifurcated conversion options in convertible debt
instruments that no longer meet the bifurcation criteria in SFAS 133 in interim or annual periods beginning after December 15, 2006, regardless of
whether the debt instrument was entered into prior or subsequent to the effective date of EITF 06-7.   The adoption of EITF 06-7, had the effect, that
on May 18, 2007, on account of the Company’s amendment of its convertible debenture, $4,335 of the derivative liability was reclassified to
stockholders’ equity (see Note 7).

In December 2006, the FASB issued FASB Staff Position (“FSP”) EITF 00-19-2 “Accounting for Registration Payment Arrangements”
(“FSP EITF 00-19-2”) which specifies that the contingent obligation to make future payments or otherwise transfer consideration under a registration
payment arrangement should be separately recognized and measured in
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accordance with SFAS No. 5, “Accounting for Contingencies.”    Adoption of FSP EITF 00-19-02 is required for fiscal years beginning after
December 15, 2006. The adoption of FSP EITF 00-19-02 did not have a material impact on the Company’s condensed consolidated financial
position, results of operations or cash flows.

In December 2006, the FASB ratified the consensuses reached in EITF Issue No. 06-3, “How Taxes Collected from Customers and
Remitted to Governmental Authorities Should Be Presented in the Income Statement (That Is, Gross versus Net Presentation)” (“EITF 06-3”). The
EITF reached a consensus that the scope of the Issue includes any tax assessed by a governmental authority that is both imposed on and concurrent
with a specific revenue-producing transaction between a seller and a customer, and may include, but is not limited to, sales, use, value added, and
some excise taxes. The presentation of taxes within the scope of this Issue on either a gross or a net basis is an accounting policy decision that should
be disclosed. Furthermore, for taxes reported on a gross basis, a company should disclose the aggregate amount of those taxes in interim and annual
financial statements for each period for which an income statement is presented if that amount is significant. The disclosures required under this
consensus should be applied retrospectively to interim and annual financial statements for all periods presented, if those amounts are significant. The
Company adopted EITF 06-3 on January 1, 2007.  The adoption of EITF 06-3 did not have a significant impact on its condensed consolidated
financial position or results of operations.  The Company currently records its sales net of any value added or sales tax.

In February 2007, the FASB issued SFAS No. 159 “The Fair Value Option for Financial Assets and Financial Liabilities – Including an
amendment of FASB Statement No. 115” (“SFAS No. 159”), which permits entities to choose to measure many financial instruments and certain
other items at fair value.  The fair value option established by this Statement permits all entities to choose to measure eligible items at fair value at
specified election dates. A business entity shall report unrealized gains and losses on items for which the fair value option has been elected in
earnings at each subsequent reporting date.  Adoption is required for fiscal years beginning after November 15, 2007.  Early adoption is permitted as
of the beginning of a fiscal year that begins on or before November 15, 2007, provided the entity also elects to apply the provisions of SFAS 
No.159. The Company is currently evaluating the expected effect of SFAS No.159 on its condensed consolidated financial statements and is
currently not yet in a position to determine such effects.

4.                                        Inventory.

The Company’s inventory consists solely of finished goods.  The Company orders and purchases completed, boxed and ready for sale video
phone products directly from its supplier.  The Company makes no subsequent hardware changes to the products.  The Company does not maintain
work in process inventory, component raw materials or supplies, except for very minimal quantities for repair work.  The Company does not include
tooling, deferred start-up or general and administrative costs in its inventory costs.  The Company also does not maintain specific inventory for any
specific long-term contracts or programs.  The Company tracks and removes inventory only under the “first-in, first-out method” and prices it based
upon the Company’s actual cost unless adjustments are required for obsolescence or for market valuations.  During the three and six months ended
June 30, 2007, the Company reduced inventory by $277 and $293, respectively, for such adjustments. In addition, in June 2007, the Company
arranged to have 3,324 of reported units previously delivered to a service provider, with a value of $695, returned to its inventory, which had no
impact on the Company’s results of operations as these units were fully reserved for at the point of sale.  During the three and six months ended June
30, 2006, the Company reduced inventory by $490 for such adjustments.

Inventory as of June 30, 2007 and December 31, 2006 is summarized as follows:

 

June 30, 
2007  

December 31, 
2006  

Raw material
 

$ 0
 

$ 0
 

Finished goods
 

2,129
 

1,600
 

Total Inventory
 

$ 2,129
 

$ 1,600
  

5.                                        Stock Based Compensation.

The Company accounts for stock based compensation using the fair value recognition provisions of SFAS No. 123 (Revised 2004),
“Share-Based Payment.”  The Company recognized stock based compensation expense of $493 and $225, respectively, for the three months ended
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June 30, 2007 and 2006, and $685 and $426, respectively, for the six months ended June 30, 2007 and 2006.  Included in these expenses for the
three and six months ended June 30, 2007, is $300 for non-cash based consulting fees associated with the marketing of the Company’s video phone
product, issued in the form of 375,737 shares of common stock and 100,000 common stock options.  Such expenses are included in general and
administrative and sales and marketing expenses in the condensed consolidated statements of operations.

A summary of the Company’s stock plan is presented below:

 Stock Options  

Weighted-Average
Exercise Price  

Aggregate  
Intrinsic Value  

        
Outstanding, January 1, 2007

 

4,913,689
 

$ 1.90
   

        
Granted

 

184,500
 

$ 0.58
   

Exercised
 

0
 

0
   

Cancelled/forfeited
 

(26,915) $ 1.65
   

Outstanding, June 30, 2007
 

5,071,274
 

$ 1.85
 

$ 39,363
 

Exercisable, June 30, 2007
 

3,533,449
 

$ 1.87
 

$ 38,704
  

The following table summarizes information about stock options outstanding at June 30, 2007:

  Stock Options Outstanding  Stock Options Exercisable  

Range of Exercise Prices  Shares  

Weighted- 
Average 

Remaining 
Contractual 
Life (Years)  

Weighted- 
Average 
Exercise 

Price  Shares  

Weighted- 
Average 
Exercise 

Price  

$0.00 - $0.39
 

297,113
 

5.68
 

$ 0.37
 

297,113
 

$ 0.37
 

$0.40 - $0.59
 

1,161,000
 

6.51
 

0.52
 

798,875
 

0.52
 

$0.60 - $0.89
 

299,492
 

7.44
 

0.60
 

291,992
 

0.60
 

$0.90 - $1.34
 

783,750
 

6.50
 

1.06
 

589,250
 

1.06
 

$1.35 - $2.01
 

825,440
 

7.22
 

1.59
 

371,587
 

1.74
 

$2.02 - $3.02
 

1,090,832
 

5.70
 

2.56
 

802,985
 

2.58
 

$3.03 - $4.53
 

426,012
 

6.92
 

4.23
 

220,212
 

4.29
 

$4.54 - $6.80
 

112,533
 

5.47
 

5.90
 

86,333
 

6.05
 

$6.81 - $10.20
 

40,000
 

3.63
 

8.25
 

40,000
 

8.25
 

$10.21 - $15.30
 

0
 

0
 

0
 

0
 

0
 

$15.31 - $22.95
 

31,046
 

2.61
 

20.44
 

31,046
 

20.44
 

$22.96 - $34.43
 

4,056
 

3.01
 

28.60
 

4,056
 

28.60
 

 

 

5,071,274
 

6.42
 

$ 1.85
 

3,533,449
 

$ 1.87
  

The weighted-average fair values of the options granted were $0.34 and $0.36 per option during the three and six months ended June 30,
2007, respectively. The fair value of each option grant is estimated on the date of grant using the Black-Scholes fair value option valuation model.
The following weighted-average assumptions were used for grants issued during the three and six months ended June 30, 2007, respectively:
expected volatility of 83% and 83%; average risk-free interest rates of 4.68% and 4.67%; dividend yield of 0%; and expected lives of 5.2 and
5.3 years.
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6.              Accounting for Preferred Shares and Derivative Shares.

In June 2004, WorldGate completed a private placement of preferred stock. The preferred stock had a dividend rate of 5% per annum,
payable quarterly, either in cash or through the issuance of common stock at the Company’s option. The preferred stock had a staged maturity over
three years with scheduled payments of one third due after 18 months, one half of the remainder due after 24 months and the balance due after 36
months, and could have been redeemed at maturity in cash or, at the Company’s option, subject to certain conditions that may not be solely under the
control of the Company, through the issuance of the number of shares of common stock determined by dividing the liquidation preference of the
preferred shares by the then average market price over the ten consecutive trading days prior to the date of conversion.  On June 23, 2007, the
remaining redeemable preferred shares of 166 were converted into 326,471 shares of common stock.  As part of this private placement the Company
was required to file a registration statement covering the shares of common stock issuable, including the conversion shares and warrant shares.  If the
effectiveness of the registration statement lapses, the Company ceases to be listed on certain specified exchanges and trading in the Company’s stock
is suspended or a change in control occurs with respect to the Company, the Company would have been required to settle redemption of the preferred
stock with cash instead of its common shares.  The private placement includes numerous provisions intended to protect these institutional investors
including a cash payment penalty of 1.0% per month of the liquidated value for the unredeemed preferred shares if the registration of the shares lapse
and until the registration again becomes effective.    The Company has not recorded any liability in connection with these liquidated damage
provisions.

Also, as part of the June 2004 private placement the Company issued five-year warrants to purchase up to 803,190 shares of the Company’s
common stock at an exercise price of $2.69 per share and five-year warrants to purchase up to 803,190 shares of the Company’s common stock at an
exercise price of $3.14 per share. The investors also received an additional investment right, for a limited period of time, to purchase 1,606,383
additional shares of common stock shares at $3.14 a share. The exercise price of the warrants is subject to adjustment if, at any time after the date the
warrants were issued, the Company issues or sells, or is deemed to have issued or sold, any shares of the Company’s common stock for per share
consideration less than the exercise price of the warrants on the date of such issuance or sale.  Accordingly, the number of common shares that will
be issued upon the exercise of the warrants cannot be predicted.  Through June 30, 2007, 125,000 warrants exercisable at $2.69 had been exercised
and 51,915 warrants exercisable at $3.14 had been exercised.  All of the additional investment rights had been exercised as of June 30, 2006. Based
on anti-dilution provisions contained within this private placement the $2.69 warrants were modified to an exercise price of $1.78 as of June 30,
2007 and the number of outstanding warrants were increased by 348,863 related to the issuance of convertible debentures and warrants in August
2006 and October 2006 and as a result of the conversion price related to these issuances.  Based on anti-dilution provisions contained within this
private placement the $3.14 warrants were also modified to an exercise price of $2.01 as of June 30, 2007 and the number of outstanding warrants
were increased by 416,532 related to the issuance of convertible debentures and warrants in August 2006 and October 2006 and as a result of the
conversion price related to these issuances.

