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For Immediate Release

LMS THIRD QUARTER 2008 FINANCIAL RESULTS 
Q3 REVENUE INCREASES 88% TO $1.0 MILLION 

YTD REVENUE INCREASES 87% TO $2.6 MILLION  

Montreal, Quebec, February 12, 2008 - LMS Medical Systems (TSX: LMZ, AMEX: LMZ), a healthcare technology
company and developer of the CALM® clinical information system and risk management software tools for obstetrics,
today reported its unaudited financial results for the third quarter ended December 31, 2007. All amounts are in Canadian
dollars.

On the strength of new installations and growing recurring maintenance and technical service revenues, our 
comparative quarterly revenues for Q3 2008 grew 88% to $952,000 from $506,000 in Q3 2007. As a result of the growth in
our installed client base, our recurring maintenance and service revenues increased by 46% to $1,058,000 from $726,000 for
the comparative nine-month period. For the third quarter, these revenues increased 70% to $355,000 from $209,000.  

Following the implementation of a program to streamline operations during Q3 2008, operating expenses were reduced
by $906,000 for the third quarter of fiscal 2008, from $2,991,000 for Q3 2007 to $2,085,000 for Q3 2008, and by $1,389,000 for
year-to-date, from $8,768,000 for the nine months ended December 31, 2006 to $7,379,000 for the nine months ended
December 31, 2007. The reduction for Q3 2008 is explained mainly by a decrease in research and development expenses of
$405,000, lower selling marketing product management expenses of $193,000 and lower administrative expenses of
$272,000. Included in operating expenses are non-cash, stock-based compensation expenses of $305,000 for Q3 2008 and
$870,000 on a year-to-date basis.

The combination of the increase in revenues of $446,000 and lower overall expenses of $906,000 reduced the comparative
operating loss by $1,297,000 from $2,563,000 ($0.14 per share) in Q3 2007 to $1,266,000 ($0.06 per share) in Q3 2008, and
decreased the cash used in operating activities before net changes in non-operating working capital items by $1,211,000
to $935,000 for Q3 2008 compared to $2,146,000 for Q3 2007. 

Cash, cash equivalents and short-term investments held to maturity, as at December 31, 2007 totaled $0.5 million 
compared to $3.38 million as at March 31, 2007.  In addition, under our contract with a distributor, LMS is entitled to
receive amounts for contracts contained in our backlog, described below. As at December 31, 2007, this amount, which
does not qualify as a receivable under generally accepted accounting principles, amounted to $0.6 million and will 
provide short term additional liquidity. As such, the total cash, cash equivalents, short term investments and accounts
receivable, including this amount, amounted to $1.8 million as at December 31, 2007.

THIRD QUARTER HIGHLIGHTS:

• In conjunction with a seasonally stronger spring quarter (Q4) and corporate streamlining of operations, we

anticipate reaching a cash flow break even for the last quarter of the current fiscal year.

• Both the backlog of signed contracts and identified sales opportunities were maintained at $4.6 million and 

$25 million, respectively.  

• In total, we added six new hospitals to our client base as well as four insurance contracts during the third 

quarter of fiscal 2008.

-more-



• We implemented a program to streamline operations, thus substantially reducing LMS expenses with the objective

of reaching near term positive cash flow and ensuring profitability. There are reductions in consulting expenses and

salaries in research and development and other non core expenditures. All operational, sales and core development

activities have been maintained. Also, management has demonstrated its commitment to the future of LMS by 

making a collective decision to temporarily suspend a portion of salaried compensation for the balance of fiscal 2008.

Upon meeting certain milestones, the board of directors will have an option to pay the suspended salaries in the

form of LMS common shares or a cash payment, subsequent to the year end, including a 25% premium. There have

been only minimal cash restructuring costs related to the implementation of this plan.  

LMS complete results for the quarter ended December 31, 2007 along with Management's Discussion and Analysis will
be released in normal course on or about February 12th and will be available in Canada at www.sedar.com, in the
United States at www.sec.gov and at www.lmsmedical.com.

ABOUT LMS
LMS is a leader in the application of advanced mathematical modeling and neural networks for medical use. The LMS
CALM™ Suite provides physicians, nursing staff, risk managers and hospital administrators with clinical information
systems and risk management tools designed to improve outcomes and patient care for mothers and their infants
during childbirth.

Except for historical information contained herein, the matters discussed in this news release are forward-looking statements.  Because these forward-looking statements involve risks 
and uncertainties, there are important factors that could cause actual results to differ materially from those expressed implied by the forward-looking statements including, but without
limitation, economic conditions in general and in the healthcare market, the demand for and market for our products in domestic and international markets, our current dependence on the
CALM product suite, the challenges associated with developing new products and obtaining regulatory approvals if necessary, research and development activities, the uncertainty 
of acceptance of our products by the medical community, the lengthy sales cycle for our products, third party reimbursement, competition in our markets, including the potential 
introduction of competitive products by others, our dependence on our distributors, physician training, enforceability and the costs of enforcement of our patents, potential infringements
of our patents and the other factors set forth from time to time in the Company's filings with the United States Securities and Exchange Commission and with the Canadian Securities
Commissions. The Company has no intention of or obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

For further information about LMS Medical Systems please contact:
Yves Grou, Chief Financial Officer                                        
LMS Medical Systems Inc. 
Tel: (514) 488-3461 Ext. 238                                                      
Fax: (514) 488-1880                                                                   
yves.grou@lmsmedical.com / www.lmsmedical.com                          
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NOTICE OF DISCLOSURE OF NON-AUDITOR REVIEW 
OF INTERIM FINANCIAL STATEMENTS FOR THE PERIODS ENDED 

DECEMBER 31, 2007 AND 2006

Pursuant to National Instrument 51-102, Part 4, subsection 4.3(3)(a) issued by the Canadian Securities Administrators,
if the external auditors have not performed a review of the interim financial statements, the interim financial 
statements must be accompanied by a notice indicating that they have not been reviewed by the external auditors.

The accompanying unaudited interim consolidated financial statements of the Company for the periods ended
December 31, 2007 and 2006 have been prepared in accordance with Canadian generally accepted accounting 
principles and are the responsibility of the Company's management.

The Company's external auditors, Ernst & Young LLP, have not performed a review of these interim financial 
statements in accordance with the standards established by the Canadian Institute of Chartered Accountants for 
a review of interim financial statements by the external auditors of an entity.

Dated this February 12, 2008.

Interim Consolidated Financial Statements 
(Not reviewed by the Company's external auditors)

LMS Medical Systems Inc.
For the three and nine months ended December 31, 2007 (unaudited)
Under Canadian Generally Accepted Accounting Principles

 



INTERIM CONSOLIDATED BALANCE SHEETS

As at

December 31, March 31,
2007 2007

$ $
[Unaudited]

ASSETS
Current assets
Cash and cash equivalents 421,925 3,358,995
Short-term investments (at market value) 37,500 25,000
Accounts receivable 753,331 1,567,463
Investment tax credits receivable 214,000 124,000
Prepaid expenses 246,653 106,042
Total current assets 1,673,409 5,181,500
Investments - restricted (at cost and market value) 62,500 75,000
Capital assets 286,853 500,308
Patents 311,439 236,956
Total assets 2,334,201 5,993,764

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued liabilities [note 4] 1,045,699 1,351,635
Leasehold inducements 13,046 62,818
Amounts due under the bonus and deferred share 

unit plans [note 5] – 387,000
Current portion of deferred revenues and deposits 

from distributors 2,405,658 1,168,238
Current portion of obligations under capital leases 41,057 35,186
Total current liabilities 3,505,460 3,004,877
Deferred revenues and deposits from distributors 57,509 358,922
Obligations under capital leases 8,558 36,588
Total long-term liabilities 3,571,527 3,400,387

Shareholders' (deficiency) equity [note 5]
Capital stock 55,496,277 54,706,512
Warrants 408,199 411,333
Contributed surplus 3,046,121 2,729,235
Accruals for expected bonus to be paid 

in Common Shares 300,000 297,000
Deferred share units 561,087 419,816
Deficit (61,049,010) (55,970,519)
Total shareholders' (deficiency) equity (1,237,326) 2,593,377
Total liabilities and shareholders' (deficiency) equity 2,334,201 5,993,764

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

Interim Consolidated Financial Statements 
(Not reviewed by the Company's external auditors)

LMS Medical Systems Inc.
For the three and nine months ended December 31, 2007 (unaudited)
Under Canadian Generally Accepted Accounting Principles
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INTERIM CONSOLIDATED STATEMENTS OF DEFICITS 
[Unaudited]

