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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-K

Xl ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For fiscal year ended December 31, 2009
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 0-31659

NOVATEL WIRELESS, INC.

(exact name of registrant as specified in its chaat)

Delaware 86-082467:
(State or Other Jurisdiction (I.LR.S. Employet
of Incorporation or Organization) Identification No.)

9645 Scranton Roa
San Diego, California 92121
(Address of Principal Executive Offices (zip code
Registrant’s telephone number, including area codg858) 320-8800
Securities registered pursuant to Section 12(b) e Act: None

Securities registered pursuant to Section 12(g) dlfie Act:
Common Stock, par value $.001 per share

Indicate by check mark if the Registrant is a vikelbwn seasoned issuer, as defined in Rule 405cdbéturities
Act. YesO No

Indicate by check mark if the Registrant is notuiegd to file reports pursuant to Section 13 ort®ecl5(d) of the
Act. YesO No

Indicate by check mark whether the Registrant ék)filed all reports required to be filed by Sewti3 or 15(d) of the
Securities Exchange Act of 1934 during the preagdid months (or for such shorter period that thgi®eant was required
file such reports), and (2) has been subject tb filiog requirements for the past 90 days. ¥ddNo

Indicate by check mark if disclosure of delinquilets pursuant to Item 405 of Regulation S-K it oontained herein,
and will not be contained, to the best of Regidtssknowledge, in definitive proxy or informatiotatements incorporated by
reference in Part Ill of this Form 10-K or any arderent to this Form 10-KXI

Indicate by check mark whether the Registrant baméited electronically and posted on its corpok&eb site, if any,
every Interactive Data File required to be subrditiad posted pursuant to Rule 405 of Regulationdb#ing the preceding
12 months (or for such shorter period that the &egit was required to submit and post such fie$[d No O

Indicate by check mark whether the Registrantlésge accelerated filer, an accelerated filer, a-accelerated filer, or
smaller reporting company. See the definitionslafde accelerated filer,” “accelerated filer” argirfaller reporting
company” in Rule 12b-2 of the Exchange Act. (Chenk):

Large accelerated fileEl Accelerated fileixI Non-Accelerated filerd Smaller Reporting Companiy]

Indicate by check mark whether the Registrantskell company (as defined in Rule 12b-2 of the Bxgje
Act). Yes No
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The aggregate market value of the voting commocksteld by non-affiliates of the Registrant, basadhe closing
price of the Registrant’'s common stock on June&2809, as reported by The Nasdaqg Global Select Maslees
approximately $188,411,961. For the purposes efdhiculation, shares owned by officers and dirsdfand their affiliates)
have been excluded. This exclusion is not intendedshall it be deemed, to be an admission thet parsons are affiliates
of the Registrant. The Registrant does not havenanyvoting stock issued or outstanding.

The number of shares of the Registrant's commarkstatstanding as of March 11, 2010 was 31,194,209.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive proxy statmt for the 2010 Annual Meeting of Stockholderbediled with the
Securities and Exchange Commission pursuant to IR&gu 14A are incorporated by reference into Radf this Form 10K
to the extent stated herein.
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Forward-Looking Statements

This report contains forward-looking statementsimithe meaning of Section 27A of the Securities #1933 and
Section 21E of the Securities Exchange Act of 193 should not place undue reliance on theserstates. These forward-
looking statements include statements that reflecviews of our senior management with respeoutacurrent expectatior
assumptions, estimates and projections about NiowAteless and our industry. Statements that ineltiet words “may,”
“could,” “should,” “would,” “estimate,” “anticipatg “believe,” “expect,” “preliminary,” “intend,” “gan,” “project,”

“outlook,” “will” and similar words and phrases iaiify forward-looking statements. Forward-lookingtements address
matters that involve risks and uncertainties tloaila cause actual results to differ materially frihmase anticipated in these
forward-looking statements as of the date of taport. We believe that these factors include thievidng:

” ” " u ” w ”

» the impact of uncertain global economic conditionghe demand for our produc
» our ability to compete in the market for wirelesedilband data access produ

» our ability to introduce and sell new products tb@mply with evolving industry standards, includi®@ and
emerging 4G standards and government regulat

» our ability to develop and maintain strategic rielaships to expand into new marke
» our dependence on a small number of customersdobstantial portion of our revenu
» demand for broadband wireless access to entemetseorks and the Interne

» the outcome of pending or future litigation, indluglthe current class action securities litigationl intellectual
property litigation;

» our ability to properly manage the growth of ousimess to avoid significant strains on our manageaed
operations and disruptions to our busini

» our reliance on third parties to manufacture oodpcts;

» our ability to accurately forecast customer demamd order sufficient product quantiti

» our reliance on sole source suppliers for some oco@pts used in our produc

» infringement claims with respect to intellectuabperty contained in our produc

» our continued ability to license necessary i-party technology for the development of our prodL

» risks associated with doing business abroad, imtuftbreign currency risks; ar

» our ability to hire, retain and manage additionadlified personnel to maintain and expand our lagsi

The foregoing factors should not be construed haestive and should be read together with the atfetionary
statements included in this and other reports ieenfith the Securities and Exchange Commissiorudiog the information
in “Item 1A. Risk Factors” in Part | of this repolt one or more events related to these or otis&s ror uncertainties

materialize, or if our underlying assumptions praw®e incorrect, actual results may differ matsritom what we
anticipate.

Trademarks
“Novatel Wireless”, the Novatel Wireless logo, “MiF‘MiFi Intelligent Mobile Hotspot”, “MobiLink”, “Ovation”,

“Expedite”, “MiFi.Freedom.My Way", “Conversa”, “TalMobilelnternet,”, “NovaSpeed”, “NovaCore” and “MaDrive” are
trademarks of Novatel Wireless, Inc. Other tradéiatrade names or service marks used in this repeithe property of

their respective owners.
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PART |

ltem 1. Business
Overview

We are a provider of wireless broadband accessiaatufor the worldwide mobile communications markaur broad
range of current products principally includesdhigeneration, or 3G, intelligent mobile hotspotsnmunications and
applications software, USB modems, embedded PQksgpnini card modems and wireless PC card andeEs@ard
modems. Through the integration of our hardwaresafivare, our products are designed to operateroajority of the
world’s wireless networks and provide mobile sulisms with secure and convenient high speed atoessporate, public
and personal information through the Internet amenprise networks.

Our global customer base is comprised of wirelgggators, laptop PC and other OEMs, distributos\aarious
companies in other vertical markets. Our currestamer base includes wireless operators and otinelesas market
participants such as Bell Mobility, Sprint PCS, &fehica, Verizon Wireless, Virgin Mobile, Vodafoaad OEM partners
such as Dell. We also have strategic technologyeldpment and marketing relationships with sevefdhese customers.

For the years ended December 31, 2009, 2008, & 86t revenues recognized from sales of our tsduas $337.4
million, $321.0 million and $429.9 million, respiaely.

We were incorporated in 1996 under the laws ofStae of Delaware.

Our Strategy

Our objective is to be the leading provider of \Wes broadband access solutions for the worldwidlkilm
communications market. The key elements of outeggaare to:

» Broaden Our Product Offerin¢ We intend to diversify and continue to broadenmaduct line in the following
areas: intelligent mobile hotspots, communicatiang applications software, USB modems and embeuietliles.

* Expand Our 3G and introduce 4G Wireless Produce@ffs Worldwide We intend to continue expanding ¢
portfolio of 3G wireless products with leading wéss operators worldwide. We have introduced nuoe88s
products, including ENDO, HSDPA and HSUPA products. We also plan to ohiiee new products aimed at the r
generation technologies, including 4G technologiek and WiMax.

» Lead the Intelligent Mobile Hotspot Product Categ. In December 2008, we announced our Mifelligent Mobile
Hotspot, a completely new category in wireless fgotiata devices, and one that we created. In M9 2Be first
nationwide commercial deployment of MiFi was annmeahby Verizon Wireless. In June 2009, Sprint PCS
announced its nationwide commercial launch of M8thce that time, approximately 15 additional opsrsaround
the world have commercially launched MiFi for b&W-DO and HSPA technologies. We have multiple fwHon
versions of MiFi currently in development and warpto continue to lead the market with innovativiEiproducts
and software application

» Capitalize on Our Direct Relationships with Wiredg3perators We intend to continue to capitalize on our dii
relationships with wireless operators in ordemicréase our worldwide market position. In the Whiates and
internationally, we are working closely with wiregoperators of E-DO and HSPA wireless network

» Leverage Strategic Relationships with Wireless stigul_eaders We believe that strategic relationships with waez
and mobile computing industry leaders are critioadur ability to leverage sali

1
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opportunities and ensure that our technology imuests address customer needs. Through strategtoredhips, wi
believe that we can increase market penetratiorddfetentiate our products by accessing the ressiof others,
including access to distribution resources, andod¢eld sales and marketing resources and addressmgnarket
opportunities through innovation with our selecpaditners. We intend to continue the developmentaretage of
strategic relationships in our target mar!

» Continue to Target Key Vertical Market Opporturstend Penetrate New Marke We believe that on-going
developments in wireless technologies will creatdittonal vertical market opportunities and morglagations for
our products. Currently, we market our broadbanel$s access solutions to key vertical industgyremts by
offering innovative products that are intendednicréase productivity, reduce costs and create tipesa
efficiencies.

* Increase the Value of Our Produ. We will continue to add new features, functiotyadind intellectual property to
our products and develop new services and softafgpécations to enhance the overall value and efisse that our
products provide to our customers and end u

Our Products

Our current products are designed to operate a8@sgetworks. We also plan to introduce productsgiesd to operate
across 4G networks. 3G and 4G networks includddtowing:

Third Generation (3G) Technologies

» Code Division Multiple Acce, or CDMA, 1xEV-DO is designed to be employed by CDMA operatorsodide
wireless access speeds comparable to wirelineatiggibscriber line, or DSL, services. Subscribarsattain
wireless access to data at maximum speeds of 2@ tmegabits per second, or Mbps, on CDMA 1xEV-D&v R0
networks and 3.1 Mbps on CDMA 1xI-DO Rev. A networks

» High Speed Packet Acce or HSPA is an enhancement of thimiversal Mobile Telecommunications Systor
UMTS,standard which enables packet data transmissioraamum speeds of up to 14.4 MbpBMTSis also
referred to as Wideband Code Division Multiple Asseor W-CDMA.