Of the 7,550 preferred shares issued under this private placement, all shares have been redeemed as of June 30, 2007.

The terms of the five-year warrants include cash penalty provisions in the event that the Company fails to meet its obligations to deliver
registered shares to the warrant holder upon exercise and an anti-dilution provision that could result in a variable number of shares to be issued upon
warrant exercise. Additionally, the terms and conditions of the warrants provide for net settlement through cashless exercise whereby the shares
delivered to the warrant holder would be readily convertible to cash. In accordance with EITF 00-19 and given the terms and conditions of the
warrants as outlined above, the Company has classified the warrants as a liability on its balance sheet measured at fair value using the Black-Scholes
option pricing model.

The Company accounts for both the conversion options and warrants using the fair value method at the end of each quarter, with the
resultant gain or loss recognition recorded against earnings. The conversion option balance was reclassified at fair value to equity with the final
conversion of preferred stock into the Company’s common stock on June 23, 2007.  The remaining warrants are valued using the Black-Scholes
valuation model. Actual common stock price on June 23, 2007($0.50), applicable volatility rate (95%), and the period close risk-free interest rates
(4.85%) for the instrument’s contractual remaining life (2 years) (continuously compounded), are the key assumptions used in the valuation
calculation.  The result was a $112 and $750 non cash gain, for the three and six months ended June 30, 2007, respectively, and a non cash charge of
$520  and $339, respectively, for the three and six months ended June 30, 2006, respectively.  These results were included in the condensed
consolidated statements of operations with changes in fair value of derivative warrants and conversion options.

At June 30, 2007, after the fair value adjustments, the balances of the conversion option derivative liability and the warrants derivative
liability were $0 and $258, respectively.  At December 31, 2006, after the fair value adjustments, the balances of the conversion features derivative
liability and the warrants derivative liability were $11 and $997, respectively.
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7.              Accounting for Secured Convertible Debentures and Related Warrants.

On August 11, 2006, the Company completed a private placement with an institutional investor of convertible debentures in the aggregate
principal amount of $11,000.  These convertible debentures have a maturity of three years, an interest rate of 6% per annum, and are convertible at
the option of the investor into WorldGate common stock at a conversion price equal to the lesser of $1.75 per share or 90% of the average of the five
lowest daily volume weighted average closing price (“VWAP”) of the common stock during the fifteen trading days immediately preceding the
conversion date (subject to adjustment in the event of stock dividends and splits and certain distributions to stockholders, fundamental transactions,
and future dilutive equity transactions).  Interest is payable at maturity, and the Company may elect to pay the interest amount in cash or shares of
the Company’s common stock.  The Company has the intention to, and believes that it will have the financial ability to, make all required payments
on the convertible debentures when due.  As of June 30, 2007, there was $449 of accrued interest.  From August 2006 through June 30, 2007, the
investor converted $3,350 of the convertible debt into 4,069,485 shares of the Company’s common stock.  On July 12, 2007, the investors converted
an additional $328 of convertible debt into 840,000 shares of the Company’s common stock.

The Company received $6,000 ($5,615 net of transaction costs) upon the closing of the transaction on August 11, 2006 (the “First
Tranche”) and the remaining $5,000 ($4,700 net of transaction costs) was received on October 13, 2006 (the “Second Tranche”) after receiving
stockholder approval on October 11, 2006 and obtaining an effective registration of the shares of common stock issued and issuable upon conversion
of the convertible debentures in the First Tranche.  On May 18, 2007, the Company and the investor amended the terms of the secured convertible
debentures to (1) remove the investor’s ability, upon conversion of the debentures, to demand cash in lieu of shares of common stock, and (2) clarify
that the Company may issue restrictive shares if there is no effective registration statement at the time of conversion.  The terms of the convertible
debentures were amended to permit the Company to reclassify the derivative conversion option liability in the convertible debentures from debt to
equity.

The Company has the right to redeem all or any portion of the principal amount of the convertible debentures in cash at any time upon not
less than four business days notice if the closing price of its stock is less than $1.75 per share.  Such early redemption will, however, require the
Company to pay a 10% prepayment premium.   In addition, without any prepayment premium, the Company has the right to force the holder to
convert a maximum of $500 of the principal amount of the convertible debentures in any thirty day period if, in addition to certain other conditions,
for five consecutive trading days, the VWAP of the Company’s common stock is above $1.925 per share but less then $3.50 per share and the daily
trading volume exceeds 200,000 shares.  Additionally, without any prepayment penalty, the Company has the right to force the holder to convert all
or any portion of the outstanding principal and interest if, in addition to certain other conditions, the VWAP of the Company’s common stock is
greater than $3.50 per share for 30 consecutive trading days and the daily trading volume exceeds 250,000 shares for five days prior.

There are some restrictions on the holder’s right to convert the convertible debentures.  The holder could not/cannot make any conversions
below $1.75 per share (i) until the earlier of the date registered common stock can be issued pursuant to such conversion or January 1, 2007, (ii)
which would exceed $500 in principal amount in any calendar month, or (iii) which would result in the issuance of more than 840,000 shares of our
common stock per calendar month (provided that this maximum share limit will be waived by the Company unless it elects to pay the holder in cash
the difference in value between 840,000 shares and the number of shares the holder wishes to convert, up to the $500 per month conversion limit). 
On May 31, 2007, the Company waived this maximum share limit for a certain conversion of $500, and permitted the issuance of an additional
286,634 shares of common stock, in lieu of making a cash payment.  If the Company is in default under the convertible debentures, these limitations
are waived. The holder is also not restricted in making conversions at $1.75.  In no case, however may the holder convert the convertible debentures
if it would result in beneficial ownership of more than 9.99% of the Company’s outstanding common stock (though this provision can be waived by
the holder upon 65 days prior notice).  If the Company, at any time while the convertible debentures are outstanding, shall (a) pay a stock dividend
or otherwise make a distribution or distributions on shares of its common stock or any other equity or equity equivalent securities payable in shares
of common stock, (b) subdivide outstanding shares of common stock into a larger number of shares, (c) combine (including by way of reverse stock
split) outstanding shares of common stock into a smaller number of shares, or (d) issue by reclassification of shares of the common stock any shares
of capital stock of the Company, then the convertible debenture holder is entitled to have the conversion price adjusted to correspond to common
stock holders’ rights to any such stock dividend, stock split, stock combination or reclassification of shares. The $1.75 conversion price is also
subject to a weighted average dilution adjustment if the Company issues shares (apart from certain excluded issuances) of its capital stock at an
effective price of less than $1.75 per share.  The Company also granted the convertible debentures holders a security interest in all of its assets. 
Moreover, the Company is required to register the shares of common stock issuable to the investor for resale to the public pursuant to a registration
rights agreement, containing customary terms, conditions and indemnities.  The private placement includes numerous provisions intended to protect
the institutional investor, including a cash payment penalty in which the Company shall pay liquidated damages to the selling security holder in the
event that (i) a registration statement is not timely filed, (ii) a
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registration statement is not timely declared effective by the SEC or (iii) sales cannot be made pursuant to the registration statement.  Such liquidated
damages shall be equal to 1% of the liquidated value of the outstanding convertible debentures for each thirty day period in which the Company fails
to satisfy clauses (i), (ii) or (iii) above.  In no event, however, shall liquidated damages exceed 12% of the aggregate purchase price of $11,000,
which is $1,320.  Pursuant to the Amendment and Waiver, dated November 22, 2006, as amended, between the Company and the selling security
holder, the parties eliminated liquidated damages for the Company’s failure to satisfy clauses (i) and (ii) above in connection with the Second
Tranche.  The Company has recorded no liability in connection with these liquidated damage provisions.

In addition, the aggregate number of shares to be issued upon conversion, exercise of the warrants, payment for commitment shares, and
payment of liquidated damages pursuant to the registration rights agreement has been limited to 61,111,111 shares of common stock.

As part of this private placement, the Company issued to the investor 177,419 commitment shares of common stock with a fair value at
issuance of approximately $222.  The Company also issued five-year warrants to purchase a total of up to 2,595,000 shares of WorldGate common
stock, with 1,145,000 of the warrants having an exercise price of $1.85 per share (with 624,545 of these warrants issued at the closing of the First
Tranche and 520,455 warrants issued at the closing of the Second Tranche), 1,100,000 of the shares having an exercise price of $2.35 per share (with
600,000 of these warrants issued at the closing of the First Tranche and 500,000 warrants issued at the closing of the Second Tranche), and 350,000
warrants having an exercise price of $2.60 per share (with 190,909 of these warrants issued at the closing of the First Tranche and 159,091 warrants
issued at the closing of the Second Tranche).

Regarding the First Tranche, on September 8, 2006, the Company filed an initial registration statement, No. 333-137216, for 7,975,752
shares of common stock, which included 7,798,333 shares underlying the convertible debentures and 177,419 commitment shares.  This registration
statement went effective on September 19, 2006.  On June 25, 2007, the Company filed a post-effective amendment to Registration No. 333-137216,
in which the number of shares to be registered was reduced to 4,828,848.  The registration rights agreement requires that the Company maintain the
effectiveness of such registration statement until all of the securities have been sold or until they become eligible for sale pursuant to Rule 144(k). 
Failure to maintain the effectiveness of the registration statement may constitute an event of default.

Regarding the Second Tranche, on May 29, 2007, the Company filed an initial registration statement, No. 333-143323, for 22,024,248
shares of common stock, which included 19,429,248 shares underlying the convertible debentures and 2,595,000 shares issuable upon the exercise of
warrants.  The Company filed an amendment to Registration No. 333-143323 on August 6, 2007.  Among other changes, the number of shares to be
registered was reduced from 22,024,248 to 7,716,416, all of which are issuable upon the conversion of the convertible debentures.  The registration
rights agreement requires that the Company maintain the effectiveness of such registration statement until all of the securities have been sold or until
they become eligible for sale pursuant to Rule 144(k).  Pursuant to waivers granted by the purchaser of these shares, the Company was given until
May 30, 2007 to file a registration statement for these shares. Furthermore such waiver requires that any failure to file this registration statement or
to cause it to be declared effective will not result in any damages becoming due thereunder, liquated or otherwise.