For the three months ended For the nine months ended
December 31, December 31,

2007 2006 2007 2006
$ $ $ $

Deficit, beginning of period (59,788,024) (51,059,384) (55,970,519) (45,971,000)
Net loss (1,260,986) (2,541,617) (5,078,491) (7,452,544)
Share issue costs – (98,955) – (276,412)
Deficit, end of period (61,049,010) (53,699,956) (61,049,010) (53,699,956)

The accompanying notes are an integral part of these interim consolidated financial statements.
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INTERIM CONSOLIDATED STATEMENTS OF OPERATIONS 
AND COMPREHENSIVE LOSS

[Unaudited]

For the three months ended For the nine months ended
December 31, December 31,

2007 2006 2007 2006
$ $ $ $

Revenues
Software licenses 597,243 297,020 1,591,337 687,436
Technical support services, consulting and other 355,203 209,179 1,057,599 726,100
Total revenues 952,446 506,199 2,648,936 1,413,536
Royalties and other direct costs 133,071 77,717 380,676 198,917
Revenues, net of royalties and other direct costs 819,375 428,482 2,268,260 1,214,619

Operating expenses 
Research and development expenses 639,409 1,043,517 2,224,952 3,014,048
Investment tax credits (30,000) (5,000) (90,000) (95,000)
Net research and development expenses 609,409 1,038,517 2,134,952 2,919,048
Selling, marketing and product management 554,633 748,080 1,891,318 2,201,825
Administrative 472,998 744,658 1,891,291 2,115,220
Customer support 237,454 226,121 711,997 701,471
Quality assurance 65,792 43,201 232,855 144,009
Stock option expense 101,173 97,962 319,451 425,060
Amortization of capital assets 38,359 86,497 223,461 247,324
Amortization of patents 2,051 1,399 14,755 10,253
Foreign exchange loss (gain) 3,032 4,912 (41,024) 4,197
Total operating expenses 2,084,901 2,991,347 7,379,056 8,768,407
Operating loss (1,265,526) (2,562,865) (5,110,796) (7,553,788)
Interest and other income, net (4,540) (21,248) (32,305) (101,244)
Net loss and comprehensive loss (1,260,986) (2,541,617) (5,078,491) (7,452,544)
Basic and diluted loss per share [note 6] (0.06) (0.14) (0.23) (0.41)

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

Interim Consolidated Financial Statements 
(Not reviewed by the Company's external auditors)

LMS Medical Systems Inc.
For the three and nine months ended December 31, 2007 (unaudited)
Under Canadian Generally Accepted Accounting Principles
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Interim Consolidated Financial Statements 
(Not reviewed by the Company's external auditors)

LMS Medical Systems Inc.
For the three and nine months ended December 31, 2007 (unaudited)
Under Canadian Generally Accepted Accounting Principles

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS    
[Unaudited]

For the three months ended For the nine months ended
December 31, December 31,

2007 2006 2007 2006
$ $ $ $

OPERATING ACTIVITIES
Net loss (1,260,986) (2,541,617) (5,078,491) (7,452,544)
Adjustments for non-cash items:
Amortization expense 40,410 87,896 238,216 257,577
Amortization of leasehold inducements (19,569) – (49,772) –
Stock based compensation 304,798 307,587 869,788 1,023,326

(935,047) (2,146,134) (4,020,259) (6,171,641)
Net changes in non-cash operating 

working capital items (508,050) 212,040 1,204,592 38,863
Cash flows related to operating activities (1,443,397) (1,934,094) (2,815,667) (6,132,778)

INVESTING ACTIVITIES
Maturity of short-term investments – 1,005,476 – 1,005,476
Purchase of short-term investments – (1,019,677) – (2,025,153)
Additions to capital assets and patents (17,219) (79,769) (99,244) (184,768)
Cash flows related to investing activities (17,219) (93,970) (99,244) (1,204,445)

FINANCING ACTIVITIES
Repayment of obligations under capital leases (10,074) (13,227) (22,159) (32,996)
Issuance of obligations under capital leases – 27,903 – 27,903
Issuance of common shares – 1,563,250 – 4,063,250
Share issue costs – (98,955) – (276,412)
Cash flows related to financing activities (10,074) 1,478,971 (22,159) 3,781,745
Decrease in cash and cash equivalents (1,470,690) (549,093) (2,937,070) (3,555,478)
Cash and cash equivalents, beginning of period 1,892,615 2,474,817 3,358,995 5,481,202
Cash and cash equivalents, end of period 421,925 1,925,724 421,925 1,925,724

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



1. DESCRIPTION OF BUSINESS, GOING CONCERN AND BASIS 
OF PRESENTATION 

Description of business
LMS Medical Systems Inc. (“LMS” or the “Company”) is incorporated under the Canada Business Corporations Act.
Since inception, LMS has been actively developing and commercializing a series of leading edge software-based 
products to be used as decision support tools for obstetricians. LMS's pipeline of proprietary software tools addresses
critical unmet medical needs in labour and delivery settings. While continuing to pursue its core research and 
development of new software tools, LMS has also been strengthening its product development as well as the 
implementation and enlargement of its sales and distribution network.

Going Concern and Basis of Presentation
The accompanying unaudited interim consolidated financial statements have been prepared on a going concern basis.
The going concern basis of presentation assumes that LMS will continue operations for the foreseeable future and will
be able to realize its assets and discharge its liabilities and commitments in the normal course of business. 

LMS is a software development company and has not generated profits since its inception. Further, there can be 
no assurance that LMS will achieve profitability in the future. LMS will require additional financing to fund its 
operations and sales activities. In addition, LMS's continuation as a going concern is dependent upon the continuing
support of its distributors, customers and shareholders, attaining a satisfactory revenue level, continued sales to its
existing customers, the start of profitable operations and the ability to generate sufficient cash from operations. These
matters are dependent on a number of items beyond LMS's control and there is uncertainty about LMS's ability to
successfully execute its plans. 

During the third quarter of fiscal 2008, LMS has implemented a program to streamline operations leading to reduced
operating cash expenses.  

Management of the Company believes that with these actions and the support of LMS's current shareholders, 
distributors and customers, it will be able to continue operating as a going concern.  There can, however, be no 
assurance that actions and plans such as those described above will be sufficient for LMS to continue operating as a
going concern.  The accompanying management's discussion and analysis (“MD&A”) and the unaudited interim 
consolidated financial statements do not reflect any adjustments in the carrying values of the assets and liabilities, the
reported revenue and expenses and the balance sheet classifications used that would be necessary if the going concern
assumption were not appropriate should LMS not be able to continue its normal course of business.

These unaudited interim consolidated financial statements are prepared in accordance with Canadian generally
accepted accounting principles (“Canadian GAAP”) for interim financial information. Accordingly, they do not
include all of the disclosures required by Canadian GAAP for annual financial statements. 

In the opinion of management, all adjustments of a normally recurring nature considered necessary for a fair 
presentation have been included. Operating results for the interim period are not necessarily indicative of the results
that may be expected for the full year. These unaudited interim consolidated financial statements should be read in
conjunction with the audited annual consolidated financial statements of LMS as at March 31, 2007 and 2006 and for
the years ended March 31, 2007, 2006 and 2005.  As further described in note 16 of the audited annual consolidated
financial statements, these accounting principles differ in certain respects from those that would have been followed
had these financial statements been prepared in conformity with United States generally accepted accounting 
principles (“US GAAP”) and the related rules and regulations adopted by the United States Securities and Exchange
Commission.

The accounting policies and methods followed in the preparation of these unaudited interim consolidated financial
statements are the same as those in the audited annual consolidated financial statements of LMS, except as described

Notes to the Interim Consolidated
Financial Statements

LMS Medical Systems Inc.
As at December 31, 2007 (unaudited)
(All tabular amounts are in Canadian dollars except where otherwise stated)
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in note 2. The consolidated balance sheet as at March 31, 2007 has been derived from the audited consolidated 
financial statements of LMS at this date but does not include all of the information and footnotes required by
Canadian or US GAAP for complete financial statements.

2. CHANGES IN ACCOUNTING POLICIES

Effective April 1, 2007, LMS adopted the following CICA Handbook Sections:

a) Section 3855, “Financial Instruments - Recognition and Measurement”
Provides guidance on the recognition and measurement of financial assets, financial liabilities and derivative financial
instruments. This new standard requires that all financial assets and liabilities be accounted for using one of three
available accounting models: held-to-maturity, available-for-sale or held-for-trading. All financial instruments 
classified as available-for-sale or held-for-trading, and derivative financial instruments meeting certain recognition
criteria, are carried at fair value.