» High Speed Packet Access Plor HSPAH4, is a follow on to HSPA technology which providesoretical maximum
downlink data rates of 28 Mbp

» Dual-Carrier High Speed Packet Access |, or DC-HSPA+is a continuation of HSPA+ technology which prowde
theoretical data throughputs of up to 42 Mt

Fourth Generation (4G) Technologies:

* WiMaxis a follow on 4G technology which provides thematmaximum downlink data rates of 10 Mbps ar
Mbps on the uplink

* Long Term Evolutiol or LTE, defines signal modulation schemes that will permich higher data rates to
achieved in 3G networks. LTE enables theoretictd ttmansmission rates of up to 100 Mbps depending o
environment and carrier network configurati

The following summarizes our current principal protllines and applications:

Intelligent Mobile Hotspots

Our MiFi brand of Intelligent Mobile Hotspot provides b®H. AN and WWAN wireless connectivity to up to fiveers
simultaneously from a wide assortment of devicebiting notebook computers, music players andaligameras. In
addition to cellular network access, ddiFi product also provides a platform to host

2
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native software applications. Software is includedhe device so that users don’t need to instadeds from a CD. The
following is a representative selection of our eatMiFi products:

» TheMiFi 2200 Intelligent Mobile Hotspot provides broadband castizas at speeds up to 3.1 Mbps on CDMA
EVDO Rev. A networks. ThiiFi 2200 utilizes modem manager software and is compatiftle a range of devices
including laptop PCs, PDAs, mobile phones, as aglbperating systems including Microsoft Windows XRta,
Mac OS X 10.3.9 or higher, and Linux. TMiFi 220C operates on the 800 MHz and 1900 MHz ba

* TheMiFi 2352 /2372Intelligent Mobile Hotspot products provide HSP/Apahle downloads and uploads on carrier
networks at either 900MHz or 850Mhz, 1900 MHz ad6@MHz. TheMiFi 2352 andMiFi 2372 are capable of
downloading files at speeds up to 7.2 Mbps andagfg files at speeds up to 5.76 Mbps. Additionatyough
support of GPRS and EDGE, tMiFi 2352 andMiFi 2372 provide global cellular network acce

Expedite Embedded PCI Express Mini Card Modem©®feis

Our Expeditebrand of Embedded PCI Express Mini Card modems: émem factor specification designed for easy
integration into multiple laptop platforms and atiéreless devices. EadExpediteembedded PCI express mini card modem
enables wireless high-speed streaming video anid,aseture access to emails with large attachnaamtother corporate
information stored behind firewalls providing rddla connectivity, maximum data throughput and &fit management of
device power consumption. The following is a reprdative selection of our curreBkpediteembedded PCI express mini
card modems:

* TheExpedite E76 PCI Express Mini Card includes receiver diversity800 and 1900 MHz band CDMA2000
1XEV-DO and CDMA2000 1X network:

» TheExpedite E72 PCI Express Mini Card provides dual band (800/18B{r) wireless access and is designed to
provide mobile broadband connections at speeds 8dltMbps on CDMA 1XE-DO Rev. A networks

» TheExpedite EU860 PCI Express Mini Card operates globally on 85@0%nd 2100 MHz bands on HSDPA and
UMTS networks with mobile broadband connection sigsagp to 3.6 Mbps on the downlink and up to 384 Kop
the uplink on HSDPA/UMTS capable networ

» TheExpedite EU870 is optimized for Europe and offers receiver diitgrand equalizer support and operates
globally on 850, 1900 and 2100 MHz bands on HSDRABWBMTS networks. Th&xpedite EU870Dransmits
wireless data at speeds up to 3.6 Mbps on the didwahd up to 384 Kbps on the uplink on HSDPA/UMTS
networks.

USB Modems

Our OvationUSB product line provides wireless connectivitieithangeably to both desktop and other fixed caimgu
devices and to laptop PCs and other portable cangpdevices. The following is a representative c@@a of our current
Ovationproducts:

» TheOvation MC76(USB Modem is a mici-sized broadband Internet device with t-capacity removable memo
storage. The integrated microSD slot of €760 provides flexible portable storage options withbiundering
Internet connection performance. TME7600perates on EV-DO Rev. A networks. TME760is capable of
downloads at rates up to 3.1 Mbps and can upldesi di rates of up to 1.8 Mby

» TheOvation MC990I is a 2-in-1 mobile broadband USB modem with mi@6t& (high capacity) removable
memory, optimized for Europe and North Americawmdbwnload rates of up to 7.2 Mbps and upload speédp tc
5.7 Mbps. TheMC990L operates on the HSDPA and EDGE netwo

3
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» TheOvation MC996I provides network access at both 900MHz and 2100MHifizing advanced receiver
technologies, it is capable of downloads at rafe®128.8 Mbps and can upload files at rates abup76 Mbps

» TheOvation MC998I is a tri-band solution (850/1900/2100 MHz) andthariound HSPA+. It is capable of
downloading at rates up to 28.8 Mbps and uploadirrgtes of up to 5.76 Mbp

Merlin Wireless PC Card and ExpressCard Modems

Our Merlin Wireless PC Card and ExpressCard modems providdemalbscribers with secure and convenient high-
speed wireless access to data including corpguat#ic and personal information through the Intéaral enterprise
networks. Each of ouvlerlin Wireless PC Card and ExpressCard modems connestarntdard laptop PCs and other products
employing PCMCIA or ExpressCard/34/54 interfacespectively. All of our modems utilize modem managetware and
are compatible with a range of devices includirgdpa PCs, PDAs, as well as operating systems imdudicrosoft
Windows 98, 2000, Millennium Edition, XP, Vista aRdcket PC. Our primanyerlin Wireless PC Card and ExpressCard is
the Merlin CC760,which is a duaband EVDO Rev. A wireless modem designed to be irsbdth ExpressCard/34 as wel
PCMCIA card slots. Th€C760is capable of 3.1 Mbps downloads and 1.8 Mpbsagso

MobiLink Mobile Communications Suite

Our MobiLink mobile communications software suite, which resimieshe mobile subscriber’'s computing device, is an
object-oriented application that enables a usegato quick and simple access to advanced conngct@atures such as SMS,
multimedia messaging and virtual private networkiMgbilink also offers video telephony and wireless local aesavorks,
or WLAN management capabilities. TMobiLink graphical user interface and underlying functidyadre designed to be
modular, easily configurable and expandable in omenable our customers to differentiate theadpict offerings.
MobiLinkis engineered to work with all our wireless modems.

Customers

Our end-customer base is comprised of wirelessadpes, distributors as well as OEMs and variouspames in other
vertical markets. Our current customer base indwdeeless operators and other wireless markeicgzhts including Bell
Mobility, Sprint PCS, Telefonica, Verizon Wireled&rgin Mobile and Vodafone and OEM partners sustDell. We also
have strategic technology, development and mareéiationships with several of these customers.

Our strong customer relationships provide us withdpportunity to expand our market reach and sales

» Wireless Operators and Distribut«. By working closely with our wireless operator atisitributor customers, we ¢
able to drive demand for our products by combiring expertise in wireless technologies with ourteoers’ sales
and marketing reach over a global subscriber Hasecustomers also provide us with important sesjiéncluding
field trial participation, technical support, wiesk data marketing and access to additional irtdiistibution
channels

» OEMs Our OEM customers integrate our products intdaissthat they manufacture and sell through th&ir o
direct sales forces and indirect distribution creenOur products are capable of being integratedd broad range
of devices, including laptop PCsheok readers, M2M devices, and vehicle locatioriatss We seek to build stro
relationships with our OEM partners by working @lyswith them and providing radio frequency, or REsign
consulting, performance optimization, software gnéion and customization and application engimeesupport
during the integration of our produc

Strategic Relationships

We continue to develop and maintain strategic imahips with wireless and computing industry leadi&e Alcatel-
Lucent, Dell, QUALCOMM, Sprint PCS, Verizon Wireks/irgin Mobile, Vodafone, Telefonica

4
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and major software vendors. Through strategicimelahips, we have been able to increase marketnaéioa by leveraging
the resources of our channel partners, includie@ #itcess to distribution resources, increasex ggiportunities and market
opportunities.

Sales and Marketing

We sell our wireless broadband solutions primaolwireless operators either directly or throughtsiic relationships,
as well as to OEM partners and distributors locateddwide. Most of our sales to wireless operatord OEM partners are
sold directly by our sales force. To a lesser degnes also use an indirect sales distribution mddelugh the use of select
distributors. A significant portion of our net rewees comes from a small number of customers. Querenues from sales
Verizon Wireless, Hon Hai and Sprint PCS represkatgproximately 38.1%, 20.5% and 10.7%, respegtivlour total net
revenues for the year ended December 31, 2009.

In order to maintain strong sales relationshipspvewvide co-marketing, trade show support, proth@hing and demo
units for merchandising. We are also engaged ifda wariety of activities, such as awareness aad tgeneration programs
as well as product marketing. Other marketingatiities include public relations, seminars and @nting with partners.

See Note 9 to our consolidated financial statenfenta discussion of our revenue and asset corat@ns by
geographic location.

Product Research and Development

Our product development efforts are focused onldeugg innovative wireless broadband access saiatto address
opportunities presented by next generation wirehesaorks and improving the functionality, desigw gerformance of our
products. Our research and development expens#fgears ended December 31, 2009, 2008 and 2867 $44.9 million,
$34.7 million and $37.6 million, respectively. TBempany did not recover any costs from vendor-fdriievelopment
contracts during the years ended December 31, 2002007. The Company recovered $1.7 million fremdor-funded
development contracts during the year ended Dece&1he2008.

We intend to continue to identify and respond to@ustomers’ needs by introducing new product desigith an
emphasis on supporting cutting edge WAN technoleggge-of-use, performance, weight, cost and poareuenption.

We manage our products through a structured liédecgrocess, from identifying initial customer regments through
development and commercial introduction to evenpinalse-out. During product development, emphagikated on time-to-
market, meeting industry standards and custometustespecifications, ease of integration, cost cédn, manufacturability,
quality and reliability.

Our product development efforts leverage our capegise in the following key technology areas:

» Advanced Radio Frequency and Hardware De: Advanced Radio Frequency, or RF, design is thet&elynology
that determines the performance of wireless devidéshave specialized in 800/900/1800/1900 and 21802
designs for digital cellular, packet data and CDkahnology. Our expertise in RF and baseband téabyno
contributes to the performance, cost advantagesiaadl size of our product

» Miniaturization and System Integrati. Small systems integration is the integrationpglization specific integrated
circuits, or ASICs, RF and baseband integratediits@nd packaging technologies. We will continmaagment our
miniaturization technology, working to further reduthe size and cost of current and future prod

5
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» Firmware Developmer We have specialized in integrating 3G (HSDPA/HSUW 1xEV-DO) protocol stacks and
customizing the firmware to meet carrier and refgujarequirements. We supply end-to-end WAN modetat®ns
to our customers including the modem hardwarectistomized firmware that runs on the 3G processdrthe
modem manager application that controls the modeenation.

Manufacturing and Operations

We have agreements with LG Innotek Co., Ltd, or “InBotek”, a subsidiary of the LG Group, locatedsiouth Korea,
and, with Inventec Appliances Corporations, or “[A@cated in China, for the outsourced manufaaigiof our
products. Under our manufacturing agreements, lidtkk and IAC provide us with services includingngmnent
procurement, product manufacturing, final assemntielsting, quality control, fulfillment and deliverin addition, we have an
agreement with Mobiltron (Europe) Limited, or Mdhiln, for distribution, fulfillment and repair séces related to our
business in Europe, Middle East, and Africa, or BME

We outsource our manufacturing in an effort to:

» focus on our core competencies of design, develapared marketing

* minimize our capital expenditures and lease ohibgat

» realize manufacturing economies of sc

» achieve production scalability by adjusting mantifeing volumes to meet changes in demand;
* access be-in-class component procurement and manufacturing ress.

We believe that additional assembly line efficiescare realized due to our product architectureoand@ommitment to
process design. Direct materials for our produotssist of custom tooled parts such as printed itibmards, molded plastic
components and fabricated metal components, asawétidustry-standard components such as ASICgoRier amplifiers,
flash memory, transistors, integrated circuitszpielectric filters, duplexers, inductors, resistand capacitors. Many of the
components used in our products are similar toethsed in cellular telephone handsets, helpingdage our component
costs through the use of standard parts.

Our operations organization manages our relatipsshith LG Innotek, IAC and Mobiltron as well aset key
suppliers. Our operations team focuses on supg@inahanagement, quality, cost optimization, custoonder management
and new product introduction.

Intellectual Property

Our wireless broadband access solutions rely orbandfit from our portfolio of intellectual propgrtincluding patents
and trademarks. We currently own 34 United Stastsris, two of which are also registered in Canbadaddition, we
currently have 60 patent applications pending. Friome to time we also seek to have our patentstegd in selected
foreign jurisdictions. The patents that we curngiotivn expire at various times between 2010 and 2016

We have licensed software and other intellectuaperty for use in our products from third-partigsch as
QUALCOMM. In the case of QUALCOMM, these licensdi@a us to manufacture CDMA, UMTS, HSPA and EV-DO-
based wireless modems and to sell or distribute tverldwide. In connection with such sales, we pajalties to
QUALCOMM. The license from QUALCOMM does not havepecified term and may be terminated by us or by
QUALCOMM for cause or upon the occurrence of otspecified events. In addition, we may terminatelitenses for any
reason upon 60 days prior written notice. We hdse granted to QUALCOMM a nontransferable, worldeidonexclusive,
fully-paid and royalty-free license to use, in cention with wireless communications applicatiorestain of our intellectual
property that incorporates the technology licensaas by QUALCOMM. This license allows QUALCOMM toake, use,
sell or dispose of such products and the relatethoments.
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We also hold a number of trademarks including ExpeiFi, MiFi Intelligent Mobile Hotspot, MobilLik, Ovation,
Conversa, NovaSpeed, NovaCore and NovaDrive.