Upon any liquidation, dissolution or winding up of the Company, the holder of the convertible debentures will be entitled to receive the
principal amount of the convertible debentures, together with accrued and unpaid interest, prior to any payment to the holders of the Company’s
common and preferred stock.

The terms of the warrant agreements provide for the adjustment of the exercise price and the number of shares of common stock to be
issued upon the Company’s issuance of certain securities deemed to be dilutive under the agreement.  Under certain conditions, the holder may
exercise these warrants on a cashless basis.

The market price of the Company’s common stock cannot be predicted.  Furthermore, subject to the share limitation, as discussed above,
the actual number of shares of the Company’s common stock that will be required if a conversion of the convertible debentures is made through the
issuance of common stock also cannot be predicted.  Should the Company’s requirements to issue shares under these convertible debenture
agreements exceed the share limitation, or if it is not listed or quoted for trading on at least the NASDAQ OTC Bulletin Board, the Company may be
required to settle the conversion of the convertible debentures with cash instead of its common stock.

The Company initially accounted for conversion options embedded in convertible notes in accordance with SFAS No. 133 “Accounting for
Derivative Instruments and Hedging Activities” (“SFAS 133”) and EITF 00-19 “Accounting for Derivative Financial Instruments Indexed to, and
Potentially Settled in, a Company’s Own Stock” (“EITF 00-19”)  SFAS 133 generally requires companies to bifurcate conversion options embedded
in convertible notes from their host instruments and to account for them as free standing derivative financial instruments in accordance with EITF
00-19.   EITF 00-19 states that if the conversion option requires net cash settlement in the event of circumstances that are not solely within the
Company’s
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control that they should be classified as a liability measured at fair value on the balance sheet.  On May 18, 2007, in connection with the
modification of the terms of the conversion feature, eliminating the cash settlement option, the Company reclassified the remaining $4,335 derivative
liability to equity in accordance with the provisions of EITF 06-7.

Upon the issuance date there was an insufficient number of authorized shares of Common Stock in order to permit exercise of all of the
warrants issued on August 11, 2006.   In accordance with EITF 00-19, when there are insufficient authorized shares, the obligation for the exercise
of investor warrants should be classified as liability measured at fair value on the balance sheet.   Accordingly, on August 11, 2006, the convertible
feature of the convertible debenture and the warrants were recorded as derivative liabilities of $4,446 and $1,269, respectively.  On October 11, 2006
the Company received stockholder approval to increase the authorized shares from 80,000,000 to 120,000,000.  Upon re-evaluation on October 11,
2006, the value of these warrants at October 11, 2006 was reclassified to equity at fair value in accordance with the provisions of EITF 00-19.

As of October 13, 2006, in connection with the Second Tranche, the convertible feature of the convertible debenture was recorded as a
derivative liability of $3,449 and the warrants were recorded as additional paid in capital of $230.

The Company accounts for the conversion options using the fair value method at the end of each quarter, with the resultant gain or loss
recognition recorded against earnings. The conversion option was valued at May 18, 2007, the effective date of the amendment to the convertible
debenture to remove the cash settlement option,  valued using the Black-Scholes valuation model, applying the actual common stock price on May
18, 2007 ($0.53), applicable volatility rate (97 %), and the period close risk-free interest rates ( 4.82% ) for the instrument’s remaining contractual
lives of 2.24 for the First Tranche and 2.41 years for the Second Tranche.

At the initial recording of the First Tranche issued on August 11, 2006, the sum of the fair values of the convertible feature and the
warrants, $5,714 in the aggregate, exceeded the net proceeds of $5,615.   The difference of $99 was charged to the provision for fair value
adjustment, upon issuance during the third quarter of 2006.    Accordingly, the Company recorded a discount equal to the face value of the
convertible debenture, which will be amortized using the effective interest rate method over the three year term.  The common stock issued as fees in
the transaction was recorded at a net value of $0, as there was no residual value remaining.

For the Second Tranche issued on October 13, 2006, the Company recorded a discount of $3,979, which is being amortized using the
effective interest method over the three year term.

During the three and six months ended June 30, 2007, $1,000 and $2,000 , respectively, in face value of the convertible debentures were
converted, resulting in the issuance of 1,938,744 and 2,923,206, respectively, shares of common stock.  As a result of the conversions, $999 and
$1,999 of the discount on the convertible debenture has been charged to discount amortization and approximately $318 and $1,048 of the conversion
option on the convertible debt was reclassified to additional paid in capital during the three and six months ended June 30, 2007, respectively.

For the three and six months ended June 30, 2007, the Company recorded total discount amortization of $1,185 and $2,468 , respectively,
and fair value adjustments of the conversion feature derivative liability and the warrants derivative liability resulted in gains of $924 and $1,661,
respectively.

As of June 30, 2007, the balances of the convertible debentures and the offsetting related discount were $7,650 and $6,157, respectively.

Liquidated Damages .

The Company accounts for potential registration rights liquidated damage obligations in accordance with FSP EITF 00-19-2 “Accounting
for Registration Payment Arrangements” (“FSP EITF 00-19-2”). The Company adopted this pronouncement during the quarter ended March 31,
2007. The adoption of FSP EITF 00-19-2 did not have a material impact on the Company’s condensed consolidated financial position, results of
operations or cash flows.

8.              Warranty Reserve.

The Company provides a warranty covering defects arising from the sales of its video phone product. This warranty is limited to a specific
time period. As of June 30, 2007, the Company has a reserve of $72 that is based on a percentage of
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product sales.  As of June 30, 2007, the Company has not incurred any material warranty costs related to its product. Warranty costs are charged to
cost of revenues when they are probable and reasonably estimable. While the Company believes its estimate at June 30, 2007 is reasonable and
adequate, it is subject to change based on the Company’s future sales and experience, which may require an increase or decrease in the Company’s
reserve.  During the three and six months ended June 30, 2007, the Company reduced its warranty reserve of $85 at December 31, 2006 by $5 and
$13, respectively.

9.              Commitments and Contingencies.

Leases

The Company’s current five year lease was signed on September 1, 2005 and covers 42,500 square feet at an annual rate of $11.40 per
square foot with a 3% increase annually, cancelable by either party with eight months notice, with a termination by tenant also including a six month
termination fee.  Total rent expense for each of the three months ended June 30, 2007 and 2006 amounted to approximately $163 and $159,
respectively.  For the six months ended June 30, 2007 and 2006, rent expense amounted to approximately $322 and $318, respectively.

In November 2003, the Company entered into a 60 month lease for office equipment. As of June 30, 2007, there remains a total of $8 to be
paid over the remaining period of this lease.  In October 2005, the Company entered into a 36 month lease for office equipment. As of June 30, 2007
there remains a total of $9 to be paid over the remaining period of this lease.

The future minimum commitments under non-cancelable leases for the balance of each of the fiscal years ending December 31 are as
follows:

 

(Dollars in 
Thousands)  

2007(July 1, 2007 through December 31, 2007)
 

$ 261
 

2008
 

530
 

2009
 

535
 

2010
 

363
 

Total
 

$ 1,689
  

Significant Agreements and Transactions

The Company has a current multi-year agreement with Mototech , an investor, to provide the Company with engineering and development
support. As a result of this agreement, the Company has expensed approximately $67 and $181, respectively for the three months ended June 30,
2007 and 2006, and $186 and $200, respectively, for the six months ended June 30, 2007 and 2006.  Accounts payable to this investor amounted to
$493 and $1,377 at June 30, 2007 and December 31, 2006, respectively. This agreement provides for contracted services, including hardware and
software development, and the creation and development of tools to facilitate the Company’s engineering efforts. This agreement does not provide
for ongoing royalties, purchase provisions, or for any requirement to provide additional funding to the Company.  Net revenues from operations
recognized from Mototech were approximately $4 and $2 for the three months ended June 30, 2007 and 2006, respectively, and $5 and $395,
respectively, for the six months ended June 30, 2007 and 2006.   This investor accounted for approximately 1% and 1% of the revenues for the three
months ended June 30, 2007 and 2006, respectively, and 1% and 57%, respectively, of the revenues for the six months ended June 30, 2007 and
2006.  Accounts receivable from this investor were $2 and $1, respectively, as of June 30, 2007 and December 31, 2006.

10.            Net Loss per Share (Basic and Diluted).

Basic and diluted net loss per common share is computed by dividing the net loss available to common stockholders for the period by the
weighted average number of shares of common stock outstanding during the period.  The calculation of diluted net loss per common share excludes
potential common shares if the effect is antidilutive.  Potential common shares comprise shares of common stock issuable upon the exercise of stock
options and warrants.  The number of potential common shares which would have been assumed to be converted in each of the three and six months
ended June 30, 2007 and have a dilutive effect if the Company had income from continuing operations, and if the options’ exercise price was less
than the average market price of the common shares, is 29,925,852, and for each of the three and six months ended June 30, 2007, the number of
shares is 10,937,951.
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11.            Stock Options and Warrants.

In October 2004, the Company’s stockholders approved the 2003 Equity Incentive Plan (“2003 Plan”). This plan replaced the 1996 Plan for
new grants. No additional shares were reserved for the new plan but rather all available shares under the 1996 Plan were made available for the new
plan. As with the 1996 Plan, the 2003 Plan includes the same automatic annual increase in the number of shares reserved for use with the plan equal
to the greater of 4% of the then outstanding shares of the Company’s common stock or 1,000,000 shares. In addition to ISOs and NQSOs, the 2003
Plan also provides for performance based awards and restricted stock.  At June 30, 2007, there were 10,085,730 shares reserved under these plans,
and 5,071,274 options outstanding.  During the three and six months ended June 30, 2007, there were 180,000 and 184,500, respectively, options
granted to employees, directors, and certain professional consultants.  During the three and six months ended June 30, 2007, there were no options
exercised.

At June 30, 2007 there were warrants outstanding and exercisable into 7,824,302 shares of the Company’s common stock.