Changes in the fair value of financial instruments designated as held-for-trading and recognized derivative financial
instruments are charged or credited to the statement of operations for the relevant period, while changes in the fair
value of financial instruments designated as available-for-sale are charged or credited to other comprehensive
income.  All other financial assets and liabilities are accounted for at cost or at amortized cost depending upon the
nature of the instrument. Financial assets and liabilities designated as held-to-maturity are initially recognized at
their fair values, with any resulting premium or discount from the face value being amortized to income or expense
using the effective interest method. After their initial fair value measurement, they are measured at amortized cost
using the effective interest rate method.

The standard requires LMS to make certain elections, upon initial adoption of the new rules, regarding the 
accounting model to be used to account for each financial instrument. This new section also requires that 
transaction costs incurred in connection with the issuance of financial instruments either be capitalized and 
presented as a reduction of the carrying value of the related financial instrument or expensed as incurred. If 
capitalized, transaction costs must be amortized to income using the effective interest method. This section does not
permit the restatement of financial statements of prior periods.

Following is a summary of the accounting model LMS has elected to apply to each of its significant categories of 
financial instruments outstanding as of April 1, 2007:

Financial assets: Classification Measurement
• Cash and cash equivalents Held for trading Fair value
• Short-term investments Held-to-maturity Amortized Cost
• Accounts receivable Held-to-maturity Amortized Cost
• Accounts payable Held-to-maturity Amortized Cost 
• Long-term debt Loans Payable Amortized Cost 
• Long-term capital leases Loans Payable Amortized Cost 

In addition, LMS has elected to account for transaction costs related to the issuance of financial instruments as a
reduction of the carrying value of the related financial instruments. With respect to embedded derivatives, LMS has
elected to recognize only those derivatives embedded in contracts issued, acquired or substantively modified on or
after April 1, 2003 as permitted by the transitional provisions set out in section 3855. The adoption of this new section
did not result in any significant adjustments to the carrying values of LMS's previously recognized financial assets and
liabilities as at April 1, 2007.

Notes to the Interim Consolidated
Financial Statements

LMS Medical Systems Inc.
As at December 31, 2007 (unaudited)
(All tabular amounts are in Canadian dollars except where otherwise stated)

1. DESCRIPTION OF BUSINESS, GOING CONCERN AND BASIS 
OF PRESENTATION  [CONT’D]



b) Section 1530, “Comprehensive Income”, along with Section 3251, “Equity”
Amending Section 3250, “Surplus”, require enterprises to present comprehensive income and its components as well
as net income in their financial statements. Further, they require enterprises to separately present changes in equity
during the period as well as components of equity at the end of the period, including comprehensive income. Since
LMS does not have any elements of comprehensive income, the adoption of these sections did not have any impact
on LMS's financial statements.

c) Section 3865, “Hedges”
Allows optional treatment providing that hedges be designated as either fair value hedges, cash flow hedges or hedges
of a self-sustaining foreign operation. Since LMS does not currently have any hedging programs in place, the 
adoption of this section did not have any impact on LMS's financial statements.

3. NEW ACCOUNTING PRONOUNCEMENTS

Capital Disclosures
CICA Handbook Section 1535, Capital Disclosures, requires disclosure of an entity's objectives, policies and processes
for managing capital, quantitative data about what the entity regards as capital and whether the entity has complied
with any capital requirements and, if it has not complied, the consequences of such noncompliance. This standard is
effective for interim and annual financial statements relating to fiscal years beginning on or after October 1, 2007,
specifically April 1, 2008 for LMS. LMS has not yet determined the impact of the adoption of this change on the 
disclosure in its financial statements.

Financial Instruments Disclosures
CICA Handbook Section 3862, Financial Instruments - Disclosures, increases the disclosures currently required 
that will enable users to evaluate the significance of financial instruments for an entity's financial position and 
performance, including disclosures about fair value. In addition, disclosure is required of qualitative and quantitative
information about exposure to risks arising from financial instruments, including specified minimum disclosures
about liquidity risk and market risk. The quantitative disclosures must also include a sensitivity analysis for each type
of market risk to which an entity is exposed, showing how net income and other comprehensive income would have
been affected by reasonably possible changes in the relevant risk variable. This standard is effective for interim and
annual financial statements relating to fiscal years beginning on or after October 1, 2007, specifically April 1, 2008 
for LMS. LMS has not yet determined the impact of the adoption of this change on the disclosure in its financial 
statements.

Financial Instruments Presentation
CICA Handbook Section 3863, Financial Instruments - Presentation, replaces the existing requirements on 
presentation of financial instruments which have been carried forward unchanged to this new section. This standard
is effective for interim and annual financial statements relating to fiscal years beginning on or after October 1, 2007,
specifically April 1, 2008 for LMS. LMS has not yet determined the impact of the adoption of this change on the 
disclosure in its financial statements.

General Standards on Financial Statement Presentation
CICA Handbook Section 1400, General Standards on Financial Statement Presentation, has been amended to include
requirements to assess and disclose an entity's ability to continue as a going concern. The changes are effective for LMS
for interim and annual financial statements beginning on or after January 1, 2008. LMS has not yet determined the
impact of the adoption of this change on the disclosure in its financial statements.

Notes to the Interim Consolidated
Financial Statements

LMS Medical Systems Inc.
As at December 31, 2007 (unaudited)
(All tabular amounts are in Canadian dollars except where otherwise stated)

2. CHANGES IN ACCOUNTING POLICIES [CONT’D]
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4. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

December 31, 2007 March 31, 2007
$ $

Trade accounts payable 350,313 384,838
Accrued liabilities 249,556 285,272
Salaries, benefits, commissions and vacation accruals 445,830 681,525

1,045,699 1,351,635

5. CAPITAL STOCK

An unlimited number of common shares without par value are authorized.
Changes in common shares issued and outstanding during the period are summarized as follows:

Number $
Common shares
Balance as at March 31, 2007 21,228,724 54,706,512
Issued under the DSU plan 18,211 29,125
Issued under the bonus plan 562,438 760,640
Balance as at December 31, 2007 21,809,373 55,496,277

Bonus Plan
In fiscal 2005, LMS established a Bonus Plan (the “Bonus Plan”) that provides for annual awards to eligible executives
and employees based on achievement of corporate and individual performance objectives. The award is paid in 
common shares, the number of which is based upon dividing the total award by the five day average year-end 
closing market price of the common shares on the Toronto Stock Exchange. At the 2005 annual and special meeting
of shareholders, the Bonus Plan was approved. At the 2006 annual general meeting the maximum number of shares
issuable under this plan was increased from 250,000 to 500,000.

For the year ended March 31, 2007, LMS has recorded total bonus expense related to the Bonus Plan in the amount of
$675,000. As at March 31, 2007, shares reserved, available and unissued and approved by the shareholders under the
Bonus Plan were 250,510 whereas the required number of shares to settle the 2007 bonus is 567,227. As a result of this
shortfall, only a portion of the $675,000, or $297,000, representing 249,580 common shares was recorded within the
shareholders' equity section as accruals for bonus expected to be paid by issuing common shares. The remaining 
balance of $378,000 was recorded as a current liability on the balance sheet.

During the nine-month period ended December 31, 2007, 562,438 ($760,640) of the reserved shares were issued. The
remaining balance of 4,789 common shares relating to employees who left since March 31, 2007, was cancelled and a
balance of $5,699 was applied to contributed surplus.

During the nine-month period ended December 31, 2007, relating to 2008 fiscal year, LMS has recorded $300,000 as
bonus expected to be paid in common shares. 

At the August 2007 annual shareholder meeting, LMS shareholders approved the increase the number of shares
issuable under the Bonus Plan at which time the accrued balances were transferred to shareholders' equity. The 
difference of $79,941 relating to the difference between the accrued as at March 31, 2007 and amount paid, by issuing
shares, in the nine-month period ended December 30, 2007, was recorded as an adjustment of bonus expense in 2008.
The difference arose from the increase in the share price between March 31, 2007 and August 9, 2007, the date of the
approval of the plan change.