Backlog

We do not believe that backlog is currently a meghil indicator of our future business prospects ttuthe many
variables, some of which are outside of our contebiich could cause the actual volume of our prodghgpments to differ
from those that comprise our backlog. Additionallls sometimes have relatively short lead times eetweceipt of
customer purchase orders and shipment of products.

Competition

The market for wireless broadband access soluisorapidly evolving and highly competitive. It ikély to continue to
be significantly affected by the evolution of newreless technology standards, additional compasmésring the market, ne
product introductions and the product pricing atiteomarket activities of industry participants. Wadieve the principal
competitive factors impacting the market for ousgarcts are price, form factor, time-to-market, teas and functionality,
performance, quality, and brand. To maintain angrowe our competitive position, we must continueléoelop new
products and solutions, expand our customer base, gur distribution network and leverage our &gt relationships.

Our wireless communications products currently cetapvith a variety of devices, including other véss modems,
wireless handsets, wireless handheld computingcdevand other wireless devices. Our current anehiat competitors
include:

» wireless data modem providers, such as Huawei, Dffpn International, Sierra Wireless, Kyoceranteah,
UTStarcom and Sol-Ericsson;

» wireless handset and infrastructure manufactuseis) as Motorola, Nokia, Siemens and $-Ericsson; ant
» wireless chipset providers, such as QUALCOMM anid$son.

We believe that we have advantages over each girduary competitors due in varying measure totohinical and
engineering design of our products, the broad rafigelutions that we offer, the ease-of-use ofaducts, our ability to
adapt our products to specific customer needs andampetitive pricing. As the market for wireldssadband access
solutions expands, other entrants may seek to ctemyith us either directly or indirectly.

Employees

As of December 31, 2009, we had 352 employeeqdital) 187 in research and development, 69 in saldanarketing,
50 in operations, and 46 in general and adminig&dtinctions. We also use the services of constdtand temporary
workers from time to time. Our employees are nptesented by any collective bargaining unit anccemsider our
relationship with our employees to be good.

Website Access to SEC Filing

We maintain an Internet websitevatvw.novatelwireless.carithe information contained on our website or taat be
accessed through our website does not constitpdetaf this report. We make available, free ofrgeahrough our Internet
website, our annual reports on Form 10-K, quartexports on Form 10-Q, current reports on Form &#d amendments to
those reports filed or furnished pursuant to Secti8(a) or 15(d) of the Securities Exchange Act284, as amended, or the
Exchange Act, as soon as reasonably practicaldevaé electronically file or furnish this informati to the Securities and
Exchange Commission, or SEC.
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Iltem 1A. Risk Factors

An investment in our common stock involves varnimks. Before deciding to purchase, hold or sel cammon stock,
you should carefully consider the risks describetbl in addition to the other cautionary statemeartd risks describe
elsewhere in this report and in the documents ipooated by reference herein and therein. The régid uncertainties
described below are those that we currently deebetmaterial, and do not represent all of the ridieat we face. Additional
risks and uncertainties not presently known tonuhat we currently do not consider material maythe future become
material and impair our business operations. If afiyhe following risks actually occur, our busisemuld be materially
harmed, and our financial condition and resultoperations could be materially and adversely afdciAs a result, the
trading price of our securities could decline, aymli might lose all or part of your investment. bould also refer to the
other information contained in this Form 10-K, indIng our financial statements and the related sote

The current weakness in global economic conditiccmuld have a material adverse effect on our resufoperations and
financial condition.

As a result of weak economic conditions globallg, krave experienced lower demand for our produdigshhhas
adversely impacted our results of operations. Tdiatiity and illiquidity of financial and credit arkets and the resulting
negative economic impact could continue, andiissible that the conditions may be prolongeciff bccurs, demand for
our products may continue to contract, which cddde a material adverse effect on our results efaijpns and financial
condition.

Additionally, there could be a number of relatefitetis on our business resulting from these econacaoniditions,
including the insolvency of one or more of our digrg resulting in product launch or product defivdelays, customer
insolvencies resulting in that customer’s inabitibyorder products from us or pay for already d=idd product, an inability
on the part of our customers to obtain creditarfice purchases of our products and reduced delyathe ultimate end-
users of our products.

Although we continue to monitor market conditiow®, cannot predict future market conditions or timjpact on
demand for our products.

The market for wireless broadband data access piidwand services is rapidly evolving and highly qostitive. We may b
unable to compete effectively.

The market for wireless broadband data access prodnd services is rapidly evolving and highly petitive. We
expect competition to continue to increase ancsifg. Many of our competitors or potential compats have significantly
greater financial, technical, operational and mmieresources than we do. These competitors ¥amgle, may be able to
respond more rapidly or more effectively than we ttanew or emerging technologies, changes in ousteequirements,
supplier related developments, or a shift in theitess landscape. They also may devote greateorar effective resources
than we do to the development, manufacture, prampsale, and post-sale support of their respeptiwducts and services.

Many of our current and potential competitors hengre extensive customer bases and broader custsapgljer and
other industry relationships that they can levetagestablish competitive dealings with many of current and potential
customers. Some of these companies also have msiatgished and larger customer support organizatican we do. In
addition, these companies may adopt more aggreggiiag policies or offer more attractive termsctesstomers than they
currently do or than we are able to, may bundl& t@mpetitive products with broader product offgs and may introduce
new products and enhancements. Current and pdteotigoetitors might merge or otherwise establisbpevative
relationships among themselves or with third partieenhance their products or market positiomddition, at any time any
given customer or supplier of ours could electriteeour then existing line of business and théeeabmpete with us,
whether directly or indirectly. As a result, itgsssible that new competitors or new or otherwigeaaced relationships
among existing competitors may emerge and rapicliyi@e significant market share to the detrimermwfbusiness.

8
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Our wireless communications products currently cetapvith a variety of devices, including other wéss modems,
wireless handsets, wireless handheld computingcdevand other wireless devices. Our current comopeiinclude:

» wireless data modem providers, such as Huawei, Dffipn International, Sierra Wireless, Kyoceranteah,
UTStarcom and Sol-Ericsson;

» wireless handset providers, such as Motorola, N&immens and So-Ericsson; ant
» wireless chipset providers, such as QUALCOMM anid$son.

We expect our competitors to continue to improvefaatures and performance of their current pradact to introduc
new products, services and technologies whichyd€assful, could reduce our sales and the markepgnce of our
products, generate increased price competitiomaakke our products obsolete. For our products t@iemerformance
competitive, we must, among other things, contitai@vest significant resources (financial, humad atherwise) in, among
other things, research and development, sales ankkting, and customer support. We cannot be katente will have or
will continue to have sufficient resources to méhese investments or that we will be able to maketéchnological advanc
necessary for our products to remain competitiverdased competition could result in price redungtidewer or smaller
customer orders, reduced product margins and fossranarket share. Our failure to compete succ#igstould seriously
harm our business, financial condition and rexafligperations.

Our failure to predict carrier and end user custompreferences among the many evolving wireless iatly standards
could hurt our ability to introduce and sell new pducts.

In our industry, it is critical to our success that accurately anticipate evolving wireless tecbgglstandards and that
our products comply with these standards in relex@gpects. We are currently focused on engineanimgmanufacturing
products that comply with several different wirslatandards. Any failure of our products to compilh any one of these or
future applicable standards could prevent or dédair introduction and require costly and time-aamghg engineering
changes. Additionally, if an insufficient numberwifeless operators or subscribers adopt the stdada which we engineer
our products, then sales of our new products desigm those standards could be materially harmed.

If we fail to develop and introduce new productscegssfully, we may lose key customers or produdeos and ou!
business could be harmed.

The development of new wireless data products regtechnological innovation that can be difficldhgthy and costl
In addition, wireless operators require that wiseldata systems deployed on their networks comiphytheir own technical
and product performance standards, that may difen the standards our products are required td foeether operators.
This increases the complexity of the product dgwelent and customer approval process. In addit®meintroduce new
products or new versions of our existing produats,current customers may not require or desire¢gblenological
innovations of these products and may not purctiresa or might purchase them in smaller quantities twe had expected.

Further, as part of our business, we enter intéraots with some customers pursuant to which weldgvproducts for
later sale to that customer. Our ability to geresfature revenue and operating income under arly soiatracts depends
upon, among other factors, our ability to timelylgmofitably develop products that are suitablenfianufacturing in a cost
effective manner and that meet defined productyesechnical and performance specifications. @ilityato maximize the
benefits of these contracts is subject to the falhg risks:

* We have priced the products to be sold under tbeseacts based on our estimated development, ptiodu
customer support and warranty costs. If theselwratosts are actually higher than our estimatstscour gross
margins and operating margins on the corresponglioducts sold will be less than anticipat
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» If we are unable to commit the necessary engingeprogram management and other resources or leeexsse
unable to successfully develop products as reqliyetthe terms of these contracts, our customersitnsigspend or
cancel the applicable program or terminate thaéedlaontracts, we may not be entitled to recovgrcasts that we
incurred for research and development, sales amkletirag, production and otherwise, and we may ltgest to
additional costs such as contractual penal

» If we fail to deliver in a timely manner a prodticat is suitable for manufacture in a cost effectivanner or if a
customer determines that a prototype product wigeteld does not meet the agreed-upon specificatimhsding
receiving wireless operator approval, we may bélent commercially launch the product, we may haveeduce
the price we charge for this product if it doesely, or we may be required to pay damages to thmer. These
circumstances may also result in excess or obsiole¢atory charges that may materially impact aoarficial result:

If we are unable to successfully manage these dskseet required delivery specifications or desehiin connection
with one or more of our key contracts, we may kesg customers or orders and our business coulcivedd.

If we fail to develop and maintain strategic relatiships, we may not be able to penetrate new maul

A key element of our business strategy is to pateetiew markets by developing new products thretigiiegic
relationships with industry participants in wirddesommunications. We are currently investing, aad po continue to invest,
significant resources to develop these relatiorsshiye believe that our success in penetrating navkets for our products
will depend, in part, on our ability to develop amdintain these relationships and to cultivate @amithl or alternative
relationships. There can be no assurance, howtaatnye will be able to develop additional strategilationships, that
existing relationships will survive and successfalthieve their purposes or that the companieswiithm we have strategic
relationships will not form competing arrangemenith others or determine to compete unilaterallyhvuis.

We expect to continue to depend upon only a smalnber of our customers for a substantial portion ofir revenues. Our
business could be negatively affected by an adversnge in our dealings with these customers.

A significant portion of our net revenues come fronty a few customers. Our revenue could be maleddversely
affected if we are unable to retain the level adibass of any of our significant customers andefase unable to offset this
loss fully from alternative customers. We expeet ¢ small number of customers will continue tooaiet for a substantial
portion of our revenue for the foreseeable futume any impairment of our relationship with, or thaterial financial
impairment of, these customers could adverselyctéfar business.

In addition, a majority of our current customersghase our products pursuant to contracts thabtloequire them to
purchase any specific minimum quantity of unitseotthan the number of units ordered on an indiiguachase order that
might be issued to us from time to time. Thesearusrs have no contractual obligation to continupuichase our products
and if they do not continue to make purchases sterdi with their historical purchase levels, ournegenue would decline if
we are unable to increase sales from other existimgw customers.

In light of the limited number of leading wirelesgerators and OEMs that form our primary custonaesebmany of
whom are already customers, it would be difficaltéplace revenue resulting from the loss of aggificant existing
customer or from a material reduction in the volushbusiness we conduct with any significant erigttustomer.
Consolidation among our customers may further cotnate our business to a more limited number ofocusrs and expose
us to increased risks relating to dependence omited number of customers, which dependence cadietrsely affect our
operating results.