12.            Equity.

The following summarizes the transactions in stockholder’s equity from January 1, 2007 through June 30, 2007:

Balance as of January 1, 2007
 

$ 2,002
 

    
Issuance of common stock

 

16
 

Issuance of common stock upon conversion of preferred stock
 

167
 

Issuance of common stock upon conversion of convertible debentures
 

2,000
 

Reclassification of conversion option liability
 

5,384
 

Non-cash stock based compensation
 

685
 

Issuance of common stock to settle accrued preferred stock dividends
 

6
 

Net accretion on preferred stock and dividends
 

(30)
Net loss for the six months ended June 30, 2007

 

(9,128)
    
Balance as of June 30, 2007

 

$ 1,102
 

 

13.            Revenue Recognition.

Revenue is recognized when persuasive evidence of an arrangement exists, the price is fixed or determinable, the collectibility is reasonably
assured, and the delivery and acceptance of the equipment has occurred or services have been rendered.  Management exercises judgment in
evaluating these factors in light of the terms and conditions of its customer contracts and other existing facts and circumstances to determine
appropriate revenue recognition. Due to the Company’s limited commercial sales history, its ability to evaluate the collectibility of customer
accounts requires significant judgment. The Company evaluates its equipment customer and service customers’ accounts for collectibility at the date
of sale and on an ongoing basis.

For the year ended December 31, 2005, and through mid February 2006, the Company had only one customer for the purchase of its
product and the agreement with this customer included several elements relevant to revenue recognition including: (a) the customer had no general
right to return the product;  (b) the customer earned warrants upon the purchase of significant video telephony units and the value of these warrants
would result in a reduction of recognized revenue (the value of these warrants has been routinely monitored by the Company and is currently deemed
to be insignificant, however, should the value of these warrants become material an offset would be made against revenues); (c) penalties are payable
to the customer if certain excessive field failure rates are exceeded;  (d) the Company and the customer share in the benefit achieved by product cost
reductions; (e) penalties are payable to the customer if the Company fails to deliver shipments on a timely basis; (f) the Company extends to the
customer a limited product warranty for a term not to exceed three years (the Company maintains a warranty reserve based upon the percentage of
product sales consistent with industry comparable failure rates and the warranty period provided by the agreement).  Beginning in mid February
2006, as a result of the termination of the General Instrument marketing and distribution agreement, the Company began selling its products to
multiple customers and now evaluates its revenue recognition policy on a customer by customer basis.

Revenues are also offset by a reserve for any price refunds and consumer rebates consistent with the EITF Issue 01-9, “Accounting for
Consideration Given by a Vendor to a Customer.”
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As an incentive to promote delivery of the units, a special product launch discount was provided by the Company to a distributor as a
quantity restricted reduction to the unit contract based price in effect.  In addition, the Company offered a forward pricing program to its former
distributor and a rebate program to consumers, as further incentives for the 2005 holiday season. These incentive programs began in the fourth
quarter of 2005 and terminated during the first quarter of 2006. Consistent with the EITF Issue 01-9, the Company has offset its revenues through a
reserve for the total estimated liability for the forward pricing program, and an estimated liability associated with the rebate program.    The forward
pricing program was terminated with the termination on February 17, 2006 of the distribution agreement with General Instruments, and this liability
was reversed and recorded as a $212 increase to the gain realized from termination of this agreement.  On March 13, 2006, the Company announced
that it was going to offer a new consumer rebate program effective April 1, 2006 and terminating June 30, 2006.  At June 30, 2007, there was no
estimated liability  associated with this rebate program.  Also, on March 13, 2006 the Company announced a price protection program for certain
retailers holding Ojo video phone inventory as of April 1, 2006.  At June 30, 2007, there was no estimated liability associated with this price
protection program.  These rebate and price protection programs were recorded as an offset against revenues for $43 and $ 35, respectively, during
the three and six months ended June 30, 2006.  During the three and six months ended June 30, 2007, the Company did not record any further offsets
against revenues for rebates and price protection.  However, with the termination of these programs in 2007, the remaining reserve for rebates and
price protection of $46 was reversed to revenues as of June 30, 2007.

From June 2006 through June 30, 2007, the Company shipped several thousand units, with a sales value of $949, to customers with a right
of return.  During the three and six months ended June 30, 2007, we shipped 357 and 509 units, respectively, with a sales value of $83 and $110,
respectively, to customers with a right of return.  The Company arranged in June 2007 to have 3,324 of the $949 non revenue units, with a value of
$695, returned to its inventory, which had no impact on the Company’s result of operations as these units were fully reserved for at the point of sale.
 These customers may exercise their right of return only if they do not sell the units to their respective customers.  Revenue for these units was
deferred as of June 30, 2007 in accordance with SFAS 48 “Revenue Recognition when a Right of Return Exists.”  The Company does expect,
however, to begin recording the sale of these units as revenue when they are sold by its customers.

As part of ending its agreement in 2006 with General Instrument, and in anticipation of WorldGate inventory requirements as a result of
taking full responsibility for product distribution, WorldGate negotiated the right to buy back about two-thirds of the units sold to General
Instrument, valued at approximately $2,765 (based upon the original sales price to General Instrument), for approximately $1,064. This is less than
half of what it would cost the Company to purchase the same inventory from its manufacturing sources.  As a result the Company recorded a reserve
for returns and reduced revenue in the amount of approximately $2,310, during the fourth quarter of 2005. In addition, the Company has recorded no
revenue for units shipped to General Instrument in 2006 and recorded a gain on termination of this agreement of approximately $1,843 during the
twelve months ended December 31, 2006 (of which $1,792 was recorded in the first quarter of 2006) as a result of the lower purchase price of the
inventory repurchased from General Instrument ($1,393, net of the cost of rework for rebranding the product and the adjustment of the inventory to
its current replacement value) and reversal of the product refund program reserve ($212) as well as an adjustment of the warranty reserve for
products repurchased ($233), both of which resulted from termination of the Company’s agreement with General Instrument.

14.            Risks and uncertainties.

The Company’s primary line of business is the development of video phone products and technology. Although the Company has realized
some revenues for the commercial sale of our product, the revenues to date have not been substantial. Given the early stage of the product and the
lack of operating history in the video phone business, it is difficult to predict the Company’s future results.

On April 28, 2004, the Company entered into a multi-year agreement with General Instrument for the worldwide development and
distribution of the Ojo personal video phone. This agreement provided for General Instrument to be WorldGate’s exclusive distributor of its
broadband video phone products and for WorldGate to be General Instrument’s exclusive supplier of its broadband video phone products.  On
February 17, 2006, the Company mutually agreed with General Instrument to end this agreement.  The ending of this agreement immediately
terminated this exclusivity for both parties, and accordingly enabled WorldGate to expand its focus in bringing Ojo to the marketplace. In addition to
its current role for development and manufacture of Ojo, WorldGate became directly responsible for the advertising, marketing, and distribution of
its products. With the ending of the agreement with General Instrument the Company depends upon distribution partners, including, for example,
wholesalers, retailers and service providers, to provide the worldwide sales and distribution of the Ojo video phone. If the Company’s partners are
not successful, or if their activities do not lead to significant sales of its product, its operating results will be adversely affected, the Company’s
revenue could be significantly reduced and the Company could lose potential customers.
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The Company also depends on relationships with third parties such as contract manufacturing companies, chip design companies and others
who may be sole source providers of key components and services critical for the product the Company is developing in its video phone business.
The components and raw materials used in the Company’s Ojo video phone product are generally available from a multitude of vendors and are
sourced based, among other factors, on reliability, price and availability.  A formal relationship with Mototech has been established for the volume
manufacture of Ojo. The Company’s agreement with Mototech allows either party to terminate the agreement with 90 days prior notice. If Mototech
or other providers of components and/or manufacturing services do not produce these components or provide their services on a timely basis, if the
components or services do not meet the Company’s specifications and quality control standards, or if the components or services are otherwise
flawed, the Company may have to delay product delivery, or recall or replace unacceptable products. In addition, such failures could damage the
Company’s reputation and could adversely affect its operating results. As a result, the Company could lose potential customers and any revenues that
it may have at that time may decline dramatically.

15.            Accounting for the Uncertainty in Income Taxes.

The Company has adopted the provisions of Financial Accounting Standards Board (“FASB”) Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109”(“FIN 48”), on January 1, 2007.  FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with SFAS No. 109, “Accounting for Income Taxes,”
and prescribes a recognition threshold and measurement process for financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return.  FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim
period, disclosure and transition.

The Company has identified its federal tax return and its state tax return in Pennsylvania as “major” tax jurisdictions, as defined.  Based on
the company’s evaluation, it has been concluded that there are no significant uncertain tax positions requiring recognition in the Company’s financial
statements.  The Company’s evaluation was performed for tax years ended 2003 through 2006, the only periods subject to examination.  The
Company believes that its income tax positions and deductions would be sustained on audit and does not anticipate any adjustments that would result
in a material change to its financial position.  In addition, the company did not record a cumulative effect adjustment related to the adoption of FIN
48.

The Company’s policy for recording interest and penalties associated with audits is to record such items as a component of income before
income taxes.  Penalties are recorded in other expense and interest paid or received is recorded in interest expense or interest income, respectively, in
the statement of operations.  There were no amounts accrued for penalties or interest as of or during the three and six months ended June 30, 2007. 
The Company does not expect its unrecognized tax benefit position to change during the next twelve months.  Management is currently unaware of
any issues under review that could result in significant payments, accruals or material deviations from its position.

16.            Geographical Data.

Financial Information Relating to Foreign and Domestic Operations and Export Sales from Continuing Operations (Dollars in Thousands)
for the three and six months ended June 30, 2007 and June 30, 2006:
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  2007  2006  

Three Months Ended June 30:
     

Net revenues by geographic area:
     

United States
 

$ 303
 

$ 181
 

Foreign (*)
 

2
 

5
 

Total
 

$ 305
 

$ 186
 

Net loss (all from United States operations)
 

$ (4,550) $ (5,091)
      
Six Months Ended June 30:

     

Net revenues by geographic area:
     

United States
 

$ 605
 

$ 291
 

Foreign (**)
 

10
 

405
 

Total
 

$ 615
 

$ 696
 

Net loss (all from United States operations)
 

$ (9,128) $ (7,726)
 

  

June 30,  
2007  

December 31,  
2006  

Identifiable assets within the United States
 

$ 6,284
 

$ 14,212
 

Identifiable foreign assets (hardware and tooling for manufacturing) in Taiwan, R.O.C.
 