Notes to the Interim Consolidated
Financial Statements

LMS Medical Systems Inc.
As at December 31, 2007 (unaudited)
(All tabular amounts are in Canadian dollars except where otherwise stated)
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Notes to the Interim Consolidated
Financial Statements

LMS Medical Systems Inc.
As at December 31, 2007 (unaudited)
(All tabular amounts are in Canadian dollars except where otherwise stated)

Deferred Share Unit Plan
In fiscal 2005, LMS established a Deferred Share Unit plan [the “DSU Plan”] that provides for the payment of 
director's quarterly compensation with deferred share units. Each deferred share unit is a right granted by LMS to an
eligible director to receive one common share upon termination of service. The number of deferred share units to
be granted under the DSU Plan is determined by dividing the quarterly director compensation by the five day 
average quarter end closing market price of the common shares on the Toronto Stock Exchange. At the 2005 
annual and special meeting of shareholders, the DSU Plan was approved. 

For the year ending March 31, 2007, LMS has recorded total director compensation expense related to the DSU Plan
of $222,500.  As at March 31, 2007, shares reserved, available and unissued and approved by the shareholders under
the DSU Plan were 142,370 whereas the required number of shares to settle the 2007 DSU compensation is 148,920. 
As a result of this shortfall, only a portion of the $222,500, or $213,500, representing 141,365 common shares 
was recorded within the shareholders' equity section under the DSU balance. The remaining balance of $9,000 was
recorded as a current liability on the balance sheet. 

Total director compensation expense for the nine-month period ended December 31, 2007 was $170,396, but no
deferred share units were granted until the plan has been modified as described above. Total director compensation
expense for the nine-month period ended December 31, 2006 was $168,875 and 103,114 deferred share units were
granted. During the nine-month period ended December 31, 2006, 8,028 deferred share units were cancelled, at the
request of the director, and related director compensation of $20,609 was reversed.

Number of DSU Plan
DSU Units balance 

# $
Balance as at March 31, 2007 ($9,000 presented within 

current payables and $419,816 presented within 
shareholders' equity) 242,122 419,816

Units issued (18,211) (29,125)
Units granted during the period 187,632 170,396
Balance as at December 31, 2007 411,543 561,087

Warrants
# $

Balance as at March 31, 2007 1,173,022 411,333
Expired (9,435) (3,134)
Balance as at December 31, 2007 1,163,587 408,199

During the nine-month period ended December 31, 2007, 9,435 warrants expired. These warrants were valued at
$3,134. This amount has been credited to contributed surplus.

As at December 31, 2007 warrants outstanding warrant have the following features:

Exercise price # Estimated life in years
$1.29 166,266 2.15
$1.50 422,500 2.25
$3.23 546,699 0.73
$3.32 8,122 0.84
$4.85 20,000 1.75

1,163,587 –

When warrants are exercised or expired, the carrying value of the warrants is credited to contributed surplus.

5. CAPITAL STOCK  [CONT’D]
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Notes to the Interim Consolidated
Financial Statements

LMS Medical Systems Inc.
As at December 31, 2007 (unaudited)
(All tabular amounts are in Canadian dollars except where otherwise stated)

Summary of amounts due under the bonus and deferred share unit plans

December 31, 2007 March 31, 2007
$ $

Bonus payable for 2007 – 378,000
DSU payable – 9,000
Amounts due under the bonus and deferred share unit plans – 387,000

Stock Options
The changes to the number of stock options outstanding and their weighted average exercise prices for the 
nine-month period ending December 31, 2007, are as follows:

Weighted average 
Number exercise price $

Balance as at March 31, 2007 1,599,606 3.39
Granted 550,000 1.66
Cancelled (74,667) 2.21
Balance as at December 31, 2007 2,074,939 2.97

Additional information concerning stock options outstanding as at December 31, 2007 is as follows:

Options outstanding Options exercisable
Weighted

Weighted average average
Contractual life exercise Weighted average

(Years) price exercise price
Exercise price # # $ # $

$1.50 117,643 4.5 1.5 – –
$1.70 - $2.06 769,690 3.9 1.8 145,778 1.9
$2.25 - $2.45 245,359 2.7 2.4 183,573 2.4
$3.69 - $4.00 146,403 1.8 4.0 146,403 4.0
$4.28 - $4.62 795,844 1.6 4.3 795,844 4.3
$1.50 - $4.62 2,074,939 2.7 3.0 1,271,598 3.7

As at January 31, 2008, LMS had 2,074,939 share stock options outstanding.

During the nine-month period ended December 31, 2007 LMS board authorized the issued of additional 550,000 stock
options of which 550,000 were issued during the period.

The fair value of these options will be recorded over the remaining vesting period. The weighted average 
assumptions used included: expected life of 5 years, measurement value of $1.70 per common share, dividend yield
of nil, volatility factor of 0.48 and risk free interest rate of 4.62%, for a fair value of $0.81 per share.

During the nine-month period ended December 31, 2007 and 2006, LMS recorded stock option expense of $319,451
and $425,060 respectively.

Prior to November 1, 2003, no compensation expense was recognized when options were issued to employees 
and directors. Pro forma disclosure regarding options granted under the LMS stock option plan prior to
November 1, 2003 for the period presented were not material and have not been presented.

5. CAPITAL STOCK  [CONT’D]
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LMS Medical Systems Inc.
As at December 31, 2007 (unaudited)
(All tabular amounts are in Canadian dollars except where otherwise stated)

6. BASIC AND DILUTED LOSS PER SHARE

The numerator and denominator for the calculation of basic and diluted loss per share are as follows:

Three months ended Nine months ended
December 31 December 31

2007 2006 2007 2006
$ $ $ $

Numerator
Net loss attributable to common shares 

- basic and diluted (1,260,986) (2,541,617) (5,078,491) (7,452,544)

Denominator
Weighted-average number of common 

shares - basic and diluted 22,123,419 18,698,310 21,840,344 18,078,962

7. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the basis of presentation adopted in the current
periods.

8. SUBSEQUENT EVENTS

a) Subsequent to the end of the quarter, certain revenue recognition criteria relating to $957,000 of contracts 
previously included in backlog and deferred revenue were met. As a result this revenue will be recognized 
during the fourth quarter, ended March 31st, 2008.  

b) In February 2008, LMS issued 75,000 options to a consultant, exercisable at a price of $0.53 per option over the
next five years in accordance with the terms of the consulting agreement.
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Management's Discussion 
and Analysis of Financial Condition 
and Results of Operations

This management's discussion and analysis (“MD&A”) is provided to assist readers in their assessment and understanding of the consolidated results of
operations, the financial position and changes in cash flows of LMS Medical Systems Inc. (“LMS” or “the Company”) for the third quarter of fiscal 2008
ended December 31, 2007. This MD&A should be read in conjunction with the unaudited interim consolidated third quarter financial statements as at
December 31, 2007 and for the three and nine-month periods then ended and the annual audited consolidated financial statements and financial statement
notes of LMS as at March 31, 2007 and for the year then ended, which are prepared in accordance with Canadian generally accepted accounting principles
(“GAAP”). Material differences between Canadian and United States (“US”) GAAP , as applicable to LMS, are set forth in Note 16 to the annual
audited consolidated financial statements of LMS.

Note Regarding Forward-Looking Statements
Our MD&A contains forward-looking statements which reflect our Company's current expectations regarding future events. The forward-looking statements in this 
quarterly report, which includes this MD&A, describe our expectations on February 12, 2008. The forward-looking statements are often, but not always, identified by
the use of words such as “seek”, “anticipate”, “plan”, “estimate”, “expect” and “intend” and statements that an event or result “may”, “will”, “should”, “could” or
“might” occur or be achieved and other similar expressions. These forward-looking statements involve risk and uncertainties, including the difficulty in predicting product
approvals, acceptance of and demands for new products, the impact of the products and pricing strategies of competitors, delays in developing and launching new products,
the regulatory environment, fluctuations in operating results and other risks, any of which could cause actual results, performance, or achievements to differ materially from
the results discussed or implied in the forward-looking statements. Many risks are inherent in the industry; others are more specific to our Company. Investors should 
consult the “Risk Factors” section of the Company's Form 20-F as well as our Company's ongoing quarterly filings and annual reports for additional information on risks
and uncertainties relating to these forward-looking statements. Investors should not place undue reliance on any forward-looking statements. We assume no obligation to
update or alter any forward-looking statements whether as a result of new information, further events or otherwise.

As at February 12, 2008, there were 21,809,373 common shares outstanding, and 2,074,939 options, 411,543 deferred share
units and 1,163,587 warrants outstanding to purchase common shares.