We have had to qualify, and are required to mainair status, as a supplier for each of our custenéis is a lengthy
process that involves the inspection and approya&dath customer of our engineering,
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documentation, manufacturing and quality controlgedures before that customer will place volumedAttempts to
lessen the adverse effect of any loss of, or antgmahreduction in the volume of business we canidiith, any significant
existing customer through the rapid addition of onenore new customers would be difficult becaushese qualification
requirements. Consequently, our business and dapgrassults could be adversely affected by the tdser any material
reduction in the volume of business we conduct vatty existing significant customer.

The sale of our products depends on the demanddimradband wireless access to enterprise networks e internet.

The markets for broadband wireless access solutisngapidly evolving, both technologically and qstitively, and
the successful sale of related products and serdepends in part on the strength of the demangifetess access to both
enterprise networks and the Internet. At times ketatlemand for both wireless products and wiredesess services for the
transmission of data developed at a slower ratewehad anticipated and as a result our prodles séd not generate
sufficient revenue to cover our corresponding ofiregecosts. The failure of these markets to comtitnigrow at the rate that
we currently anticipate may adversely impact treagh in the demand for our products and our contamhirate of growth,
and as a result, our business, financial condaiwh results of operations may be harmed.

The marketability of our products may suffer if watess telecommunications operators do not deliveceptable wireless
services.

The success of our business depends, in part.eoreftacity, affordability, reliability and prevatenof wireless data
networks provided by wireless telecommunicationsrafors and on which our products operate. Cugrevekious wireless
telecommunications operators, either individualyaintly with us, sell our products in connectiaith the sale of their
wireless data services to their customers. Growtteimand for wireless data access may be limitédriexample, wireless
telecommunications operators cease or materiathaitwperations, fail to offer services that custys consider valuable at
acceptable prices, fail to maintain sufficient azfyato meet demand for wireless data access, detagxpansion of their
wireless networks and services, fail to offer arairtain reliable wireless network services or faimarket their services
effectively.

In addition, our future growth depends on the sssfté deployment of next generation wireless dataarks provided
by third parties, including those networks for whige are currently developing products. If these generation networks
are not deployed or widely accepted, or if deploghie delayed, there will be no market for the pratd we are developing
operate on these networks. If any of these evarttgrs, or if for any other reason the demand foeless data access fails to
grow, sales of our products will decline or remstiagnant and our business could be harmed.

If we do not properly manage the development of duisiness, we may experience significant strainsoam managemen
and operations and disruptions in our business.

Various risks arise if companies and industrieskjyievolve. If our business or industry developsrenquickly than ou
ability to respond, our ability to meet customemadad in a timely and efficient manner could be lemgled. We may also
experience development, certification or productiefays as we seek to meet increased demand f@roducts or
unanticipated product requirements. Our failurpriaperly manage the developments that we or owsitngd might experienc
could negatively impact our ability to execute am operating plan then in effect and, accordingbuyld have an adverse
impact on our business, our cash flow and restiltperations, and our reputation with our currenpatential customers.

We currently rely on third parties to manufactureuo products, which exposes us to a number of risksl uncertainties
outside our control.

We currently outsource our manufacturing to LG tekaand Inventec Appliances Corporation. If on¢hefe third-
party manufacturers were to experience delaysypliems, capacity constraints or quality control
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problems in its manufacturing operations, prodhgireents to our customers could be delayed or tegjday them or our
customers could consequently elect to cancel tdenlying product purchase order, which would negdyiimpact our
revenues and our competitive position and reputattarther, if we are unable to manage successfultyrelationship with a
manufacturer, the quality and availability of owogucts may be harmed. None of our third-party recturers is obligated
to supply us with a specific quantity of produ@tscept as may be provided in a particular purcloeder that we may submit
to them and that has been accepted. Our third-paatyufacturers could under some circumstancesmetdiaccept new
purchase orders from us or otherwise reduce thusinbss with us. If a manufacturer stopped manuifeact our products for
any reason or reduced manufacturing capacity, webaainable to replace the lost manufacturing dgpan a timely and
comparatively cost effective basis, which wouldexdely impact our operations. In addition, if adkparty manufacturer
were to negatively change the product pricing aheémterms under which it agrees to manufacturei$oand we are unable
to locate a suitable alternative manufacturer,moanufacturing costs could significantly increase.

Because we outsource the manufacture of all opoantucts, the cost, quality and availability ofrthparty
manufacturing operations are essential to the ssbgeproduction and sale of our products. Ouarele on third-party
manufacturers exposes us to a humber of risks warieloutside our control, including:

* unexpected increases in manufacturing c¢

* interruptions in shipments if a th-party manufacturer is unable to complete produdticmtimely mannet
» inability to control quality of finished product

* inability to control delivery schedule

» inability to control production levels and to meghimum volume commitments to our custom

» inability to control manufacturing yielc

* inability to maintain adequate manufacturing cagyaeind

* inability to secure adequate volumes of acceptafaeponents at suitable prices or in a timely mar

Although we promote ethical business practicesamdperations personnel periodically visit and itwrthe
operations of our manufacturers, we do not cottrelmanufacturers or their labor practices. If awnrent manufacturers, or
any other third-party manufacturer which we may insthe future, violate United States or foreigwsaor regulations, we
may be subjected to extra duties, significant mamygpenalties, adverse publicity, the seizure anfititure of products that
we are attempting to import or the loss of our immoivileges. The effects of these factors coeldder the conduct of our
business in a particular country undesirable or@ofical and have a negative impact on our opagagsults.

We might forecast customer demand incorrectly arrder the manufacture of excess or insufficient quities of
particular products.

We have historically placed purchase orders withnoanufacturers at least three months prior testteeduled delivery
of the corresponding finished goods to our custotmesome instances, due to the length of compdeexttimes, we might
need to place manufacturing orders with our cohtreenufacturers solely on the basis of our reagfigt good-faith but non-
binding customer forecast of the quantity and toyifithe customer’s expected purchases from usowiargly, if the actual
number and timing of delivery of units that a cmséw orders from us on the subsequently issued psecbrder differs
materially from the number of units in respect dfieh we contractually ordered our manufacturerrtcpre component
parts, we might be unable to obtain adequate disstif components in time to meet our customdrslibg delivery
requirements or, alternatively, we might accumuéateess inventory that we are unable to timelyarsesell, if at all. Our
operating results and financial condition have bieghe past and may in the future be materiallyeasely affected by our
ability to manage our current or finished goodseimery levels and respond to short-term or unexgaeshifts in customer
demand as to quantities or our customer’s prodeldtety schedule.
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We depend on sole source suppliers for some comptngsed in our products. The availability and saléthose finished
products would be harmed if any of these supplieysiot able to meet our demand and production schledand alternative
suitable components are not available on acceptables, if at all.

Our products contain a variety of components, sofivehich are procured from single suppliers. Thes@ponents
include both tooled parts and industry-standartspaome of which are also used in cellular teleghvandsets. From time to
time, certain components used in our products baea in short supply worldwide or their anticipatetnmercial
introduction has been delayed or their availabhisg been subsequently interrupted for reasong&leutsr control. If there is
a shortage or interruption in the availability ®af any such components, and we cannot timelyirobtaommercially and
technologically suitable substitute or make sudfitiand timely design or other product modificagiom permit the use of
such a substitute component, we may not be altim#&dy deliver sufficient quantities of our prodsi¢b satisfy our
contractual obligations and particular revenue etgimns. Moreover, even if we timely locate a st part (or locate the
originally specified component from a parts brolam}l its price materially exceeds the original @fshe component in our
costed bill of materials, then our results of ogierss would be adversely affected.

We are currently party to litigation that could bepstly to defend and distracting to management.

As of the date of this report, a class action lawsas been filed on behalf of persons who allegedrchased our
common stock between February 27, 2007 and Novefthe2008. The lawsuit names the Company and oesfadur
current and former officers as defendants. The taimpalleges generally that we issued materialgé and misleading
statements during the relevant time period regarthie strength of our products and market sharefimancial results and
internal controls.

Also as of the date of this report, we have beenathas a nominal defendant in a purported sharehdktivative
lawsuit filed in California state court. The comiplaalso names as defendants certain of our cuarahformer officers and
directors. The complaint alleges claims for breafcfiduciary duties, unjust enrichment and grossméanagement.

Additional litigation may be initiated against ussed on the alleged false statements at issue ipetiding litigation.
We cannot predict the outcome of the existing latssar the likelihood that further proceedings voi# instituted against us.
The cost of defending against these lawsuits orfataye lawsuits may be high, and these legal prdteys may also result in
the diversion of our management'’s time and attaerdgiway from our business. In the event that treemiadverse ruling in
any legal proceeding, we may be required to malgenpats to third parties that could harm our busir@dinancial results.

Third parties may claim that our products, or compents within our products, infringe on their intefictual property
rights. These claims may result in substantial cgasdiversion of resources and management attentioarm to our
reputation or interference with our current or prgective customer or supplier relations.

Third parties have in the past and may claim inftiere that we, or our customers or suppliersehaulated their
intellectual property rights. Defending an infrimgent or misappropriation claim, for example, redgssd of the merits or
success of the claim, could result in our incursagystantial legal and other costs. These claimkl@so divert our
engineering and other human resources and managattention and cause harm to our reputation. Thissms can be
difficult and costly to assess and defend. A swsfadinfringement claim related to our products Idoesult in, among other
things, our becoming liable for damages and litayatosts or unexpected and costly engineeringgesto affected
products.

In addition, any finding that our products infrinfge in some instances, our custorseeasonable conclusion that a b
fide infringement claim is likely to be made witlspect to such products) could have other negatimsequences. Those
consequences could include prohibiting us fromhierruse of the intellectual property, causing usaee to modify our
product design, if possible, so it does not infengr
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causing us to have to license the intellectual @nypat issue, incurring licensing fees, some oictvlcould be retroactive.
Upon a finding of infringement, we or one of ouppliers may also have to develop a non-infringiligraative, which if
available could be costly, and delay or prevergsaf affected products.

During 2009, six putative patent infringement claimere filed by various plaintiffs against us amafomerous third
parties, some of whom are our customers. Theses gaseerally allege that the defendants’ use, salémaportation of
specified products and/or processes constituteisgement of certain U.S. patents allegedly owngédch plaintiff. Under
certain circumstances, we may have an obligatiandemnify and/or defend our customers againsttheassuits.

Our business depends on our continued ability toelnse necessary third-party technology, which weymat be able to do
on commercially competitive terms, if at all.

We license technology from third parties for theelepment of our products. We have licensed froma tparties, such
as QUALCOMM, software, patents and other intellatproperty for use in our products and from timdime we may elect
or be required to license additional intellectuaperty. There can be no assurance that we willbe to maintain our third-
party licenses or that these licenses or the tdobies that are the subject of these licensesnatilbe the subject of dispute
litigation, or that additional thirgharty licenses will be available to us on commdiciasonable terms, if at all. The inabi
to maintain or obtain third-party licenses requifedour products or to develop new products amdipct enhancements
could require us to seek to obtain substitute teldyy of lower quality or performance standardsuth exists, or at greater
cost, which could seriously harm our competitiveifion, revenue and prospects.

We are subject to the risks of doing business inggionally.

In addition to our manufacturing activities in Asésignificant portion of our research and develept staff is located
in Canada and significant portion of our salesvigthas taken place in Europe. These internatiboalness activities expose
the Company to additional business risks, including

 difficulty in managing sales, research and develepnoperations and pi-sales logistics and support across tt
continents

» changes in a specific coun’s or regiof's political or economic conditions, particularlygmerging markets, ar
changes in diplomatic and trade relationsh

» less effective protection of intellectual propestyd general exposure to different legal procestasdards and
expectations

» trade protection measures and import or exporh$izey requirement:

» potentially negative consequences from changesxitatvs;

» increased expenses associated with customizingiptedbr different countrie:

» unexpected changes in regulatory requirementstieguh unanticipated costs and dela
» longer collection cycles and difficulties in coltexy accounts receivabl

» longer sales cycle:

* international terrorism

» loss or damage to products in tran

» international dock strikes or other transportati@fays; anc

» court ordered injunctions in a given jurisdictiondonnection with alleged intellectual propertyhtiginfringement
by our products or components contained with oadpcts which might prohibit the importation, safteoéfer for
sale of our products in the jurisdiction subjecsteh injunction
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Any disruption in our ability to obtain product®ifn our foreign manufacturers or in our ability tmduct international
operations and sales could have a material adeéfieset on our business, financial condition andiltssof operations.