$ 204
 

$ 354
  

* Net revenues for the three months ended June 30, 2007 and 2006, respectively, include net revenues primarily derived from sales to customers
located in Taiwan, R.O.C. ($2 and $2) and the United Kingdom ($0 and$3).

** Net revenues for the six months ended June 30, 2007 and 2006, respectively,  include net revenues primarily derived from sales to customers
located in Taiwan, R.O.C. ($3 and $395), Canada ($4 and $0) and the United Kingdom ($0 and $10).

17.            Registration rights – August 2005 private placement.

In August 2005, the Company sold stock and warrants totaling $17,500 which were subject to a registration rights agreement.  The
Company accounts for the registration rights agreement in accordance with FSP EITF 00-19-2.  This private placement includes numerous
provisions intended to protect these institutional investors including a cash payment penalty of 1.5% per month for the period above 120 days from
the effective date of the agreement that the shares in the transaction fail to be registered or if the registration statement ceases to be effective for more
than twenty days.  The registration statement covering the shares under this private placement was not declared effective until June 1, 2006.  Until
such time as the shares were registered the Company was subject to the penalty provision under this private placement. For the years ended
December 31, 2005 and 2006 the Company recorded and expensed related penalties of $535 and $1,114, respectively. The related unpaid penalty
accrued as of June 30, 2007 was $157.

18.            Subsequent Event.

On June 29, 2007, the Company announced that it had received notice from the staff of the NASDAQ Stock Market that they had denied
the Company’s request for continued listing on the NASDAQ Capital Market.  The Company originally received a notice from NASDAQ on April
11, 2007, stating that it was not in compliance with Marketplace Rule 4310(c)(3), which requires that the Company have a minimum of $2,500 in
stockholders’ equity or $35,000 of market value of listed securities or $500 of net income from continuing operations for the most recently
completed fiscal year or two of the three most recently completed fiscal years.  On April 17, 2007, the Staff had also notified the Company that for
the last 30 consecutive business days, the bid price of the Company’s common stock had closed below the minimum $1.00 per share requirement for
continued inclusion under Marketplace Rule 4310(c)(4).  The Company subsequently provided a plan to NASDAQ to achieve and sustain
compliance with all of the NASDAQ Capital Market listing requirements, including a time frame for completing the plan.  While the Company was
successful in reclassifying some of its debt to equity as included in the Company’s submitted plan, NASDAQ determined that this alone was not
sufficient to enable the Company to achieve and sustain compliance with Rule 4310(c)(3).  On July 5, 2007, the Company announced that the
delisting action by the NASDAQ Stock Market had been stayed pending an appeal hearing before the NASDAQ Listing Qualifications Panel,
scheduled to take place on August 9, 2007.  In an effort to comply with Rule 4310(c)(4), on July 20, 2007, the Company’s Board of Directors
approved a resolution to amend the Certificate of Incorporation to effect a 1-for-10 reverse stock split.  This resolution is subject to stockholder
approval and could be implemented at the discretion of the Company.  The Company will address the Rule 4310(c)(3) and Rule 4310(c)(4) issue at
its hearing with the NASDAQ.  The Company’s common stock will continue to be listed on the NASDAQ Capital Market pending a final written
decision by the NASDAQ Listings Qualifications Panel (the
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“Panel”) subsequent to the August 9, 2007 hearing.  There can be no assurance that the Panel will grant our request for continued listing.

On July 7, 2007, the Company entered into an agreement with T-MOBILE, USA, INC. providing for the assignment of its rights to the
Shadow trademark in exchange for a total payment of $500, and a license to continue to use the Shadow mark for a period of 24 months.

On July 12, 2007, the investors converted an additional $328 of convertible debt into 840,000 shares of the Company’s common stock.

On August 1, 2007, the Company extended to an investor group led by one of the Company’s distributors an option to purchase $10,000 of
the Company’s common stock at a price per share equal to the greater of $0.50 or the current market price, subject to a $0.65 maximum price (the
“Purchase Price”).  This option extends until December 13, 2007, but can be terminated by the Company, in its sole discretion, at any time after
August 31, 2007.  Coincident with an investment pursuant to the exercise of this option the option agreement provides for the formation and funding
of a joint venture to achieve distribution in China which will be owned 70% by WorldGate and 30% by the investor group.  The investment would
result in the grant of a five-year warrant to the investor group to purchase, at a price equal to 120% of the Purchase Price, that number of additional
shares of the Company’s common stock equal to 85% of the number of shares originally purchased. The investment would also result in the grant to
the investor group of a five-year warrant to purchase, at a price equal to 120% of the Purchase Price, up to 28,500,000 additional shares of common
stock.  This second warrant however, vests on a prorata basis through the purchase of the Company’s products by the joint venture during its first
year of operations, based upon purchase milestones, which are in increments of 100,000 units, up to one million units.  There can be no assurance
that this option will be exercised, or if it is exercised, that the transaction will receive any necessary approval by the shareholders and be completed.

ITEM 2.   MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS (Dollar amounts contained in this Item 2 are in thousands, except for per share amounts)

FORWARD-LOOKING AND CAUTIONARY STATEMENTS

From time to time, we may make written or oral forward-looking statements, including those contained in the following Management’s
Discussion and Analysis of Financial Condition and Results of Operations.  The words “estimate,” “project,” “believe,” “intend,” “expect,” and
similar expressions are intended to identify forward-looking statements, although not all forward-looking statements contain these identifying
words.  In order to take advantage of the “safe harbor” provisions of the Private Securities Litigation Reform Act of 1995, we are hereby identifying
certain important factors that could cause our actual results, performance or achievement to differ materially from those that may be contained in or
implied by any forward-looking statement made by or on our behalf.  The factors, individually or in the aggregate, that could cause such
forward-looking statements not to be realized include, without limitation, the following: (1) difficulty in developing and implementing marketing and
business plans, (2) industry competition factors and other uncertainty that a market for our products will develop, (3) challenges associated with
distribution channels, including both the retail distribution channel and HSD operators (e.g., uncertainty that they will offer our products, inability to
predict the manner in which they will market and price our products and existence of potential conflicts of interests and contractual limitations
impeding their ability to offer our products), (4) continued losses, (5) difficulty or inability to raise additional financing on terms acceptable to us, (6)
departure of one or more key persons, (7) delisting of our common stock from the NASDAQ Capital Market, (8) changes in regulatory requirements,
and (9) other risks identified in our filings with the Securities and Exchange Commission.  We caution you that the foregoing list of important factors
is not intended to be, and is not, exhaustive.  We do not undertake to update any forward-looking statement that may be made from time to time by
or on our behalf.

Results of Operations:

General

Our video phone business has not produced significant revenues to date.  The extent and timing of future revenues for our business depends
on several factors, including the rate of market acceptance of our products and the degree of competition from similar products.  We cannot predict
to what extent our video phone product will produce revenues, or when, or if, we will reach profitability.
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On April 28, 2004, we entered into a multi-year agreement with General Instrument Corporation d/b/a the Connected Home Solutions Business
of Motorola, Inc. (“General Instrument”) for the worldwide development and distribution of the Ojo personal video phone. This agreement provided
for General Instrument to be the exclusive distributor of our broadband video phone products and for us to be the exclusive supplier of General
Instrument’s broadband video phone products.  On February 17, 2006, we mutually agreed with General Instrument to end this agreement.  The end
of this agreement immediately terminated exclusivity for both parties.  As a result, in addition to our preexisting role for development and
manufacture of Ojo, we have direct responsibility and control for the advertising, marketing, and distribution of our products.  Under our agreement
with General Instrument, we had been active in marketing and promoting our products, and working with General Instrument to distribute Ojo. We
have continued the rollout of Ojo using many of the same distributors, retailers and service providers, and have subsequently expanded distribution
to service providers and retailers around the world.

During the operation of our current video phone business, we have not been able to reach profitability and have generated significant losses.
As a result, a report issued by our independent registered public accounting firm for the year ended December 31, 2006 includes an explanatory
paragraph stating that we have suffered recurring losses from operations and had an accumulated deficit of $247 million as of December 31, 2006
that raises substantial doubt about our ability to continue as a going concern. Our net losses available to common stockholders for the fiscal years
ended December 31, 2004, 2005 and 2006 were approximately $20,376, $10,773 and $17,714 respectively. No assurances can be given that either
our history of losses or our auditors’ substantial doubt about our ability to continue as a going concern will be remedied by the continued rollout of
our new video phone product line or that our business will continue to operate as a going concern.

Critical Accounting Policies and Estimates.

Our condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United
States.  These generally accepted accounting principles require 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 net revenues
and expenses during the reporting period.  Actual results could differ from those estimates.

Our significant accounting policies are described in the notes to the consolidated financial statements included in our annual report on Form
10-K.  Judgments and estimates of uncertainties are required in applying our accounting policies in many areas.  Following are some of the areas
requiring significant judgments and estimates:  revenue recognition, accounts receivable, inventory, cash flow and valuation assumptions in
performing asset impairment tests of long-lived assets, income taxes, stock based compensation,value of redeemable preferred stock, convertible
debentures and related warrants and conversion options.  Management has discussed the development and selection of these policies with the Audit
Committee of  our Board of Directors, and the Audit Committee of the Board of Directors has reviewed our disclosures of these policies.  There have
been no material changes to the critical accounting policies or estimates reported in the Management’s Discussion and Analysis section of the
audited financial statements for the year ended December 31, 2006 as filed with the Securities and Exchange Commission.

Three and Six Months Ended June 30, 2007 and June 30, 2006.

Revenues.