All dollar figures in this MD&A are in Canadian dollars unless otherwise indicated. “We”, “us”, “our”, “the Company”, 
“our Company” or “LMS” means LMS Medical Systems Inc. and our subsidiaries unless otherwise indicated. CALM®

is a registered trademark of LMS Medical Systems Inc.

Overview
Since inception, we have been in the business of developing and commercializing a series of leading edge software-based 
products employed as decision support tools for obstetricians. Our proprietary software tools: CALM Clinical Information
System™ (“CIS”) and CALM Risk management and clinical decision support tools, including CALM Shoulder Screen™,
CALM Curve™ and CALM Patterns™, address the critical unmet medical needs in labour and delivery settings. Based 
on advanced medical research focusing on the labour & delivery cycle, LMS's unique technology provides obstetrical teams 
and hospitals with state-of-the-art clinical decision support tools, assisting them in achieving clinical and cost effective 
interventions, while minimizing risks to the patients. Our core technology, CALM, emanated from the research at the McGill
University Faculty of Medicine, in Montréal, Québec, Canada, with Dr. Emily Hamilton, our VP Medical Research, as the 
principal investigator.

THIRD QUARTER HIGHLIGHTS:
• Revenues in the third quarter of fiscal 2008 increased by 88% to $952,000 from $506,000 in the third quarter of fiscal 2007.
• In conjunction with a forecasted seasonally stronger spring quarter (Q4) and corporate streamlining of operations, we

anticipate reaching a cash flow break even point for the last quarter of the current fiscal year.
• Our recurring maintenance and technical revenues continue to grow from our installed client base and increased by 

70% to $355,000 in the third quarter of fiscal 2008 from $209,000 in the third quarter of fiscal 2007. For the nine-month 
period ended December 31, 2007, these revenues increased 46% to $1,058,000 from $726,000 for the comparative period 
in fiscal 2007.

• Revenues for the nine-month period ended December 31, 2007 increased by 87% to $2,649,000 from $1,414,000 for the 
nine-month period ended December 31, 2006.  

• Both the backlog of signed contracts and identified sales opportunities were maintained at $4.6 million and $25 million,
respectively. 

• In total, we added six new hospitals to our client base as well as four insurance contracts during the third quarter of
fiscal 2008.
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• We implemented a program to streamline operations, thus substantially reducing LMS expenses with the objective
of reaching near term positive cash flow and ensuring profitability. There are reductions in consulting expenses and
salaries in research and development and other non core expenditures. All operational, sales and core development
activities have been maintained. Also, management has demonstrated its commitment to the future of LMS by 
making a collective decision to temporarily suspend a portion of salaried compensation for the balance of fiscal 2008.
Upon meeting certain milestones, the board of directors will have an option to pay the suspended salaries in the form
of LMS common shares or a cash payment, subsequent to the year end, including a 25% premium. There have been
only minimal cash restructuring costs related to the implementation of this plan.

Key Indicators
We have provided below, a historical perspective of key performance indicators for LMS. A detailed analysis is presented
later in the MD&A.

Comparative Quarterly Revenues
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Revenues in the third quarter of fiscal 2008 increased by 88% to $952,000 from $506,000 in the third quarter of fiscal 2007.
Our recurring maintenance and technical revenues continue to grow from our installed client base and increased by 46%
to $1,058,000 for the nine months ended December 31, 2007 from $726,000 for the comparative nine-month period in fiscal
2007. Revenues for the nine-month period ended December 31, 2007 increased by 87% to $2,649,000 from $1,414,000 for the
comparative period in fiscal 2007.
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Our committed (signed) and installed client base has grown on a consistent basis over the last seven quarters. We anticipate
reaching 100 committed client sites by the end of the current fiscal year. Client sites are defined as customers committed
to use or are using one, several or all of our software products.
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Comparative Quarterly Backlog
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Our backlog represents signed contracts for the delivery of our software systems and all recurring technical and 
maintenance revenues. Our backlog also includes all deferred revenues, related to contracts for which not all revenue
recognition criteria have been meet.

Going Concern 
The accompanying MD&A and the unaudited interim consolidated financial statements have been prepared on a going
concern basis. The going concern basis of presentation assumes that LMS will continue its operations for the foreseeable
future and will be able to realize its assets and discharge its liabilities and commitments in the normal course of business. 

LMS is a software development company and has not generated profits since its inception. Further, there can be no 
assurance that LMS will achieve profitability in the future. LMS will require additional financing to fund its operations 
and sales activities. In addition, LMS's continuation as a going concern is dependent upon the continuing support of its 
distributors, customers and shareholders, attaining a satisfactory revenue level, continued sales to its existing customers,
the start of profitable operations and the ability to generate sufficient cash from operations. These matters are dependent
on a number of items beyond LMS's control and there is uncertainty about LMS's ability to successfully execute its plans. 

During the third quarter of fiscal 2008, we implemented a program to streamline operations leading to reduced operating cash
expenses and reaching a cash flow break even point for the last quarter of the current fiscal year. Shifting from a software 
development stage to a commercialization one allows for reductions in development expenses and external consultant fees.
Management of the Company believes that with these actions and the support of LMS's current shareholders, distributors and
customers, it will be able to continue operating as a going concern. There can, however, be no assurance that actions and plans
such as those described above will be sufficient for LMS to continue operating as a going concern. The accompanying MD&A
and the unaudited interim consolidated financial statements do not reflect any adjustments in the carrying values of the assets
and liabilities, the reported revenue and expenses and the balance sheet classifications used that would be necessary if the going
concern assumption were not appropriate should LMS not be able to continue its normal course of business.
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Selected Financial Information
For the three and nine-month periods ended December 31, 2007 and 2006

For the three months ended For the nine months ended
December 31, December 31,

2007 2006 2007 2006
$ $ $ $

Revenue
Software licenses 597,243 297,020 1,591,337 687,436
Technical support and other 355,203 209,179 1,057,599 726,100
Total revenues 952,446 506,199 2,648,936 1,413,356
Royalties and other direct costs 133,071 77,717 380,676 198,917
Revenues net of royalties 

and other direct costs 819,375 428,482 2,268,260 1,214,619

Operating Expenses 
Research and development expenses 639,409 1,043,517 2,224,952 3,014,048
Investment tax credits (30,000) (5,000) (90,000) (95,000)
Net research and development expenses 609,409 1,038,517 2,134,952 2,919,048
Selling, marketing and product management 554,633 748,080 1,891,318 2,201,825
Administrative 472,998 744,658 1,891,291 2,115,220
Customer support 237,454 226,121 711,197 701,471
Quality assurance 65,792 43,201 232,855 144,009
Stock option expense 101,173 97,962 319,451 425,060
Amortization of capital assets and patents 40,410 87,896 238,216 257,577
Foreign exchange loss (gain) 3,032 4,912 (41,024) 4,197

2,084,901 2,991,347 7,379,056 8,768,407

Operating loss (1,265,526) (2,562,865) (5,110,796) (7,553,788)
Interest and other income, net (4,540) (21,248) (32,305) (101,244)
Net and comprehensive loss (1,260,986) (2,541,617) (5,078,491) (7,452,544)
Basic and diluted loss per share (0.06) (0.14) (0.23) (0.41)

Cash flows related to:
Operating activities - before net changes 

in non-cash operating working capital (935,347) (2,146,134) (4,020,259) (6,171,641)
Operating activities - after net changes 

in non-cash operating working capital items (1,443,397) (1,934,094) (2,815,667) (6,132,778)
Investing activities (17,219) (93,970) (99,244) (1,204,445)
Financing activities (10,074) 1,478,971 (22,159) 3,781,745
Decrease in cash and cash equivalents (1,470,690) (549,093) (2,937,070) (3,555,478)

December 31, September 30, June 30, March 31, March 31,
2007 2007 2007 2007 2006

$ $ $ $ $

Balance sheet data
Cash and short-term investments 459,425 1,930,115 3,155,504 3,383,995 5,481,202
Total assets 2,334,201 3,484,529 5,303,410 5,993,764 7,301,200
Total long-term debt
(including current portion) 49,615 59,689 64,303 71,774 85,816
Total shareholders' (deficiency) equity (1,237,326) (281,138) 620,452 2,593,377 4,794,762
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Selected Quarterly Financial Information
2008

Q1 Q2 Q3 Q4 Total
Revenue 962 735 952 2,649
Operating Loss 2,090 1,755 1,266 5,111
Net Loss 2,076 1,741 1,261 5,078
Basic and Diluted Net Loss per Share (0.10) (0.08) (0.06) (0.23)

2007
Q1 Q2 Q3 Q4 Total

Revenue 631 276 506 1,438 2,851
Operating Loss 2,594 2,397 2,563 1,877 9,431
Net Loss 2,550 2,361 2,541 1,860 9,312
Basic and Diluted Net Loss per Share (0.15) (0.13) (0.14) (0.09) (0.50)

2006 
Q1 Q2 Q3 Q4 Total

Revenue 268 551 502 262 1,583
Operating Loss 2,529 2,184 2,080 2,845 9,638
Net Loss 2,462 2,133 2,017 2,794 9,406
Basic and Diluted Net Loss per Share (0.15) (0.13) (0.12) (0.17) (0.57)

Results of operations   
For the three and nine-month periods ended December 31, 2007 compared to the three and nine-month periods
ended December 31, 2006.