Our international business activities expose thermany to fluctuations in exchange rates between theited States
dollar and foreign currencies which may materialbffect our operating results.

A portion of our revenues are generated from sadesements denominated in foreign currencies, andxpect to enter
into additional such agreements as we expand ¢emmiational customer base. Additionally, a sigmifitportion of our
research and development staff is located in Caaadgaid in Canadian dollars. As a result, weeaposed to changes in
foreign currency exchange rates. We attempt to geltas risk, in part, by minimizing the effectswaflatility on cash flows
by identifying forecasted transactions exposedhésé risks and using foreign exchange forward aotdr Since there is a
high correlation between the hedging instrumentstha underlying exposures, the gains and losséises® underlying
exposures are generally offset by reciprocal chaingéhe value of the hedging instruments. We esedtive financial
instruments as risk management tools and notdalirig or speculative purposes. Nevertheless, tterde no assurance that
we will not incur foreign currency losses or thatefign exchange forward contracts we may entertimteduce the risk of
such losses will be successful.

Our products, including our proprietary or third pay software contained in our products, may contaénrors or defects,
which could prevent or decrease their market ac@eqte and lead to unanticipated costs or other acdbeebusiness
consequences.

Our products are technologically complex and mus¢instringent industry, regulatory and customeuiregnents. We
must develop our hardware and software productsktyuio keep pace with the rapidly changing andhtedogically
advanced wireless communications market. Prodscsphisticated as ours may contain undetectedseralefects,
especially when first introduced or when new moaelgersions are released. Our products may néreleefrom errors or
defects at the time commercial shipments have heghich could result in the rejection of our prothythe loss of an
existing or potential customer or the failure taadi one, damage to our reputation, lost revenivertegd development
resources, increased customer service and supsig, einanticipated warranty claims, and the paywiemonetary damagy
to our customers.

Our quarterly operating results may vary significtlg from quarter to quarter and may cause our stogfkice to fluctuate.

Our future quarterly operating results may fluctusignificantly and may fall short of or exceed #xpectations of
securities analysts, investors or managementidfotcurs, the market price of our stock couldtiliate, in some cases
materially. The following factors may cause fludtaas in our operating results:

» Decreases in revenue or increases in operating esg. We budget our operating expenses based on at8cip
sales, and a significant portion of our sales aadketing, research and development and generadmichistrative
costs are fixed, at least in the short term. Ierewe decreases, due to pricing pressures or odeerani does not
increase as planned and we are unable to redua®etating costs quickly and sufficiently, our agarg results
could be materially adversely affectt

» Product mix The product mix of our sales affects profit masgimany given quarter. As our business evolves and
the revenue from the product mix of our sales eafiem quarter to quarter, our operating resultslikely fluctuate
in ways that might not be directly proportionatahe fluctuation in revenu

* New product introduction As we introduce new products, the timing of thieseoductions within any given quarter
will affect our quarterly operating results. We niegve difficulty predicting the timing of new praztuintroductions
and the market acceptance of these new produgisodiucts and services are introduced earlierter than
anticipated, or if market acceptance is unexpegteidih or low, our quarterly operating results nflagtuate
unexpectedly
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» Lengthy sales cycl The length of time between the date of initialtehwith a potential customer and the execu
of and product delivery under a contract may take=gl months or longer, and is subject to delaysterruptions
over which we have little or no control. The sal@or products is subject to delays from, amongpthings, our
customers’ budgeting, product testing and vendpraal mechanics, and competitive evaluation preegshat
typically accompany significant information techogy purchasing decisions. As a result, our abittgnticipate the
timing and volume of sales to specific custometanged, and the delay or failure to complete @nenore large
transactions could cause our operating resultaip significantly from quarter to quart:

» Foreign currenc. We are exposed to market risk from changes eidarcurrency exchange rates. In particular,
fluctuations in the Euro currency may have a sigaift impact on our future operating results arasgmargins. Ol
attempts to minimize the effects of volatility ioréign currencies on cash flows may not be sucak:

Due to these and other factors, our results ofadjmers may fluctuate substantially in the future goarter-to-quarter
comparisons may not be reliable indicators of fitperating or share price performance.

We may not be able to maintain and expand our biesia if we are not able to hire, retain and managiaional qualified
personnel.

Our success in the future depends in part on thémed contribution of our executive, technicalgmeering, sales,
marketing, operations and administrative persoriRetruiting and retaining skilled personnel in Wieeless communications
industry, including software and hardware engingerkighly competitive.

Although we may enter into employment agreementls members of our senior management and other ésppnel it
the future, currently only Peter Leparulo, the Camys Chairman and CEO, is a party to an employragréement. If we
are not able to attract or retain qualified persdimthe future, or if we experience delays inrgrrequired personnel,
particularly qualified engineers, we may not besabl maintain and expand our business.

Any acquisitions we make could disrupt our busines®d harm our financial condition and results of @gpations.

As part of our business strategy, we review anehiditto continue to review, acquisition opportusitieat we believe
would be advantageous or complementary to the dprednt of our business. Accordingly, we may acgbusinesses,
assets, or technologies in the future. If we makeacquisitions, we could take any or all of thidfeing actions, any one of
which could adversely affect our business, findnmmadition, results of operations or share price:

* use a substantial portion of our available ci

* incur substantial debt, which may not be availables on favorable terms and may adversely affectiguidity;

* issue equity or equi-based securities that would dilute existing stotléia’ percentage ownershi

» assume contingent liabilities; a

» take substantial charges in connection with acquassets

Acquisitions also entail numerous other risks,udahg: difficulties in assimilating acquired opéoais, products,
technologies and personnel; unanticipated costsysibn of managemeistattention from existing operations; adverse &
on existing business relationships with suppliers eustomers; risks of entering markets in whichhaee limited or no prior
experience; and potential loss of key employeeas fedher our existing business or the acquiredrizgaion. We may not be

able to successfully integrate any businessespptsdtechnologies or personnel that we might aequoithe future, and our
failure to do so could harm our business and ojmgyaesults.
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Any changes to existing accounting pronouncementgaxation rules or practices may cause adversecfluations in our
reported results of operations or affect how we doiet our business.

A change in accounting pronouncements or taxati@sror practices can have a significant effecvenreported resul
and may affect our reporting of transactions cotepldefore the change is effective. New accoungimegiouncements,
taxation rules and varying interpretations of acttimg pronouncements or taxation rules have ocdurmréhe past and may
occur in the future. The change to existing ruletire changes, if any, or the need for us to myodi€urrent tax position may
adversely affect our reported financial resultsherway we conduct our business.

We may not be able to develop products that comytis applicable government regulations.

Our products must comply with government regulatidfor example, in the United States, the FedesairGunications
Commission, or FCC, regulates many aspects of canwations devices, including radiation of electrgmetic energy,
biological safety and rules for devices to be cater to telephone networks. In addition to the fablgovernment, some
states have adopted regulations applicable to maugts. Radio frequency devices, which includeroadems, must be
approved by obtaining equipment authorization ftbenFCC prior to being offered for sale. Regulat@guirements in
Canada, Europe, Asia and other jurisdictions misstlae met. Additionally, we cannot anticipate #fiect that changes in
domestic or foreign government regulations may raveur ability to develop and sell products in fieire. Failure to
comply with existing or evolving government regidas or to obtain timely regulatory approvals ortifieates for our
products could materially adversely affect our bass, financial condition and results of operatimnsash flows.

Failure or circumvention of our controls and procedes could seriously harm our business.

Any system of control and procedures, however detiigned and operated, is based in part on cersaiimmptions and
can provide only reasonable, and not absoluterasses that the objectives of the controls andguiores are met. The
failure or circumvention of our controls, policiasd procedures could have a material adverse effectir business, results
of operations and financial position.

Iltem 1B. Unresolved Staff Commen:
None

ltem 2.  Properties

Our principal executive offices are located in $a@go, California where we lease approximately 68,8quare feet
under an arrangement that expires in December 2010algary, Canada, we lease approximately 24sg0@re feet for
certain aspects of our research and developmeahizaion under a lease that expires in Septenfif2.2n Basingstoke,
United Kingdom, we lease approximately 4,000 sqéeeefor our European staff under a lease agreethahexpires in
December 2011. In Shanghai, China, we lease appadgly 600 square meters for our Chinese staff uadease agreement
that expires in June 2010. We also lease spacarious geographic locations abroad primarily fdesand support personi
or for temporary facilities. We believe that ouisting facilities are adequate to meet our currergds and that we can renew
our existing leases or obtain alternative spacteons that would not have a material impact onfmancial condition.

ltem 3. Legal Proceeding

On September 15, 2008, and September 18, 200§ utative securities class action lawsuits werelfitethe United
States District Court for the Southern DistrictG#lifornia on behalf of persons who allegedly pasgd our stock between
February 5, 2007 and August 19, 2008. On Decemhe2d08, these lawsuits were consolidated intmglsiaction entitled
Backe v. Novatel Wireless, Inc., et al. , Case 0&CV-01689-H
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(RBB) (Consolidated with Case No. 08-CV-01714-H B(RB(U.S.D.C., S.D. Cal.). The plaintiffs filed tlensolidated
complaint on behalf of persons who allegedly puseldeour stock between February 27, 2007 and Novehih&008. The
consolidated complaint names the Company and nesfaiur current and former officers as defendafie consolidated
complaint alleges generally that we issued matgrialse and misleading statements during the exietime period regardit
the strength of our products and market sharefioancial results and our internal controls. Thaimpiiffs are seeking an
unspecified amount of damages and costs. The basrtlenied defendants’ motions to dismiss. In Jgr2@10, the lead
plaintiffs filed a motion for class certificatiomhich is scheduled to be heard in April 2010. Disarg in this case is ongoing.
The Company intends to defend this litigation vigsly.

On October 8, 2008, a purported shareholder, J&senbaum, filed a derivative action in the SupeCiourt for the
State of California, County of San Diego, agaihst Company, as nominal defendant, and certain o€wuent and former
officers and directors, as defendants. Two othepgrted shareholders, Mark Campos and Chris Arrisdeparately filed
substantially similar lawsuits in the same courQuiober 20, 2008 and November 5, 2008, respegti@ October 16,
2009, the plaintiffs filed a consolidated complaifite consolidated complaint, Case No. 37-2008-8808-CU-NP-CTL,
alleges claims for breaches of fiduciary duties|ations of certain provisions of the Californiar@orations Code, unjust
enrichment, and gross mismanagement. In Februd, 28e court granted the defendants’ motion tg #ta action pending
the resolution of the federal securities classaatiescribed above. The plaintiffs are seekingtaljlé and/or injunctive
relief, restitution from the defendants, attorndg®s and costs, and other relief.

On January 9, 2009, DNT, LLC filed a putative paiefringement lawsuit in the United Sates Disti@zurt for the
Eastern District of Virginia against several wigdecarriers, including two of the Company’s custan8print Nextel
Corporation and Verizon Wireless, Inc., as defetelarhe complaint alleged, among other things, ttetdefendants’ use,
sale and importation of specified wireless modemd<&or computers designed to be used in conjumetith the defendants
cellular networks constituted direct infringemehtbS. Patent No. RE 37,660 which the plaintifegiédly owned. The
Company elected to intervene in this action asferdtant. On December 14, 2009, the jury returneerdict in favor of all
the defendants, finding that none of the namedymisdnfringed upon the asserted patent.