Net revenues for the three and six months ended June 30, 2007 were $305 and $615, respectively, primarily reflecting the  product and service
revenues from our direct distribution of the Ojo product.  The product revenues represent deliveries of video phones.  For the three months ended
June 30, 2007 and June 30, 2006, product revenues were $192 and $122, respectively.  For the six months ended June 30, 2007 and June 30, 2006,
product revenues were $391 and $590, respectively.  The increase of $70, or 57%, in product revenues during the three months ended June 30, 2007,
with respect to the comparable period in 2006, primarily reflects increased product shipments to retailers and retail customers.  The reduction of
$199, or 34%, in product revenues during the six months ended June 30, 2007, with respect to the comparable period in 2006, primarily reflects
reduced product shipments to service providers partially offset by increased product shipments to retailers and retail customers.  Also, from June
2006 through June 30, 2007 we shipped several thousand units, with a sales value of $949, to customers with a right of return should the units not be
sold through to their customer.  Revenue for these units were deferred as of June 30, 2007 in accordance with FAS 48 “Revenue Recognition when a
Right of Return Exists.”   We arranged in June 2007 to have $695 of the $949 non revenue units returned to our inventory.  We do expect, however,
to begin recording the remainder of these shipments as revenue as and when these units are sold by our customers.  The service revenues represent
service required for the video phone operations over the customer’s internet connection.  For the three months ended June 30, 2007 and June 30,
2006, service revenues were $113 and $64, respectively.  For the six months ended June 30, 2007 and June
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30, 2006, service revenues were $224 and $106, respectively.  The increase in monthly recurring service revenues of $49, or 77%, for the three
months ended June 30, 2007, and $118, or 111%, for the six months ended June 30, 2007, compared to the respective three and six months ended
June 30, 2006, reflects the monthly revenue from accumulating video phones purchased then activated for the service required for the video phones
operations over the customer’s internet connection.

  During the three and six month periods ended June 30, 2007 and June 30, 2006, we provided forward pricing discounts to retailers and certain
service operators in order to help promote distribution and consumer purchases.  In the case of retail sales, we expect that recurring revenues from
service fees will offset any loss on the sale of the product.  This forward pricing, coupled with inventory adjustments for lower market valuations,
has resulted in a net margin loss for the three and six months ended June 30, 2007 of $177 and $216, respectively, and a net margin loss for the three
and six months ended June 30, 2006 of $553 and $485, respectively.

As part of ending our agreement with General Instrument during the first quarter of 2006, and in anticipation of our inventory requirements as a
result of taking full responsibility for product distribution, we negotiated the right to buy back about two-thirds of the units sold to General
Instrument, valued at approximately $2,765 (based upon the original sales price to General Instrument), for approximately $1,064. This is less than
half of what it would cost us to purchase the same inventory from its manufacturing sources.  As a result we recorded a reserve for returns and
reduced revenue in the amount of approximately $2,310 during the fourth quarter of 2005. In addition we recorded no revenue for units shipped to
General Instrument in the three months ended March 31, 2006 and recorded a gain on termination of this agreement of approximately $1,792 for the
three months ended March 31, 2006, increased to $1,843 for the twelve months ended December 31, 2006, as a result of the lower purchase price of
this inventory (net of the cost of rework for rebranding the product).

Costs and Expenses .

Cost of Revenues . Cost of revenues, consists of product and delivery costs relating to the deliveries of video phones.  For the three months
ended June 30, 2007 and June 30, 2006, the cost of revenues was $482 and $739, respectively.  For the six months ended June 30, 2007 and June 30,
2006, the cost of revenues was $831 and $1,181, respectively.  Included in these costs for the three and six months ended June 30, 2007 were
inventory adjustments for the lower of cost or market valuations of $277 and $293, respectively.  For the three and six months ended June 30, 2006,
these inventory adjustments were $490 and $490, respectively.  These reductions from inventory adjustments in 2007, when compared to 2006,
primarily accounted for the reduction in the cost for these revenues.

Engineering and Development .  Engineering and development expenses primarily consist of compensation, and the cost of design,
programming, testing, documentation and support of our video phone product.  Engineering and development costs were $1,676 for the three months
ended June 30, 2007, compared with $1,540 for the three months ended June 30, 2006.  Engineering and development costs were $3,462 for the six
months ended June 30, 2007, compared with $2,994 for the six months ended June 30, 2006.  This increase of $136, or 9%, for the three months
ended June 30, 2007, and $468,or 16%, for the six months ended June 30, 2007, when compared to the same periods in 2006,  reflects our increased
engineering staff, and related costs, for the further and continuing development of its video phone product.

Sales and Marketing .  Sales and marketing expenses consist primarily of compensation (which includes compensation to manufacturer’s
representatives and distributors), attendance at conferences and trade shows, travel costs, advertising, promotions and other marketing programs
(which include expenditures for co-op advertising and new market development) related to the continued introduction of our video phone product. 
Sales and marketing costs were $869 for the three months ended June 30, 2007, compared with $548 for the three months ended June 30, 2006. 
Sales and marketing costs were $1,990 for the six months ended June 30, 2007, compared with $1,201 for the three months ended June 30, 2006. 
This increase of $321, or 59%, for the three months ended June 30, 2007, and $789, or 66%, for the six months ended June 30, 2007, reflects the
increase in advertising, related marketing and promotional expenditures and a $300 non-cash stock based consulting fee associated with the
marketing of our video phone product, issued in the form of 375,737 shares of common stock and 100,000 common stock options.

General and Administrative .  General and administrative expenses consist primarily of expenditures for administration, office and facility
operations, as well as finance and general management activities, including legal, accounting and professional fees.  General and administrative
expenses were $1,439 for the three months ended June 30, 2007, compared with $1,846 for the three months ended June 30, 2006. These expenses
were $2,956 for the six months ended June 30, 2007, compared with $4,369 for the six months ended June 30, 2006.  This decrease of $407, or 22%,
for the three months ended June 30, 2007, and $1,413, or 32%, for the six months ended June 30, 2007, is primarily attributable to reduced
expenditures during the three and six months ended June 30, 2007 for financial and legal fees of $201 and $369, respectively, and an
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expenditure of $599 and $1,387, respectively, recorded in the three and six months ended June 30, 2006 relating to certain penalties associated with
a previous financing.  There were no penalties recorded during the first six months of 2007.

Interest and Other Income and Interest Expense .  Interest and other income consists of interest earned on cash and cash equivalents.
Interest expense of $120 and $256, respectively, for the three and six months ended June 30, 2007,  primarily consists of accrued interest on the
convertible debentures issued on August 11, 2006 and October 13, 2006 (see Note 7 to our condensed consolidated financial statements for the three
and six months ended June 30, 2007).  Interest and other income decreased from $100 for the three months ended June 30, 2006 to $45 for the three
months ended June 30, 2007, and from $233 for the six months ended June 30, 2006 to $143 for the six months ended June 30, 2007, primarily due
to lower average levels of invested funds during the first six months of 2007 compared to the same period in 2006.  During the three months ended
June 30, 2007 and 2006, we earned interest on its average cash balances which approximated $3,579 and $8,844, respectively, and for the six months
ended June 30, 2007 and 2006, the interest earned on its average cash balances approximated $5,713 and $11,186, respectively.

Income Taxes .  We have incurred net operating losses since inception and accordingly had no current income tax provision and have not
recorded any income tax benefit for those losses, since realization of such benefit is currently uncertain.

Non Cash Change in Fair Value of Derivative Warrants and Conversion Options. For the three months ended June 30, 2007 and June 30,
2006, the non cash change in fair value of derivative warrants and conversion of options was a gain of $1,036 and a loss of $520, respectively.  For
the six months ended June 30, 2007 and June 30, 2006, the non cash change in fair value of derivative warrants and conversion of options was a gain
of $2,411 and a loss of $339, respectively. These fair value adjustments are primarily a result of changes in our common stock price at each reporting
period related to our June 2004 private placement of our Series A Convertible Preferred Stock and Warrants and our August 11, 2006 and October
13, 2006 private placements of secured Convertible Debentures and Warrants.

Amortization of Debt Discount .  For the three and six months ended June 30, 2007 the amortization of the debt discount was $1,185 and
$2,468, respectively, relating to the August 11, 2006 and October 13, 2006 private placements of secured Convertible Debentures.  During the three
and six months ended June 30, 2007, the amortization of debt discount reflected $999 and $1,999 of converted debentures and $186 and $469 of
discount amortization, respectively.  This discount, at the time of completion of this private placement on August 11, 2006, was initially recorded for
$4,446, and the discount for the October 13, 2006 convertible debenture issuance was initially recorded as $3,979.  These discounts will be
amortized using  the effective interest rate method over the three year term of the convertible debentures (see Note 7 to our condensed consolidated
financial statements for the three and six months ended June 30, 2007).

Liquidity and Capital Resources.

As of June 30, 2007, our primary source of liquidity consisted of cash and cash equivalents that are highly liquid, are of high quality
investment grade and have original maturities of less than three months.

As of June 30, 2007, we had cash and cash equivalents of $2,651 as compared to cash and equivalents of $10,067 as of December 31,
2006.  Net cash used in operating activities was $2,323 and $3,210, respectively, for the three months ended June 30, 2007 and 2006.  Net cash used
in operating activities was $7,377 and $8,808, respectively, for the six months ended June 30, 2007 and 2006. This decrease in net cash used in
operating activities was primarily attributable to our decrease in operating expenses during the three and six months ended June 30, 2007 compared
to the same periods in 2006, related primarily to a reduction of expenditures relating to legal and financial services of $201and $369, respectively,
and a $480 expenditure during the first quarter of 2006 for repurchased products previously sold to General Instrument totaling $1,064, which
included the offset of $584 of our accounts receivables.  Bad debt expense was recorded for the three and six months ended June 30, 2007 of $25
and $25, respectively.  No bad debt expense was recorded for the three and six months ended June 30, 2006.

Cash used for investing activities was primarily a result of investments in equipment for product development and manufacture as well as
general administrative and project management purposes.   For the three and six month periods ending June 30, 2007, such investments were $16
and $54, respectively.  For the three and six month periods ending June 30 2006, such investments were $58 and $250, respectively.

Cash provided by financing activities during the three and six months ended June 30, 2007 was primarily the result of employee stock
purchases under our 2001 Employee Stock Purchase Plan.  Total cash provided by financing activities in three and six months ended June 30, 2007
was $6 and $15, respectively, compared to $7 and $13, respectively, during the same periods in 2006.
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Operations and Liquidity.