Summary overview for the third quarter of fiscal 2008
The combination of the increase in revenues in the third quarter of fiscal 2008 of $446,000 and lower overall expenses of $906,000 reduced the
comparative operating loss by $1,297,000 from $2,563,000 in the third quarter of fiscal 2007 to $1,266,000 in the third quarter of fiscal 2008.
Decreases in research and development expenses of $405,000 as well as lower selling, marketing, and product management expenses of $193,000
and lower administrative expenses of $272,000 were offset slightly by smaller increases in other expenses. A summary of historical information is
presented below. A future anticipated expense summary is presented within the future outlook section of the MD&A.

Revenue
As a result of additional software installations being completed during the quarter, revenue for the third quarter ended
December 31, 2007 increased by 88% to $952,000 from $506,000 for the third quarter ended December 31, 2006. Revenues from
technical support, maintenance and other services were $355,000 during the third quarter of fiscal 2008 compared to
$209,000 in the same period of fiscal 2007. 

Revenue for the nine-month period ended December 31, 2007, increased by 87% to $2,649,000 from $1,414,000 for the same
period ended December 31, 2006. The nine-month period ended December 31, 2006, included revenues from one large 
project of $100,000, thus on a comparative basis our core technical support and maintenance revenues increased by 
46% from $726,000 to $1,058,000.  Revenues rose primarily due to the continued growth in the installed client base, which
currently has 72 client sites.

The majority of LMS revenues is generated in US dollars and as such, our revenues have been negatively affected by the
recent additional depreciation of the US dollar against the Canadian dollar.

Royalties and Other Direct Costs
Royalties and other direct costs of revenue for the third quarter ended December 31, 2007 were $133,000 compared to
$78,000 for the third quarter ended December 31, 2006. The expense for the nine-month period ended December 31, 2007
increased to $381,000 from $199,000 for the same period in fiscal 2007. These increases were due to a significant number of
installations completed during the three and nine-month periods ended December 31, 2007, and their related costs. These
expenses include royalties, purchases of equipment and other direct costs incurred to generate revenue.    



Research and Development expenses
Research and development expenses, before investment tax credits, amounted to $639,000 for the quarter ended 
December 31, 2007 compared to $1,044,000 for the same period in fiscal 2007. The expense for the nine-month period 
ended December 31, 2007 decreased to $2,225,000 from $3,014,000 for the same period in fiscal 2007. The lower overall 
spending was primarily due to reductions in staffing and in the use of external consultants, resulting from the completion
of certain development projects, as well as a result of the streamlining of operations, as discussed in the Third Quarter
Highlights section of this MD&A.

Investment tax credits, which are accounted for as a reduction of research and development expenses were $30,000 for 
the quarter ended December 31, 2007 compared to a negligible amount for the same period in fiscal 2007. For the 
nine-month period ended December 31, 2007, investment tax credits decreased slightly to $90,000 from $95,000 for the nine-
month period ended December 31, 2006. The reductions are due to a lower number of R&D projects eligible for investment
tax credits, given the commercialization of our products.  

Selling, Marketing and Product Management
Selling, marketing and product management expenses for the third quarter of fiscal 2008 were $555,000 compared to
$748,000 for the same period in fiscal 2007, a decrease of $193,000. Spending on selling and marketing expenses decreased 
significantly by $131,000 as a result of significantly lower marketing activities and reductions in staff. Clinical operations
which support sales and training activities increased by $48,000 as a result of additional staffing and related expenses. The
above increases were more than offset by the decrease in product management staffing and supporting expenses of $114,000,
resulting from cost-cutting initiatives undertaken during the third quarter of fiscal 2008. Expenses for this department for
the nine-month period ended December 31, 2007 of $1,891,000 were lower compared to $2,202,000 incurred for the nine-
month period ended December 31, 2006.

Administrative
Administrative expenses include compensation for the corporate, financial and administrative management of LMS, board
of directors' compensation, audit and legal fees, fees associated with being a publicly listed company, as well as general 
operating expenses, such as rent and insurance. Administrative expenses for the quarter ended December 31, 2007 
were $473,000 compared to $745,000 for the same period in fiscal 2007. The decrease of $272,000 is due primarily to the
streamlining of operations as described in the Third Quarter Highlights section of the MD&A, with reductions in salaries
and consulting fees for management totaling $128,000.  Audit and legal fees decreased by $41,000 for the third quarter
fiscal 2008 compared to the third quarter of 2007. Public company fees decreased by $42,000 for the quarter ended 

December 31, 2007 compared to the same period of 2006. There were further reductions of $49,000 in other expenses for the
third quarter of fiscal 2008 compared to the same period of fiscal 2007. For the nine-month period ended December 31, 2007,
these expenses totaled $1,891,000 compared to $2,115,000 for the nine-month period ended December 31, 2006.  

Customer Support 
Customer support expenses for the quarter ended December 31, 2007 were slightly higher at $237,000 compared to 
$226,000 for the quarter ended December 31, 2006. Expenses for this department for the nine-month period ended
December 31, 2007 amounted to $712,000 compared to $701,000 for the same period ended December 31, 2006.  

Quality Assurance
Quality assurance expenses for the quarter ended December 31, 2007 were $66,000 compared to $43,000 for the quarter
ended December 31, 2006, an increase of $23,000. Expenses for the nine-month period ended December 31, 2007 
were $233,000 compared to $144,000 for the same period in fiscal 2007, as a result of staff additions required to support an
expanding product line up. 

Stock Option Expense
Stock option expense for the third quarter of fiscal 2008 and the third quarter of fiscal 2007 remained stable at $101,000 and
$98,000, respectively. We recorded $319,000 in stock option expense during the nine-month period ended December 31, 2007
compared to $425,000 for the nine-month period ended December 31, 2006. The fair value of the options granted in prior
years (2005 and 2006) was higher, resulting in a higher quarterly expense. The stock option expense is amortized over three
years, resulting in approximately 60%, 30% and 10% of the stock option expense being recorded in the first, second and third
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year, respectively, from the date of grant. During the first two quarters of 2008 additional options were granted, which
resulted in an overall increase in the stock option expense on a going forward basis.

Foreign Exchange
A negligible foreign exchange loss was recorded for the third quarters ended December 31, 2007 and 2006. For the 
nine-month period ended December 31, 2007, LMS recorded a foreign exchange gain of $41,000 compared to a minimal 
foreign exchange loss of $4,000 for the same period in fiscal 2007 resulting from the fluctuation of the US dollar against the
Canadian dollar. The gain was primarily due to a reduced Canadian dollar equivalent of the US dollar denominated
deferred revenue liability, which was subject to US dollar depreciation against the Canadian dollar.

Operating Loss and Net Loss
After considering the above expenses, our operating loss for the third quarter ended December 31, 2007 was 
$1,266,000 compared to $2,563,000 for the same quarter ended December 31, 2006. For the nine-month period ended
December 31, 2007, the loss was $5,111,000 compared to $7,554,000 for the same period in fiscal 2007. 

We generated net interest, from short-term investments of $5,000 for the third quarter ended December 31, 2007, compared
to $21,000 for the third quarter ended December 31, 2006. For the nine-month period ended December 31, 2007, interest 
revenues were $32,000 compared to $101,000 in the same period of fiscal 2007 due to lower liquidities in fiscal 2008. 

As a result, our net loss for the third quarter of fiscal 2008 totaled $1,261,000 ($0.06 per share) compared to $2,542,000 ($0.14
per share) for the same period in fiscal 2007.  For the nine-month period ended December 31, 2007, the net loss totaled
$5,078,000 ($0.23 per share) compared to $7,453,000 ($0.41 per share) for the nine-month period ended December 31, 2006.  