Item 4. Reservec
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PART Il
Item 5. Market for Registran’s Common Equity, Related Stockholder Matters andusr Purchases of Equit
Securities
Common Stock Data

Shares of our common stock are quoted and traddtheMasdaq Global Select Market under the symRMTL.” The
following table sets forth, for the periods indiedt the high and low sales prices per share ofommon stock as reported
The Nasdaq Global Select Market.

High ($) Low ($)
200¢
First quarte 16.8( 8.3¢
Second quart 12.6¢ 7.42
Third quarte 11.1¢ 5.6t
Fourth quarte 6.64 2.81
200¢
First quarte 6.7¢ 4.8:
Second quart 11.6¢ 6.1t
Third quarte 13.1¢ 8.52
Fourth quarte 12.3¢ 7.71

Number of Stockholders of Record

Our outstanding capital stock consists of a sietiss of common stock. As of March 12, 2010 thezesvapproximatel
53 holders of record of our common stock. Becauaeynof the shares of our common stock are heldrbiess and other
institutions on behalf of stockholders, we are uaab estimate the total number of stockholdersesgnted by these record
holders.

Dividends

We have never declared or paid cash dividends pslaares of our capital stock. We currently intemdetain all
available funds for use in the operation and dewekent of our business and, therefore, do not gatieipaying any cash
dividends in the foreseeable future. Any futureed@ination relating to our dividend policy will Imeade at the discretion of
our board of directors and will depend on a nundféactors, including future earnings, capital regments, financial
condition and future prospects and other factaedthard of directors may deem relevant.
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Performance Graph

The following graph compares the cumulative totatkholder return on the Company’s common stoclvbeh
December 31, 2004 and December 31, 2009 with theuladive total return of (i) the Nasdaqg Stock Marie.S.) Index
(“Nasdaq Composite Index”) and (ii) the Nasdag ¢elemunications Index (the “Nasdaqg Telecom Indexgr the same
period. This graph assumes the investment of $00Mecember 31, 2004 in the common stock of @ @any, the
Nasdag Composite Index and the Nasdaq Telecom lalgxassumes the reinvestment of any dividendssitio&holder
return shown on the graph below should not be densd indicative of future stockholder returns #relCompany will not
make or endorse any predictions as to future swidkh returns.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Amaong MNovatel Wireless, Inc., The NASDAQ Composlite Index
And Thae NASDAQ Telecommunications Indax

5160 -

5140
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540

§20 4
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—H&-— Movatel Wireless, Inc. — A — NASDAGQ Composite - -0 - - NASDAQ Telecommunications

“E100 invested on 123144 In stock or index, mcluding reinvestmeant of dividands
Fizcal yaar anding Dacombear 31,

Cumulative Total Return
12/0¢ 12/0¢ 12/0¢€ 12/07 12/0¢ 12/0¢

Novatel Wireless, In 100.0C 62.3¢ 49.82 83.4¢ 23.91 41.0¢

NASDAQ Composite Inde 100.0C 101.37 114.07 123.7! 73.11 105.6!

NASDAQ Telecom Inde 100.0C 91.6€¢ 119.67 132.5¢ 77.0¢ 107.1%
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ltem 6. Selected Financial Dat:

The following selected financial data should bedrgaconjunction with our consolidated financiatsiments and the
related notes and “Management’s Discussion andy&isbf Financial Condition and Results of Operatioappearing
elsewhere in this report. The selected consolidst@ments of operations data presented beloeait of the years ended
December 31, 2009, 2008, and 2007, and the colasetidbalance sheet data at December 31, 2009 88?6 derived fror
our consolidated financial statements includedvetsege in this report. The selected consolidatetstants of operations di
for the years ended December 31, 2006 and 2008@reblidated balance sheet data at December 3T, 2006 and 2005
are derived from audited consolidated financiatesteents not included in this report.

Year Ended December 3:
200¢ 200¢ 2007 200€ 200&
(in thousands, except per share dat

Consolidated Statements of Operations Dat

Net revenue $337,42; $320,97: $429,90! $217,97: $161,73t
Cost of revenue 249,76¢ 252,23: 299,06: 162,74¢ 115,56¢
Gross profi 87,65¢ 68,74: 130,84 55,22: 46,16¢
Operating costs and expen:
Research and developm 44 ,89: 34,74( 37,55¢ 31,317 20,51¢
Sales and marketil 19,857 18,19¢ 20,937 14,16¢ 7,611
General and administrati 20,15¢ 21,55( 18,89¢ 16,30¢ 7,52¢
Total operating costs and exper 84,90¢ 74,48" 77,39¢ 61,79’ 35,65¢
Operating income (los 2,75(C (5,74%) 53,441 (6,56¢) 10,51«
Other incom 1,68¢ 3,55¢ 6,071 4,30¢ 2,00¢
Income (loss) before income ta 4,43¢ (2,190 59,51¢ (2,267) 12,52
Income tax expense (bene 527 (947) 20,75¢ (2,706 1,40¢
Net income (los: $ 3912 $ (1,24Y) $38,76: $  44c $ 11,11¢
Net income (loss) per common sh
Basic $ 01t $ (©0OHy $ 12t § 0.0 $ 03¢
Diluted $ 01t $ (©OHy $ 121 § o0.01 $ 037
Weighted average shares outstanc
Basic 30,64¢ 31,15¢ 31,38¢ 29,58( 29,130
Diluted 31,22¢ 31,15¢ 32,007 30,05¢ 30,31¢

December 31
200¢ 200¢ 2007 200¢ 200¢
(in thousands

Consolidated Balance Sheet Dat

Cash and cash equivalents and marketable sec $176,04: $143,23: $153,01: $ 84,16 $ 90,33¢

Working capite 149,46¢ 173,15: 200,69: 109,67" 95,05(

Total asse 282,507 260,73: 296,62¢ 191,64! 176,06

Stockholder equity 211,15! 197,96: 217,74! 134,23t 121,05¢

Long-term liabilities 20,65¢ 18,91¢ 15,56¢ 1,69: —
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Item 7. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

The following discussion of our consolidated finahcondition and results of operations should kad in conjunction
with our consolidated financial statements and tetanotes included elsewhere in this report. Taort contains certain
forward-looking statements relating to future events arfoture financial performance. These statemengssarbject to risks
and uncertainties which could cause actual restatdiffer materially from those discussed in théport. You are cautioned
not to place undue reliance on this information ethspeaks only as of the date of this report. Véenat obligated to update
this information, whether as a result of new infation, future events or otherwise, except to thiergxve are required to do
so in connection with our obligation to file reperith the SEC. For a discussion of the importésks related to our
business and future operating performance, seeligaission under the caption “ltem 1A. Risk Factensd under the
caption “Factors Which May Influence Future ReswitOperations” below. In light of these risks, entainties and
assumptions, the forward-looking events discusseidis report might not occur.

Overview and Background

We are a provider of wireless broadband accessiaatufor the worldwide mobile communications markaur broad
range of current products principally includesdhigeneration, or 3G, intelligent mobile hotspotsnmunications and
applications software, USB modems, embedded PQksgpnini card modems and wireless PC card andeEs@ard
modems. We plan to introduce fourth generatiod @y products. Through the integration of our handwand software, our
products are designed to operate on a majorithefmorld’s wireless networks and provide mobilessuitbers with secure
and convenient high speed access to corporateécgan personal information through the Internet anterprise networks.

Our strong customer relationships provide us withdpportunity to expand our market reach and sklest of our
sales to wireless operators and OEMs are soldttjirecough our sales force. To a lesser degreegla® use an indirect sal
distribution model through the use of select distiors. We are continuing to drive widespread adaoptf our products
through increased global marketing activities, eigian of our sales team and distribution networld @ontinued leverage
our strategic relationships with wireless induségders.

We intend to continue to identify and respond to @ustomers’ needs by introducing new product desigith an
emphasis on supporting cutting edge wide area nm&two WAN, technology, ease-ofse, performance, size, weight, cost
power consumption. We manage our products throwituatured life cycle process, from identifyingfial customer
requirements through development and commerciaddattion to eventual phasest. During product development, emph
is placed on time-to-market, meeting industry séadsd and customer product specifications, easat@diation, cost
reduction, manufacturability, quality and reliatyili

We have agreements with LG Innotek and InventediAppes Corporation, or IAC, for the outsourced ofanturing of
our products. Under our manufacturing agreemer@slinotek and IAC provide us with services incligltomponent
procurement, product manufacturing, final assemntielsting, quality control, fulfillment and deliverin addition, we have an
agreement with Mobiltron for certain distributidolfillment and repair services related to our Imesis in Europe, the Middle
East and Africa, or EMEA.

Factors Which May Influence Future Results of Operaibns

We have entered into and expect to continue ta émie new customer contracts for the developmedtsupply of our
products. This may place significant demands orreswurces.

The continuing economic uncertainties and the tieguslowdown in certain regional economies aresoay and we
expect may continue to cause, contraction in derfi@amolur products.
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Net Revenue¥Ve believe that our future net revenues will béuiericed largely by the speed and breadth of theaddm
for wireless access to data through the use of gex¢ration networks including demand for 3G andvd@slucts, 3G and 4G
data access services, particularly in Europe, Nantierica and Asia; customer acceptance for our pr@aucts that address
these markets, including our MiFi line of IntelligeMobile Hotspots; and our ability to meet customdemand. Factors that
could potentially affect customer demand for owdarcts include the following:

* economic environment and related market conditi

* increased competition from other wireless data mosdeppliers as well as suppliers of emerging devibat contail
a wireless data access featt

» demand for broadband access services and netv

» use of the Interne

» rate of change to new produc

» timing of deployment of 4G networks by wireless gers;
» decreased demand for -DO and HSPA products; at

» changes in technologie

We anticipate introducing additional products dgrihe next twelve months, including 3G and 4G potsiuWVe
continue to develop and maintain strategic relatigps with wireless and computing industry leadiges Alcatel-Lucent,
Dell, QUALCOMM, Sprint PCS, Verizon Wireless, Tadeica, Virgin Mobile, Vodafone and major softwarndors.
Through these strategic relationships, we have bbbnto enhance our market penetration activitieleveraging the
resources of our channel partners, including thetess to distribution resources, increased splesrtunities and market
opportunities.

Cost of Revenue¥Ve currently outsource our manufacturing operattorisG Innotek and IAC. In addition, we currer
outsource certain distribution, fulfilment and a@pservices related to our business in EMEA to Maimn. All costs
associated with these manufacturers and Mobiltrerirecluded in our cost of revenues. Cost of reesmalso includes
warranty costs, amortization of intangible licensegalties, operations group expenses, costs @ssdavith the Company’s
cancellation of purchase orders, costs relateditside services and costs related to inventorysaajents, including write
downs for excess and obsolete inventory. Inveradijystments are impacted primarily by demand forppaducts, which is
influenced by the factors discussed above.

Operating Costs and Expens&tany of our products target wireless operatorsathér customers in North America,
Europe, and Asia. We will likely develop new protiuto serve these markets, resulting in increassearch and
development expenses. We have in the past andtepaantinue to incur these expenses in futur@gsrprior to
recognizing net revenues from sales of these ptsduc
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Results of Operations

The following table sets forth our consolidatedestaents of operations expressed as a percentamg venues for the
periods indicated.

Year Ended December 3:

200¢ 200¢ 2007
(as a percent of net revenue

Net revenue 100.(% 100.(% 100.(%
Cost of revenue 74.C 78.€ 69.€
Gross margi 26.C 21.4 30.4

Operating costs and expen:

Research and developm 13.2 10.¢ 8.7
Sales and marketil 5.9 5.7 4.9
General and administrati 6.C 6.7 4.4
Total operating costs and exper 25.2 23.2 18.C
Operating income (los 0.8 (1.8 12.4
Interest income, n 0.4 1.3 1.3
Other income (expense), 0.1 (0.2 0.1
Income (loss) before tax 1.3 (0.7 13.¢
Income tax expens(benefit 0.2 0.9 4.8

Net income (los: 1.1% (0.9% 9.C%

Year Ended December 31, 2009 Compared to Year Endé2kecember 31, 2008

Net revenuesNet revenues were $337.4 million during 2009jnanease of $16.4 million or 5.1% compared to 2008.
Net revenues for EV-DO product driven technologyanted to $291.1 million in 2009, an increase digh& million or
57.8% compared to 2008. We benefited from strotessaf our MiFi product primarily during the seconalf of 2009 that
contributed significantly to the increase in EV-Dé&t revenues. In addition, EBO net revenues were positively impactec
embedded module sales during the first half of 28@®arily driven by sales to a content deliveryide customer. Howeve
sales of embedded modules significantly decreas&ptop manufacturers year over year due to thaanof competing
product available to OEMs during 2009. EV-DO praduare primarily sold in the North American market represented
approximately 86.3% of net revenues in the yeaedrigkecember 31, 2009 compared to 57.5% in the ganied in 2008.