To date, we have funded operations primarily through multiple private sales of equity securities, through the issuance of convertible
debentures and through an initial public offering of common stock in April 1999. The financing secured on August 11, 2006 (see Note 7 to our
condensed consolidated financial statements for the three and six months ended June 30, 2007)  has added long term debt to the balance sheet and we
have pledged substantially all of our assets as collateral.  We continue to evaluate the possibilities to obtain further additional financing through
public or private equity or debt offerings, bank debt financing, asset securitizations, or from other sources. In July 2007, we entered into a six month
exclusive engagement with an investment banker to assist us with this process.  We have also granted a limited duration option to one of our product
distributors to participate in a private placement, potentially providing additional funds to the Company.  Such additional financing would be subject
to the risk of availability, may be dilutive to our stockholders, or could impose restrictions on operating activities. If the Company is unable to obtain
sufficient funds the Company may reduce the size of its organization or suspend operations which could have a material adverse impact on its
business prospects.

On June 29, 2007, we announced that we had received notice from the staff of the NASDAQ Stock Market that they had denied our request
for continued listing on the NASDAQ Capital Market.  We originally received a notice from NASDAQ on April 11, 2007, stating that we were not
in compliance with Marketplace Rule 4310(c)(3), which requires that we have a minimum of $2,500 in stockholders’ equity or $35,000 of market
value of listed securities or $500 of net income from continuing operations for the most recently completed fiscal year or two of the three most
recently completed fiscal years. On April 17, 2007, the Staff had also notified the Company that for the last 30 consecutive business days, the bid
price of the Company’s common stock had closed below the minimum $1.00 per share requirement for continued inclusion under Marketplace Rule
4310(c)(4).  We subsequently provided a plan to NASDAQ to achieve and sustain compliance with all of the NASDAQ Capital Market listing
requirements, including a time frame for completing the plan.  While we were successful in reclassifying some of our debt to equity as included in
our submitted plan, NASDAQ determined that this alone was not sufficient to enable us to achieve and sustain compliance with Rule 4310(c)(3).  On
July 5, 2007, we announced that the delisting action by the NASDAQ Stock Market had been stayed pending an appeal hearing before the NASDAQ
Listing Qualifications Panel, scheduled to take place on August 9, 2007.  In an effort to comply with Rule 4310(c)(4), on July 20, 2007, the
Company’s Board of Directors approved a resolution to amend the Certificate of Incorporation to effect a 1-for-10 reverse stock split.  This
resolution is subject to stockholder approval and could be implemented at the discretion of the Company.  We will address the Rule 4310(c)(3) and
Rule 4310(c)(4) issue at the Hearing.  Our common stock will continue to be listed on the NASDAQ Capital Market pending a final written decision
by the NASDAQ Listings Qualifications Panel (the “Panel”) subsequent to the August 9, 2007 hearing.  There can be no assurance that the Panel
will grant our request for continued listing.

The report of the independent registered public accounting firm for the year ended December 31, 2006 includes an explanatory paragraph
stating that we have suffered recurring losses from operations and had an accumulated deficit of $246,806, and that these issues raised substantial
doubt about our  ability to continue as a going concern. Our short term cash requirements and obligations include inventory, accounts payable and
capital expenditures from continuing operations and operating expenses.   In addition, the August 2005 private placement includes cash payment
penalties of 1.5% per month for the period that the shares in the transaction fail to be registered. The Registration Statement covering the shares
under this private placement was not declared effective until June 1, 2006.  Until such time as the shares were registered we were subject to the
penalty provision under this private placement. For the three and six months ended June 30, 2007, we recorded and expensed related penalties of $0
and $0, respectively.  For the three and six months ended June 30, 2006, we recorded and expensed related penalties of $599 and $1,387,
respectively.  The related unpaid penalties accrued as of June 30, 2007 and December 31, 2006 was $157.  On July 25, 2006, we amended the terms
of the additional investment right that was granted to an investor as part of the August 2005 private placement, with respect to a portion of shares of
common stock purchasable thereunder and agreed to apply $158 of accrued penalties towards the exercise price of such amended additional
investment right, for the purchase of 129,950 shares of common stock. The penalties had accrued with respect to our inability to register the shares
acquired by such investor in the private placement within 120 days of the transaction.  In consideration for this amendment and application of the
exercise proceeds the investor agreed to forego any cash payment of the penalties other than as available through the proceeds of the exercise of the
amended investment right and to grant us a release of all claims relating to the late registration of the private placement shares, other than the
aforesaid penalties.  The amended additional investment right provides that the investor thereof may purchase the 129,950 shares of common stock
for a period of 760 days beginning June 1, 2006 for an exercise price of $1.515 per share.  The terms of the additional investment rights with respect
to the remaining 1,424,050 shares of common stock purchasable thereunder remain unchanged.  On July 26, 2006 this investor exercised the
additional investment right for 129,950 shares.  On July 31, 2006 the amended additional investment right with respect to the remaining 1,424,050
shares of common stock expired.   On December 12, 2006 we amended the terms of the warrants that were granted to an investor as part of the
August 2005 private placement, with respect to a portion of shares of common stock purchasable thereunder and agreed to apply $315 of accrued
penalties towards the exercise price of such amended warrants, for the purchase of 279,255 shares of common stock. In addition, the exercise price
of 47,412 of the warrants was changed to $1.41 per share.  The penalties had accrued with respect to our inability to register the shares acquired
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by such investor in the private placement within 120 days of the transaction.  In consideration for this amendment and application of the exercise
proceeds the investor agreed to forego any cash payment of the penalties other than as available through the proceeds of the exercise of the amended
warrant and to grant to us a release of all claims relating to the late registration of the private placement shares, other than the aforesaid penalties. 
The amended warrants provide that the investor thereof may purchase the 326,667 shares of common stock for a period of 1,330 days beginning
December 12, 2006 for an exercise price of $1.41 per share.  The terms of the warrants with respect to the remaining shares of common stock
purchasable thereunder remain unchanged.  On December 19, 2006 this investor exercised the warrants for the purchase of 279,255 shares.

The ending of the General Instrument agreement on February 17, 2006 placed additional cash burdens on us and impacted our cash
requirements and usage.  As part of ending its agreement with General Instrument, and in anticipation of our inventory requirements as a result of
taking full responsibility for product distribution, we negotiated the right to buy back about two-thirds of the units sold to General Instrument, valued
at approximately $2,765 (based upon the original sales price to General Instrument), for approximately $1,064. This is less than half of what it would
cost us to purchase the same inventory from its manufacturing sources.  For more details, refer to Note 2 to our condensed consolidated financial
statements for the three and six months ended June 30, 2007.

Management expects, based on our internal forecasts and assumptions including among others, assumptions regarding our short term cash
requirements and our projected revenue resulting from sales, that we have sufficient cash on hand to meet our obligations well into the third quarter
of 2007. As shown in the accompanying consolidated financial statements, we have incurred recurring net losses and have an accumulated deficit of
$255,965 as of June 30, 2007.  These factors raise substantial doubt about our ability to continue as a going concern. The financial statements do not
include any adjustments relating to the recoverability of recorded assets or the classification of liabilities that might be necessary should we be
unable to continue as a going concern.  Additionally, as needed, the Company plans to generate cash by turning to the capital markets for further
funding.

Our ability to generate cash is dependent upon the sale of our Ojo product and on obtaining cash through capital markets.  We began
generating revenue from commercial shipment of our Ojo product in April 2005 and we expect revenues to increase as the product continues to roll
out to the marketplace. Depending on the ramp up of sales and the achievable margins, the increased level of sales activity should have a positive
impact on our cash flows from operations, which will support our ability to meet our cash requirements in the long term. Given that our video phone
business involves the development of a new product line with no market penetration, in an underdeveloped market sector, no assurances can be
given that sufficient sales, if any, will materialize. During the three and six months ended June 30, 2007, we provided forward pricing discounts to
retailers  and certain service operator sales in order to help promote distribution and consumer purchases.  In the case of retail sales, we expect that
recurring revenues from service fees will offset any loss on the sale of the product.  This forward pricing, coupled with inventory adjustments for
obsolescence and lower market valuations, has resulted in a net margin loss for the three and six months ended June 30, 2007 of $177 and $216,
respectively.

We, however, remain hopeful that sufficient sales will materialize and/or that sufficient funding can be developed through ongoing
operations or further additional financings to continue our operations beyond 2007.

Our long term cash requirement obligations are primarily comprised of the items noted above and the financing secured on August 11, 2006
and October 13, 2006 (see Note 7 to our condensed consolidated financial statements for the three and six months ended June 30, 2007).
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ITEM 3.   QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Interest Rate Risk.  Our exposure to market risk related to changes in interest rates relates primarily to our investment portfolio.  We invest
in instruments that meet high credit quality standards, and we limit the amount of credit exposure with respect to any one issue, issuer and type of
investment.

As of June 30, 2007, the Company’s cash and cash equivalents were $2,651, which were comprised of securities having a maturity of less
than three months.  Due to the average maturity and conservative nature of our investment portfolio, management believes a sudden change in
interest rates would not have a material effect on the value of the portfolio. Management estimates that had the average yield of our investments
decreased by 100 basis points, our interest income for the three months ended June 30, 2007 would have decreased by approximately $37. This
estimate assumes that the decrease occurred on the first day of 2007 and reduced the yield of each investment instrument by 100 basis points.  The
impact on our future interest income of future changes in investment yields will depend largely on our total investments.

Foreign Currency Exchange Risk.  Although we transact business in various foreign countries substantially all of our revenues and costs to
date have been denominated in U.S. dollars.  Although our agreement with Mototech, Inc. (not an affiliate of General Instruments or Motorola), our
contract manufacturer in Taiwan, is denominated in U.S. dollars, their material acquisition costs are subject to exchange rate changes that could
impact our product costs.

ITEM 4.     CONTROLS AND PROCEDURES.

We maintain disclosure controls and procedures (as defined in Exchange Act Rule 13a-15(e) and 15d-15(e))  that are designed to ensure
that information required to be disclosed in reports that we file or submit under the Securities Exchange Act of 1934 is recorded, processed,
summarized, and reported within the time periods specified in the Securities and Exchange Commission’s rules and forms, and that such information
is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow
timely decisions regarding the required disclosures. In designing and evaluating the disclosure controls and procedures, we recognize that any
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives.