Liquidity and Capital Resources
For the three and nine-month periods ended December 31, 2007 compared to the three and nine-month
periods ended December 31, 2006.

Operating activities
Cash flows used in operations before net changes in non-cash operating working capital items for the three-month period
ended December 31, 2007 amounted to $935,000 compared to $2,146,000 for the same period in fiscal 2007. The decrease of
$1,236,000 is due to an increase in revenues of $446,000 combined with the effects of the streamlining of operations, as 
discussed in the Third Quarter Highlights section of this MD&A, which led to a decrease in operating expenses of $906,000
and a decrease in the net loss of $1,281,000.  Cash flows used in operations before net changes in non-operating working 
capital items for the nine months ended December 31, 2007 totaled $4,020,000 compared to $6,172,000 for the nine months
ended December 31, 2006.  

Cash flows used in operations after net changes in non-cash operating working capital items for the three-month 
period ended December 31, 2007 amounted to $1,443,000 compared to $1,934,000 for the three-month period ended
December 31, 2006. Cash flows for the nine months ended December 31, 2007 totaled $2,816,000 compared to $6,133,000 for
the nine months ended December 31, 2006.  In addition to the lower overall loss from operations of $5,078,000 (2006 -
$7,453,000), we also collected $814,000 of our accounts receivable and increased our deferred revenues by $1,237,000, for a
total of $2,051,000 offset by other smaller unfavorable changes in non-cash working capital items, resulting in an overall
positive net non-cash working capital of $1,205,000. On a comparative basis, for the nine months ended December 31, 2006,
our non-cash working capital items totaled $39,000. 

Investing activities
Cash flows related to investing activities for the three months ended December 31, 2007 were $17,000 related to capital asset
and patent acquisitions, compared to an outflow of $94,000 for the three months ended December 31, 2006. Cash flows 
relating to investing activities for the nine months ended December 31, 2007 were $99,000 related to capital asset and patent
acquisitions, compared to an outflow of $1,204,000 for capital asset and patent acquisitions and purchases of short-term
investments for the nine months ended December 31, 2006.
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Financing activities
Financing activities used $10,000 of cash during the three months ended December 31, 2007, representing the repayment 
of obligations under capital leases, compared to $1,479,000 for the three months ended December 31, 2006 for the net
issuance of obligations under capital leases of $15,000, the completion of a private placement of $1,563,000 and for share
issuance expenses of $99,000. Cash flows used in financing activities were $22,000 for the nine months ended 
December 31, 2007, representing the repayment of obligations under capital leases, compared to $3,782,000 for the nine
months ended December 31, 2006 for the net repayment of obligations under capital leases of $5,000, the completion of 
a private placement of $4,063,000 and for share issuance expenses of $276,000.

As a result of the above activities, for the three-month period ended December 31, 2007, we had a cash decrease 
of $1,471,000 compared to a decrease of $549,000 for the three-month period ended December 31, 2006. The cash decrease
for the nine months ended December 31, 2007 amounted to $2,937,000 compared to a decrease of $3,555,000 for the same
period in fiscal 2007.  

Subsequent Events
Subsequent to the end of the quarter, certain revenue recognition criteria relating to $957,000 of contracts 
previously included in backlog and deferred revenue were met. As a result this revenue will be recognized during 
the fourth quarter, ended March 31st, 2008.  

In February 2008, LMS issued 75,000 options to a consultant, exercisable at a price of $0.53 per option over the next five years
in accordance with the terms of the consulting agreement.

Future Outlook
Management is concentrating its efforts primarily on revenue ramp up, servicing of our growing customer base cash flow
break even and profitability.

We anticipate that the revenue and backlog growth will continue due to following factors:
• Our growing presence in the marketplace is the result of sales efforts with several hospital groups, the continued 

success of which should drive further additional revenue opportunities.
• Increases in revenues related to the CALM Clinical Information System and our risk management tools.
• Commercial release of interoperability components for a private branded product developed in conjunction with

McKesson.
• As a result of increased system sales and our growing client base, revenues from maintenance and technical support

service agreements are also expected to increase commensurate with the growth of our installed base.
• Additional revenues are expected from the commercial release of CALM Patterns this year.
• New products and business alliances are being pursued to develop additional market opportunities, thereby 

extending the reach of our existing line of software and risk management tools.

Expense Outlook Summary
In the third quarter, we streamlined operations.  We anticipate that this plan will lead to lower expenditures in all areas,
and particularly in research & development activities and general and administrative expenses.

Having recently brought to market key software deliverables Horizon Perinatal Care, in conjunction with our distributor,
and CALM Patterns, we are focusing on growing market presence and product acceptance. Sales, service, training and 
software support for our distributors and healthcare industry clients become the priority. Shifting from software 
development to commercialization allows for reductions in development expenses and outside consultants. We anticipate
cash savings for fiscal 2008 of approximately $1.5 million and attaining a cash break even point for the last quarter of the
current fiscal year.

Upon meeting certain milestones, the board of directors will have an option to pay the suspended salaries, described in the
Streamlining of Operation section above, in the form of LMS shares or in cash, including a 25% premium.  These amounts
have not been included in the forecasted expenditures for the fourth quarter, presented below, as their nature is uncertain.
Salaries for management are to resume in the first quarter of fiscal 2009, thereby increasing expenses by approximately
$100,000 per month.
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Research and Development expenses
We expect these expenditures to decrease to $400,000 for the fourth quarter.

Administrative
As a result of the streamlining of operations completed in the third quarter described in the Third Quarter Highlights 
section of this MD&A, we expect these expenditures to decrease to $500,000 for the fourth quarter.

Selling, Marketing and Product Management
We expect these expenditures to remain constant during the fourth quarter, as a result of certain staffing and non essential
expenditure reductions.  

Customer Support 
The streamlining of operations did not affect customer support and we expect these expenditures to remain at similar 
levels over the coming quarters.

Quality Assurance
We expect these expenditures to decrease during the fourth quarter of fiscal 2008, as a result of certain staffing and non
essential expenditure reductions and reach $50,000 in the fourth quarter of 2008.

Liquidity and capital resources
To date, we have financed our operations, technology development, patent filings and capital expenditures primarily
through issuance of shares and convertible notes by way of private placements, with the receipt of investment tax credits
earned on eligible expenditures, by loans and promissory notes from financial institutions and by capital leases. Since our
inception, we have raised gross proceeds in excess of $55 million from equity-based financings.

During the third quarter of fiscal 2008, as described above, we implemented a program to streamline operations leading 
to reduced operating cash expenses. Management believes that with the above actions and the support of LMS's current
shareholders, distributors and customers, it will be able to continue operating as a going concern. There can, however, 
be no assurance that actions and plans such as those described above will be sufficient to continue operating 
as a going concern.  

In light of the inherent uncertainties associated with our ability to secure sales, to invest in new projects, to expand and
accelerate our product sales in the US and in other markets and to enter into additional business relationships, further
financing will be required to support our operations in the future. Funding requirements may vary depending on 
a number of factors including our success in growing revenues, profits, cash flow break even and progress of our research
and development program, the establishment of collaborations, the development of the international sector, and 
penetration rates in the North America.

When additional funds are required, potential sources of financing include strategic relationships and public or private sales
of our Common Shares. We do not have any committed sources of financing at this time and it is uncertain whether 
additional funding will be available when the need arises on terms that will be acceptable to us. If funds are raised by 
issuing additional Common Shares, or other securities convertible into our Common Shares, the ownership interests of
our existing shareholders will be diluted. If we are unable to obtain financing when required, we will not be able to carry
out our business plan, including marketing and distribution initiatives. We would have to significantly limit our operations
and business, and our financial condition and results of operations would be materially harmed.

Under our contract with a distributor, we are entitled to receive amounts for contracts contained in our backlog. As of
December 31, 2007, this amount, which does not qualify as a receivable under GAAP, amounted to $598,000, representing
additional future liquidity for LMS, as the deferred revenue liability related to this item is a non-cash item, which will be
settled by delivery of our software products and services in the normal course of operations. 

From time to time, we may invest excess cash, in liquid, high-grade investment securities of Canadian Chartered banks or
Canadian Government T-bills, with varying terms to maturity, taking into account operating, capital and cash-flow
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requirements. Any deviations from these types of investments need to be specifically authorized by the Board of Directors
of LMS.  LMS does not have any investments in asset based commercial paper.