Net revenues for High Speed Packet Access (“HSPBAFJuct driven technology amounted to $44.4 millio2009, a
decline of $91.2 million or 67.2% compared to 200Be decrease in sales of HSPA products was ptingue to intense
competitive pressure resulting in a steep dechindeimand for our products in Europe. HSPA prodrgyisesented
approximately 13.1% of net revenues in the yeaedrigkecember 31, 2009 compared to 42.2% in the ganied in 2008.
We expect similar levels of competitive pressurthaen HSPA markets for the foreseeable future. Hanenve expect the
recent quarterly trend of sales declines to be sibdeffset in 2010 by increased revenues from Npifeiduct sales in Europe
as more wireless operators are expected to latmecproduct in 2010.

Cost of revenuesCost of revenues for the year ended December(®B @as $249.8 million, or 74.0% of net revenues,
as compared to $252.2 million, or 78.6% of net news in 2008. The primary driver of the decreasmst of revenues in
2009 as a percentage of net revenues as compa28@&awvas a more favorable sales mix toward praduith higher gross
margins. Cost of revenues as a percentage of vieuwes is expected to fluctuate in future quaderending on the mix of
products sold, competitive pricing, new productdduction costs and other factors.
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Additionally, cost of revenues in 2008 was negdyivepacted by inventory write downs to the lowéicost or market
in 2008 as compared to 2009. Cost of revenues@9 2cluded $2.3 million of inventory write down tiee lower of cost or
market, which represents a decrease of $5.9 mitifomrite downs recorded in 2008. The higher ineeptyrite down in 200
resulted primarily from the effects of lower avezagales prices and demand for our HSPA productsadocempetitive
pressures and the slowdown of the global econorrieseased competitive pressures may continuedatiely impact the
average sales prices of our products. This mayinegs in future periods to record inventory widtawvns to reflect lower of
cost or market adjustments and revalue certairtsasgt may become impaired.

Gross profit.Gross profit for the year ended December 31, 2089 $87.7 million, or 26.0% of net revenues, as
compared to $68.7 million, or 21.4% of net revenne®008. The increase was primarily attributabléhte changes in prodt
mix of net revenues and cost of revenues as disdussove.

Research and development expendRssearch and development expenses for the yead @etember 31, 2009 were
$44.9 million, or 13.3% of net revenues compare$i34.7 million, or 10.8% of net revenues in 200BisTincrease was
primarily due to an increase in headcount, highecksbased compensation expenses, an increasedngtrtesting and
certification fees and an increase in equipmentsdosthe current year to support expanded researdidevelopment
activities. We continue to believe that focusedestments in research and development are critaait future growth and
competitive position in the marketplace and aredatiy related to timely development of new and ewled products that are
central to our core business strategy. As suclexpect to make further investments in researchdanelopment to remain
competitive.

Research and development expenses as a percehtagerae are expected to fluctuate in future guaniepending on
the amount of revenue recognized, and potentigtan in the costs associated with the developroénur products,
including the number and complexity of the produaiger development and the progress of the devedopactivities with
respect to those products. However, we expect iotaia or increase our investment in research awldpment to continue
to provide innovative products and services.

Sales and marketing expenselales and marketing expenses for the year endeehieer 31, 2009 were $19.9 million,
or 5.9% of net revenues, compared to $18.2 millioB.7% of net revenues in 2008. This increaseduasprimarily to an
increase in cooperative marketing and advertisimgl$ to support the launch of new products inclgiditiFi. Although total
sales and marketing expenses increased 9.1% d200®) it remained relatively flat as a percentaigeed revenues during
2009. While managing sales and marketing expermrdaisve to revenue, we expect to continue to makecsed investments
in sales and marketing as we introduce new prodowsket existing products, expand our distributtbannels and focus on
key customers around the world.

General and administrative expense&Seneral and administrative expenses for the yed@dDecember 31, 2009 were
$20.2 million, or 6.0% of net revenues, comparefiz.6 million, or 6.7% of net revenues in 2008e™ecrease in expenses
was primarily due to lower bad debt expense aneiqwofessional fees. Professional fees were stgnifly impacted during
2009 by approximately $2.1 million in legal feetated to our ongoing class action securities litaand our intellectual
property device indemnification obligations as liert discussed in Note 8 to our consolidated firedrstatements included
elsewhere in this report. During 2008, we incuigdd million in professional fees and related exg@sras a result of our
internal review of revenue cut-off procedures, rin& controls, and accounting related to certast@mer contracts.

While we are closely monitoring and controlling gead and administrative costs, we expect these eatitcontinue to
include significant legal fees to defend claimsadié®gd in Note 8 to our consolidated financial staénts included elsewhere
in this report.
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Interest income (expenselnterest income, net decreased by approximately $@lion for the year ended
December 31, 2009 compared to 2008. Although ocerame cash and marketable securities balance ¢rasged period ov:
period, average yields have decreased.

Other income (expensepPther income (expense) for the year ended DeceBIhe2009 increased by approximately ¢
million, to $315,000 of income compared to $729,00@xpense in 2008. This increase was primarily wuthe year-over-
year strengthening of the Euro and the relateddorexchange impact on our respective Euro dendetnaccount
receivable and cash balances. Also, our gross arpos Euro based financial balances decreasedyearyear due to
decreased Euro based sales.

Income tax expense (benefithhcome tax expense was approximately $527,00€dcal 2009, which represents an
annual effective tax rate of 12%. The differenceMeen the federal and state statutory combinedofé36% and our effectiv
tax rate for 2009 is primarily due to the recogmitbf an approximately $1.4 million benefit in 20@%ated to a derecognitic
of our uncertain tax liability, a benefit of $3.0llon from the impact of research and developntartcredits, a $1.1 million
tax expense impact of accounting for share basegbensation and a $1.2 million increase in our \auaallowance for our
deferred tax assets.

In the third quarter of 2009, we reduced our urgiertax liability by approximately $3.1 million,dtuding a related
interest accrual of approximately $240,000, duthéoexpiration of the statute of limitations apabte to the 2005 taxable
year and the completion of the examination of di@&federal tax return. Approximately $1.4 milliohthis amoun
benefited the 2009 tax provision as a discrete.item

We recognize a tax benefit upon expensing certznesbased awards granted under equity incentiveensation
plans, including nonqualified stock options andnieted stock units, but cannot recognize a ta>efieourrently for those
share-based compensation expenses associatecheétitive stock options and employee stock purchiseshares
(qualified stock options). For qualified stock ayis that vested after our adoption of the accogrgiridance in Statement of
Financial Accounting Standard No. 123(Bjjare Based PaymefiSFAS No. 123(R)”, which was superseded and suresli
by ASC Topic 718), we recognize a tax benefit i period when disqualifying dispositions of the eriging stock occur,
and for qualified stock options that vested prmpur adoption this guidance, the tax benefit éorded directly to additional
paid-in capital. During 2009, we recorded an addi tax expense of approximately $1.1 million agsed with shardasec
compensation. The impact of share-based compengagionanent items resulted in an increase of 26ep&ge points in our
annual effective tax rate. Because we cannot rézedghe tax benefit for share-based compensatiperese associated with
qualified stock options until the occurrence offetdisqualifying dispositions of the underlyingakt and because a portion
of that tax benefit may be recorded directly toiididal paid-in capital, our future quarterly amthaal effective tax rates will
be subject to greater volatility and, consequertly, ability to reasonably estimate our future ¢eidy and annual effective
tax rates is diminished.

Additionally, income tax expense was negativelyaeted by activity related to our valuation allowaric 2009. During
2009, management evaluated our deferred tax vatuatiowance and determined that valuation allowasiould be
increased by approximately $1.2 million based oceutrainty associated with our ability to utilizeirased deferred tax
assets. This determination was based on availasi¢ye and negative evidence, including schedrdedrsals of deferred t
liabilities, projected future taxable income andenet financial operations. This determination reeglisignificant judgment
about the forecasts of future taxable income amdisistent with the plans and estimates we argusimanage the
underlying business. The tax benefit for the yemteel December 31, 2009 was $624,000, excludingahmtion allowance
adjustment.

Net income (loss)For the year ended December 31, 2009, we repodeiticome of $3.9 million, as compared to net

loss of approximately $1.2 million in 2008. Althdugperating expenses increased during 2009 compaitbe same period
last year, net income was favorably impacted byirtbeeases in net revenues and gross margin pageeat discussed abo
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Year Ended December 31, 2008 Compared to Year End&2ecember 31, 2007

Net revenuesNet revenues for the year ended December 31, @80&ased $108.9 million, or 25.3%, to $321.0 omilli
compared to $429.9 million for 2007. The decreasaeit revenues was primarily attributable to deswean sales for our EV-
DO products partially offset by an increase in B®PA products. The decrease in EV-DO product dalethe year ended
December 31, 2008 compared to 2007 was approxiyndiel6.6 million, primarily due to lower unit shigmts of our Merlin
Express and PC Cards, and Ovation USB Modems anefftiacts of a lower average sales prices for puatiucts due to
competitive pricing pressures and the slowdownlab@ economies. Our HSPA product sales increageapproximately
$17.7 million during 2008 compared to 2007, priftyaais a result of the increase in unit shipmentswfOvation USB
Modems and Expedite Embedded Modules. Overall, EYriet revenues, which consist primarily of North éman
products, represented approximately 58% of netmae®in 2008 compared to 73% in 2007 while HSDPAJAS products
represented approximately 42% of net revenues® 20mpared to 27% in 2007.

Cost of revenuesCost of revenues for the year ended December(®B @as $252.2 million, or 78.6% of net revenues,
as compared to $299.1 million, or 69.6% of reverin&007. The increase in cost of revenues as@eptage of revenues in
2008 was primarily related to the rate of decréadbe average per unit selling prices for prodestseeding the rate of
decrease in the average per unit cost of revemeesther market driven factors. Cost of revenuekigded $8.2 million of
inventory write down to the lower of cost or markeie to the effects of lower than expected demanddrtain products, the
effects of the falling valuation of the Euro, amabp macro economic conditions. In addition, we rded impairment charges
of approximately $830,000 related to technologgniges, production fixtures, and tooling equipmAstmore fully discusse
in Note 3 to the consolidated financial statememisnagement performed an impairment analysis ofskets in accordance
with the relevant accounting guidance containe$€ 360, and concluded that certain assets weritiptrecoverable and
an impairment loss was recognized in the year eddm@émber 31, 2008.

Cost of revenues for the year ended December 3B P@luded a $2.3 million benefit due to a chaimgeur assessme
of contingent liability related to intellectual gerty claims. We do not believe that it is probahilgt we will incur a loss
relating to these intellectual property claims.

Cost of revenues for the year ended December 3B P@luded share-based compensation expense ahampately
$600,000, compared to approximately $700,000 ir7200

Gross profit.Gross profit for the year ended December 31, 2088 $68.7 million, or 21.4% of revenues, as conbén
$130.8 million, or 30.4% of revenues in 2007. Tkerdase was primarily attributable to the changesvenues and cost of
revenues as discussed above.