As previously reported in our Form 10-K for the year ended December 31, 2006, we identified material weaknesses with respect to the
Company’s application of GAAP with regard to the recording of inventory at the lower of cost or market value.  To address the material weakness
related to the application of GAAP with regard to the recording of inventory at the lower of cost or market value the Company implemented a
detailed closing procedure which analyzes the inventory regarding its carrying cost at closing compared to its actual unit selling prices realized
during the current period reported, and subsequent to the reported closing date, to ensure that period ending inventory is properly reported,
documented and is consistent with GAAP.

We carried out an evaluation, under the supervision and with the participation of management, including our Chief Executive Officer and
Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures as of June 30, 2007.  As a result of
the actions taken with respect to the Company’s application of GAAP with regard to the recording of inventory at the lower of cost or market value,
the Chief Executive Officer and Chief Financial Officer concluded that as of June 30, 2007, we no longer have a material weakness (as defined
under standards established by the Public Company Accounting Oversight Board)  that exists with respect to the Company’s application of GAAP
with regard to the recording of inventory at the lower of cost or market value and our disclosure controls and procedures are designed and were
effective in ensuring that the information required to be disclosed by our Company in the reports that we file and submit under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the Commission’s rules and forms.

Other than the above noted change in control procedure during the first six months of 2007, there has been no other changes in our internal
control over financial reporting that occurred during the three and six months ended June 30, 2007 that have materially affected, or are reasonably
likely to materially affect, our internal control over financial reporting.  The Company is also implementing a financial system that it believes will
improve the internal control over financial reporting and will eliminate any identified deficiencies.
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PART II. OTHER INFORMATION

ITEM 1.   LEGAL PROCEEDINGS.

None.

ITEM 1A.  RISK FACTORS

There are no material changes from the risk factors previously disclosed in our annual report on Form 10-K for the fiscal year ended
December 31, 2006 in response to Item 1A of Form 10-K.

Our common stock is currently listed on the NASDAQ Capital Market, which has requirements for the continued listing of stock.  On
April 11, 2007, the Company received a notice from the staff of the Nasdaq Stock Market (the “Staff”) stating that the Company does not comply
with Marketplace Rule 4310(c)(3) (the “Rule”).  The Rule requires the Company to have a minimum of $2,500,000 in stockholders’ equity or
$35,000,000 market value of listed securities or $500,000 of net income from continuing operations for the most recently completed fiscal year or
two of the three most recently completed fiscal years.  The Staff requested in this notice that the Company provide the Staff with the Company’s
specific plan to achieve and sustain compliance with all of The Nasdaq Capital Market listing requirements, including the time frame for completion
of the plan.  The Company subsequently provided the Staff with its plan to regain and maintain compliance with the Rule (the “Submission”).   On
June 25, 2007, the Company received a notice from the Staff stating that, based on the Staff’s review, the Submission and subsequent conversations
with the Company, the Staff had determined to deny the Company’s request for continued listing on the Nasdaq Capital Market because the
Company has not provided an adequate definitive plan to regain compliance with the Rule and sustain compliance over an extended period of time
(the “Staff Determination”).  The Company has filed an appeal of the Staff Determination by requesting a hearing (the “Hearing”) before a Nasdaq
Listing Qualifications Panel (the “Panel”), which has stayed the delisting and suspension of trading the Company’s common stock.  The Hearing will
occur on August 9, 2007.  There can be no assurance that the Panel will grant the Company’s request for continued listing.

On April 17, 2007, the Staff had also notified the Company that for the last 30 consecutive business days, the bid price of the Company’s
common stock had closed below the minimum $1.00 per share requirement for continued inclusion under Marketplace Rule 4310(c)(4).  In an effort
to comply with Rule 4310(c)(4), on July 20, 2007, the Company’s Board of Directors approved a resolution to amend the Certificate of
Incorporation to effect a 1-for-10 reverse stock split.  This resolution is subject to stockholder approval and could be implemented at the discretion of
the Company.  The Company will address the Rule 4310(c)(3) and Rule 4310(c)(4) issue at the Hearing.

If our shares are delisted from the NASDAQ Capital Market, they are likely to become subject to the SEC penny stock rules, which could
adversely affect the market liquidity of our common stock. These rules impose additional sales practice requirements on broker-dealers that sell
low-priced securities to persons other than established customers and institutional accredited investors; and require the delivery of a disclosure
schedule explaining the nature and risks of the penny stock market. As a result, the ability or willingness of broker-dealers to sell or make a market
in our common stock might decline, and you could find it more difficult to sell your stock.

ITEM 2.  UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

As disclosed in our quarterly report on Form 10-Q for the quarterly period ended June 30, 2006, we entered into a purchase agreement with
an institutional investor on August 11, 2006 pursuant to which we issued a convertible debenture in the principal amount of $6,000,000 to the
investor.  For the three and six months ended June 30, 2007, the investor converted $1,000,000 and $2,000,000, respectively, of this convertible debt
into 1,938,744 and 2,923,206 shares, respectively, of the Company’s common stock.  In July 2007, the investor converted an additional $328,000 of
convertible debt into 840,000 shares of the Company’s common stock.

The shares issued upon conversion of the convertible debenture were issued in reliance upon the exemption from the registration
requirements of the Securities Act of 1933 afforded to transactions not involving a public offering by Section 4(2) of that Act and Rule 506
thereunder.  On October 11, 2006, an effective registration was obtained for the shares of common stock issued and issuable upon conversion of this
debenture.
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ITEM 3.  DEFAULTS UPON SENIOR SECURITIES.

None.

ITEM 4.   SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

None.

ITEM 5.  OTHER INFORMATION.

None.

ITEM 6.  EXHIBITS.

The following is a list of exhibits filed as part of this report on Form 10-Q.  Where so indicated by footnote, exhibits that were previously
filed are incorporated by reference.  For exhibits incorporated by reference, the location of the exhibit in the previous filing is indicated
parenthetically except in those situations where the exhibit number was the same as set forth below.

Exhlibit  Description
3.1

 

Amended and Restated Certificate of Incorporation (2)
3.2

 

Amended and Restated Bylaws (1)
3.3

 

Certificate of Amendment to Certificate of Incorporation, dated October 18, 2004 (2)
3.4

 

Certificate of Designations, Preferences and Rights of the Series A Convertible Preferred Stock of the Company dated June 23, 2004
(2)

4.1
 

Securities Purchase Agreement, dated as of August 11, 2006, by and among the Company and Cornell Capital Partners, LP (3)
4.2

 

Investor Registration Rights Agreement, dated August 11, 2006, by and among the Company and Cornell Capital Partners, LP (3)
4.3

 

Amended and Restated Secured Convertible Debenture issued by the Company to Cornell Capital Partners, LP pursuant to the
Securities Purchase Agreement, dated May 18, 2007 (4)

31.1
 

Certification of Chief Executive Officer Pursuant to Rule 13a-14(a)*
31.2

 

Certification of Chief Financial Officer Pursuant to Rule 13a-14(a)*
32.1

 

Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as adopted by Section 906 of the Sarbanes-Oxley Act of
2002*

32.2
 

Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as adopted by Section 906 of the Sarbanes-Oxley Act of
2002*

 

* Filed herewith
(1) Incorporated by reference to the exhibits to our Form 10-Q Report for the quarter ended March 31, 1999, as filed on May 28, 1999.
(2) Incorporated by reference to the exhibits to our Form 10-Q Report for the quarter ended September 30, 2004, as filed on November 17, 2004.
(3) Incorporated by reference to the exhibits to our Form 10-Q Report for the quarter ended June 30, 2006 as filed on August 14, 2006.
(4)  Incorporated by reference to the exhibits to our Form 8-K filed May 24, 2007.
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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.

 
 

WORLDGATE COMMUNICATIONS, INC.
 

     
     
Dated: August 9, 2007 /s/ Hal M. Krisbergh

  

  

Hal M. Krisbergh
  

  

Chairman and Chief Executive Officer
  

  

(Principal Executive Officer)
  

     
     
Dated: August 9, 2007 /s/ Joel Boyarski

  

  

Joel Boyarski
 

  

Vice President and Chief Financial Officer
 

  

(Principal Financial and Accounting Officer)
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Exhibit 31.1

CERTIFICATION

I, Hal M. Krisbergh, certify that:

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

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

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

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

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

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

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

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

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

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

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

Dated:
 

August 9 , 2007
 

/s/ HAL M. KRISBERGH
     

Hal M. Krisbergh
    

Chief Executive Officer
    

(Principal Executive Officer)
 



Exhibit 31.2

CERTIFICATION

I, Joel Boyarski, certify that:

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

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

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

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

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

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

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

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

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

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

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

Dated:
 

August 9, 2007
 

/s/ JOEL BOYARSKI
     

Joel Boyarski
    

Chief Financial Officer
    

(Principal Financial and Accounting Officer)
 



Exhibit 32.1

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of Sarbanes-Oxley Act of 2002

I, Hal M. Krisbergh, the Principal Executive Officer of WorldGate Communications, Inc., hereby certify, pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Form 10-Q of WorldGate Communications, Inc., for the quarterly period ended June 30, 2007, which this
certification accompanies, fully complies with requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or
78o(d)) and information contained in the June 30, 2007 Form 10-Q fairly presents, in all material respects, the financial condition and results of
operations of WorldGate Communications, Inc.

A signed original of this written statement required by Section 906 has been provided to WorldGate and will be retained by WorldGate and
furnished to the Securities and Exchange Commission or its staff upon request.

Dated: August 9, 2007
 

/s/ HAL M. KRISBERGH
  

Hal M. Krisbergh
  

Chief Executive Officer
  

(Principal Executive Officer)
 



Exhibit 32.2

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of Sarbanes-Oxley Act of 2002

I, Joel Boyarski, the Principal Financial Officer of WorldGate Communications, Inc., hereby certify, pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Form 10-Q of WorldGate Communications, Inc., for the quarterly period ended June 30, 2007, which this
certification accompanies, fully complies with requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or
78o(d)) and information contained in the June 30, 2007 Form 10-Q fairly presents, in all material respects, the financial condition and results of
operations of WorldGate Communications, Inc.

A signed original of this written statement required by Section 906 has been provided to WorldGate and will be retained by WorldGate and
furnished to the Securities and Exchange Commission or its staff upon request.

Dated: August 9, 2007
 

/s/ JOEL BOYARSKI
  

 Joel Boyarski
  

Chief Financial Officer
  

(Principal Financial and Accounting Officer)
 