Long-term debt and other cash obligations
As at December 31, 2007, we have no debt other than capital leases, which totaled $50,000 and are repayable over the next
5 years. Our operating obligations totaled $144,000, all of which is due within one year.

Under a lease agreement for our premises, we are required to issue a letter of credit for an amount of $12,500. In addition,
under an agreement with a bank, a $50,000 investment is held as a security.

We lease approximately 9,300 square feet of office space in Montréal, Québec, Canada.  In 2008, we renewed our lease for a
term of six months, commencing on March 1, 2008  and terminating on August 31, 2008.

Critical accounting policies and estimates
Our consolidated financial statements have been prepared in accordance with Canadian GAAP. As further described in
note 16 of the 2007 consolidated financial statements, these accounting principles differ in certain respects from those that
would have been followed had these financial statements been prepared in conformity with US GAAP and the related rules
and regulations adopted by the United States Securities and Exchange Commission. The preparation of financial 
statements by management in accordance with generally GAAP requires the selection of accounting policies from existing
acceptable alternatives. Our critical accounting policies and estimates include the following:

Revenue recognition
Revenue consists primarily of revenue from the sales of software licenses, hardware and technical support services. LMS
recognizes revenue in accordance with the provision of the American Institute of Certified Public Accountants Statement
of Position (“SOP”) No. 97-2, Software Revenue Recognition.

We recognize revenue from software licenses and hardware when persuasive evidence of an arrangement exists, delivery,
installation and client's acceptance have occurred, the sales price is fixed or determinable, and collection is probable. 

Revenue from technical support services, which is generally paid in advance, is deferred and recognized ratably over 
the period for which the technical support service is provided. Other service and consulting revenues are recognized 
as services are provided.

Revenue on arrangements that includes multiple elements such as hardware, software licenses and technical support serv-
ices is allocated to each element based on vendor specific objective evidence (“VSOE”) of the fair value of each element.
Allocated revenue for each element is recognized when revenue recognition criteria have been met for each element. VSOE
is determined based on the price charged when each element is sold separately. If VSOE cannot be determined, and all other
revenue recognition criteria have been met, revenues from multiple element managements are recognized ratably over the
period for which the technical support service is provided. 

Stock-based compensation plan
LMS follows the fair value based method of accounting for all our stock-based compensation. When stock options are 
exercised, capital stock is credited by the consideration paid together with the related portion previously credited to 
contributed surplus when compensation costs were charged against income. Stock-based compensation expense and pro
forma disclosure of the stock-based compensation expense for all options granted under our stock option plans 
is determined using the fair value method computed with the Black Scholes option pricing model. The related expense is
recognized over the vesting period of such options, allowing for forfeitures, estimated by management.

Income taxes
LMS follows the liability method of accounting for income taxes. Under this method future income tax assets and liabili-
ties are determined based on the differences between the financial reporting and tax bases of assets and liabilities and are
measured using substantively enacted tax rates and laws that are expected to be in effect in the periods in which the assets
or liabilities are expected to be realized or settled. Changes in these balances are included in net earnings of the period in
which they arise.
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Impairment of long-lived assets
When events or changes in circumstances indicate the carrying amount of a long-lived asset or group of assets held for use,
including capital assets and patents, may not be recoverable, an impairment loss is recognized when the carrying amount
of those assets exceeds the sum of the undiscounted future cash flows related to them. The impairment loss is included in
the statement of operations and the carrying value of the asset or group of assets is reduced to its fair value as determined
by the sum of the discounted future cash flows related to those assets. The impairment loss is presented within 
amortization expense of the related assets.

Recent accounting pronouncements under Canadian GAAP 
Comprehensive Income
The Canadian Institute of Chartered Accountants (“CICA”) issued Hand Book Section 1530, “Comprehensive Income”
which establishes standards for reporting and display of comprehensive income; Section 3855 “Financial Instruments -
Recognition and Measurement” which establishes standards for the recognition and measurement of all financial 
instruments, provides a characteristic-based definition of a derivative instrument, provides criteria to be used to determine
when a financial instrument should be recognized, and provides criteria to be used to determine when a financial liability
is considered to be extinguished; and Section 3865 “ Hedges” which establishes standards of when and how hedges 
accounting may be applied. Hedge accounting is optional. The new standards are applicable for years beginning on or after
October 1, 2006, and accordingly, LMS adopted them in the first quarter of 2007. The impact of adopting these new 
provisions did not have an effect on LMS consolidated financial statements. Expanded disclosures regarding the application
of the above pronouncements are made in note 2 of the consolidated interim financial statements.

Accounting Changes
Effective April 1, 2007, LMS adopted the new recommendations of the CICA Handbook Section 1506, Accounting Changes.
Under these new recommendations, voluntary changes in accounting policy are permitted only when they result in the
financial statements providing reliable and or relevant information. These recommendations also require changes in
accounting policy to be applied retrospectively unless doing so is impracticable, require prior period errors to be corrected
retrospectively, require enhanced disclosures about the effects of changes in accounting policies, estimates and errors on
the financial statements, and require the disclosure of new primary sources of generally accepted accounting principles
that have been issued but not yet effective. The impact that the adoption of this section will have on LMS's financial 
statements will depend on the nature of future accounting changes and the required additional disclosure on Recent
Accounting Pronouncements.

New Accounting Pronouncements
Capital Disclosures
CICA Handbook Section 1535, Capital Disclosures, requires disclosure of an entity's objectives, policies and processes 
for managing capital, quantitative data about what the entity regards as capital and whether the entity has complied with
any capital requirements and, if it has not complied, the consequences of such noncompliance. This standard is effective 
for interim and annual financial statements relating to fiscal years beginning on or after October 1, 2007, specifically 
April 1, 2008 for LMS. LMS has not yet determined the impact of the adoption of this change on the disclosure in its 
financial statements.

Financial Instruments Disclosures
CICA Handbook Section 3862, Financial Instruments - Disclosures, increases the disclosures currently required that will
enable users to evaluate the significance of financial instruments for an entity's financial position and performance, 
including disclosures about fair value. In addition, disclosure is required of qualitative and quantitative information about
exposure to risks arising from financial instruments, including specified minimum disclosures about liquidity risk and 
market risk. The quantitative disclosures must also include a sensitivity analysis for each type of market risk to which an
entity is exposed, showing how net income and other comprehensive income would have been affected by reasonably 
possible changes in the relevant risk variable. This standard is effective for interim and annual financial statements relating
to fiscal years beginning on or after October 1, 2007, specifically April 1, 2008 for LMS. LMS has not yet determined the
impact of the adoption of this change on the disclosure in its financial statements.
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Financial Instruments Presentation
CICA Handbook Section 3863, Financial Instruments - Presentation, replaces the existing requirements on presentation 
of financial instruments which have been carried forward unchanged to this new section. This  standard is effective 
for interim and annual financial statements relating to fiscal years beginning on or after October 1, 2007, specifically 
April 1, 2008 for LMS. LMS has not yet determined the impact of the adoption of this change on the disclosure 
in its financial statements.

General Standards on Financial Statement Presentation
CICA Handbook Section 1400, General Standards on Financial Statement Presentation, has been amended to include
requirements to assess and disclose an entity's ability to continue as a going concern. The changes are effective for LMS for
interim and annual financial statements beginning on or after January 1, 2008. LMS has not yet determined the impact of
the adoption of this change on the disclosure in its financial statements.

Disclosure controls and procedures
We are responsible for establishing and maintaining the LMS's disclosure controls and procedures to ensure that 
information used internally and disclosed externally is complete and reliable. The Chief Executive Officer and the Chief
Financial Officer of the Company have evaluated the effectiveness of the Company's disclosure controls and procedures
and have concluded that they are adequate and effective as at the end of the nine-month period ended December 31, 2007,
based on such evaluation.

Dividends
We do not anticipate paying dividends in the next fiscal year.

Off-balance sheet arrangements 
We do not have any off-balance sheet arrangements at December 31, 2007.

Foreign operations and foreign currency transactions
Large portion of our revenues and some of our expenses are generated in the US. From April 1, 2006 to December 31, 2007
the Canadian dollar has appreciated against the US dollar by approximately 15%. As over 90% of our revenues are 
generated in the US, the continued weakness of the US dollar has a negative effect on our revenues, offset somewhat by
the expenses generated in the US.

Risk factors 
For a more detailed discussion of risk factors that could materially affect our results of operations and financial condition,
please refer to our Form 20-F.

Other MD&A requirements
All relevant information related to our Company is filed electronically in Canada at www.sedar.com and in the US at
www.sec.gov.
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