Research and development expendRssearch and development expenses for the yead @etember 31, 2008 were
$34.7 million, or 10.8% of revenues compared to.@3illion, or 8.7% of revenues in 2007. This desein expenses
reflected a decrease of $3.6 million in consulémgl outside service fees and the favorable imdad#welopment cost
reimbursements from a vendor totaling $1.7 millidhis decline was partially offset by a $1.4 milimcrease in payroll
related expenditures for ongoing research and dpwednt activities. Research and development expen2008 included
share-based compensation of approximately $2.1omjlcompared to approximately $2.5 million in 2007

Sales and marketing expense3ales and marketing expenses for the year endeehieer 31, 2008 were $18.2 million,
or 5.7% of revenues, compared to $20.9 millior4.8f% of revenues in 2007. The reduction in expevese primarily
attributable to a decrease of approximately $1l0aniin marketing expenses. Sales and marketingesges in 2008 includ
share-based compensation of approximately $1.@omjlcompared to approximately $1.9 million in 2007

General and administrative expense&Seneral and administrative expenses for the yed@dDecember 31, 2008 were
$21.6 million, or 6.7% of revenues, compared to.$18illion, or 4.4% of revenues in
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2007. During the year, we incurred approximately0$4illion in professional fees and expenses rdltean internal review
of our revenue cut-off procedures, internal costesid accounting related to certain customer costr&eneral and
administrative expenses in 2008 included shareebesmpensation of $2.6 million, compared to $4.iom in 2007.

Interest income (expenselnterest income, net decreased by approximately $illion for the year ended
December 31, 2008 compared to 2007 primarily dueedecrease in the average yields realized on atketable securities
and cash balances during the year, which resuitémhier income as compared to 2007.

Other income (expensePther income (expense) for the year ended DeceBihe#008 decreased by approximately
$1.2 million, to $729,000 of expense compared {63$300 of income in 2007. This decrease was priyndue to the foreign
exchange losses on our Euro denominated accoustivable and cash balances.

Income tax expense (benefit)Ve recorded an income tax benefit of approxima$87,000 for the year ended
December 31, 2008, which represents an effectivbeaefit rate of 43%. The difference between tdefal and state
statutory combined rate of 36% and our effectiveréde for 2008 is primarily due to the impact ofwkestic and foreign tax
credits for research and development expensesharithpact of accounting for share-based compemsdtio which certain
share-based awards are treated as permanent aifésre

During 2008, management evaluated our deferredahation allowance and determined that the vadmadilowance
related to our U.S. deferred tax assets shoulth@asignificantly revised. Approximately $1.4 mili@f deferred tax valuatic
allowance relating to our Canadian subsidiary veahtished based on the uncertainty associatedtidtiCanadian
subsidiary$ ability to utilize the increased deferred taxetssThis determination was based on availablgipesind negativ
evidence, including scheduled reversals of defeiardiabilities, projected future taxable incomedaecent financial
operations. This determination required signifigadgment about the forecasts of future taxablerime and is consistent
with the plans and estimates we are using to matiegenderlying business. The tax benefit for tearyended December 31,
2008 was $2.3 million excluding the valuation allowe adjustment. The tax expense for the year dbdeedmber 31, 2007
was $21.6 million excluding the valuation allowaraziustment in 2007.

During 2008, we recorded a tax benefit of approxétya$l.1 million associated with share-based camation. The
impact of share-based compensation permanent itesnied in a decrease of 38.5 percentage poimsriannual effective
tax benefit rate. Because we cannot recognizeathbenefit for share-based compensation expenseiatl with qualified
stock options until the occurrence of future didifyiag dispositions of the underlying stock andchese a portion of that tax
benefit may be recorded directly to additional paidapital, our future quarterly and annual effestax rates will be subject
to greater volatility and, consequently, our abitit reasonably estimate our future quarterly amtbial effective tax rates is
diminished.

Net income (loss)For the year ended December 31, 2008, we reponted lass of $1.2 million, as compared to net
income of approximately $38.8 million in 2007. Tdecrease in net income was due to a decreasednuevand our overall
profitability as discussed above.

Liquidity and Capital Resources

Our principal sources of liquidity are our existioash, cash equivalents and marketable securitebsash generated
from operations. We do not currently have a reva\redit facility or similar loan agreement.

In September 2009, we filed a shelf registrati@ateshent with the Securities and Exchange Commigs8#C”) that

will allow us to sell up to $125 million of equitdebt or other securities described in the redistisstatement in one or more
offerings by us from time to time. As set forthtire shelf registration
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statement, the net proceeds from the sale of amurisies may be used for general corporate purpaselsiding working
capital, capital expenditures and acquisitionsofthe date of this report, we had not issued &tysties under this
registration statement.

Working Capital, Cash and Cash Equivalents and Mtakle Securities
The following table presents working capital, casld cash equivalents and marketable securities:

Year Ended December 3:
(in thousands

Increase

200¢ 200¢ (Decrease)
Working capite $149,46¢ $173,150 $(23,68%)
Cash and cash equivale® $100,02¢ $ 77,73. $22,29:
Shor-term marketable securiti@ 27,66¢ 58,53t (30,877)
Long-term marketable securiti 48,35t 6,96: 41,39:
Total cash and cash equivalents and marketableites $176,04 $143,23. $ 32,81

(1) Included in working capita

As of December 31, 2009, our working capital deseed$23.7 million over the prior year primarily doeour purchase
of long-term marketable securities during 2009.

As of December 31, 2009, our marketable secuiitiei®ased $10.5 million primarily due to the invesht of a portion
of our net cash provided by operations. See theud&on of cash equivalents, short and long-termketable securities by
major security type in Note 2 in the consolidatie@fcial statements, and discussion of marketthiakfollows in Item 7A.
Quantitative and Qualitative Disclosures About MetrRisk.

Cash and cash equivalents increased $22.3 millan $77.7 million at December 31, 2008 to $100.Dioni at
December 31, 2009 as a result of increases inrasiided by operating activities during 2009.

Historical Cash Flows
The following table summarizes our consolidatetesteents of cash flows for the periods indicated:

Year Ended December 3:
(in thousands

200¢ 200¢

Net cash provided by operating activi $ 36,66 $ 25,80(
Net cash used in investing activil (17,409 (6,987)
Net cash provided by (used in) financing activ 2,75¢ (24,58))
Effect of exchange rates on cash and cash equie 28C (1,099

Net increase (decrease) in cash and cash equis 22,29: (6,867)

Cash and cash equivalents, beginning of 77,738 84,60(
Cash and cash equivalents, end of $100,02! $ 77,73:

Operating activitiesNet cash provided by operating activities increasg $10.9 million to $36.7 million for 2009
compared to $25.8 million for 2008. During 200% #1.0.9 million increase in net cash provided bgrapions was primarily
attributable to increased sales of our productsimpdoved margins, along with the beneficial impaictertain working
capital accounts. The difference between our 2@@%come of $3.9 million and our net cash provibgdperating activitie
of $36.7 million is primarily due to non-cash chesg

29

file://c:\WINNT\Profiles\hallers\Desktop\Form -K 2009.htn 5/5/201(



Form 1(-K Page34 of 82

Table of Contents

including depreciation and amortization, chargedrfeentory losses, and share-based compensatimnd?2008, the
difference between our 2008 net loss of $1.2 nmilémd our net cash provided by operating activiiie$25.8 million was
primarily due to non-cash charges, including dejpt&m and amortization, charges for inventory é&sssand share-based
compensation.

Investing activitiesNet cash used in investing activities for 2009 aagroximately $17.4 million compared to $7.0
million used in investing activities in 2008. Thash used by investing activities in 2009 was relatenet purchases of
marketable securities of approximately $10.6 millamd purchases of property and equipment of appedgly $5.8 million.
The cash used in investing activities in 2008 wasarily related to purchases of property and eapgpt, offset by net sales
of marketable securities.

Financing activities.Net cash provided by financing activities for 20@&s $2.8 million, compared to net cash used in
financing activities of $24.6 million for 2008. Ne&sh provided by financing activities in 2009 vpasnarily related to
proceeds from the exercise of employee stock optaomdl stock purchases under the employee stockgee@lan. Proceeds
from the exercise of stock options and share pwehaursuant to the employee stock purchase pielnding related excess
tax benefits, were higher in 2009 compared to 20@8to increased stock option exercise activityt.ddsh used in financing
activities in 2008 was primarily related to our weghase of $25.0 million of our outstanding commtatk on the open
market pursuant to a repurchase program.

Contractual Obligations and Commercial Commitments

The following table summarizes our contractual gditions and commercial commitments at Decembe?2@19, and th
effect such obligations could have on our liquidityd cash flow in future periods (in thousands):

Payments Due by Fiscal Ye¢
201C 2011 201z 201  201<£ Total

Operating leas: $ 3,03¢ $61C $40 $— $— $ 4,052
Capital lease 127 114 47 — — 28¢
Committed purchase ord 51,217 — — — — 51,21;

Total contractual obligatiol $54,38: $724 $45C $— $— $55,55i

Our liability for uncertain tax benefits, includimgterest, as of December 31, 2009 was approxim&20.5 million. Ou
tax liability for uncertain tax benefits is not lnded in our table of contractual obligations anthmercial commitments. We
do not believe that we will pay such amount withire year from December 31, 2009; however, we camasonably
estimate the timing of future payments with respechis liability.

Other Liquidity Needs

We expect to incur ongoing professional fees ameses to defend litigation filed against us caitesl to our products,
which litigation is discussed in Note 8 to our colidated financial statements included in this mepbhese costs cannot be
estimated at this time.

During the next twelve months, we plan to incurragpnately $10 million for discretionary capitalgenditures,
including the acquisition of additional softwarednses.

We believe our cash resources from cash and cashadents and marketable securities, together aiticipated cash
flows from operations, and our ability to raise italpunder our shelf registration statement willdadficient to meet our
working capital needs for the next twelve months.

Our liquidity could be impaired if there is anyentuption in our business operations, a materihlriato satisfy our
contractual commitments or a failure to generatemae from new or existing products.
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We may raise additional funds to accelerate devetop of new and existing services and productsgpond to
competitive pressures or to acquire complementargiyets, businesses or technologies. There cao bssurance that any
required additional financing will be available mms favorable to us, or at all. If additional disrare raised by the issuance
of equity securities, our shareholders would exgreré dilution of their ownership interests and sées issued may have
rights senior to those of the holders of our commimck. If additional funds are raised by the ismgaof debt securities, we
may be subject to certain limitations on our operat. If adequate funds are not available or natlalble on acceptable
terms, we may be unable to take advantage of d@tiqnispportunities, develop or enhance productespond to
competitive pressures, any of which could have teria@ adverse effect on our business, financiad#ion and results of
operations.

Critical Accounting Policies and Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptedhi@ United States
of America requires management to make estimatgsaissumptions. These estimates and assumptiois tfereported
amounts of assets, liabilities, revenues, expeaisdslisclosures of contingent assets and lialslitetual results could differ
from these estimates. Critical accounting polieéindsignificant estimates include revenue recognitidloveance for doubtft
accounts receivable, provision for excess and ebsatventory, valuation of intangible and longelivassets, provision for
warranty costs, royalty costs, income taxes, foreigchange forward contracts, and share-based cwmatien expense.

Revenue Recognitio@ur revenue is principally generated from the sfwireless modems to wireless operators, OEM
customers and value added resellers and distrfauRavenue from product sales is recognized upstathr of transfer of
title or shipment of the product to the customehené the transfer of title or risk of loss is caggnt on the customer’s
acceptance of the product, we will not recognizeneie until both title and risk of loss have transfd to the customer. We
record deferred revenue for cash payments recéigadcustomers in advance of when revenue recagndiiteria are met.
We have granted price protection to certain custerimeaccordance with the provisions of the regpeatontracts and track
pricing and other terms offered to customers buginglar products to assess compliance with theseigions. We estimate
the amount of price protection for current periodduct sales utilizing historical experience anfdimation regarding
customer inventory levels. To date, we have natrirer] material price protection obligations. Revenifrom sales to certain
customers are subject to cooperative advertisiogvahces. Cooperative advertising allowances arerded as an operating
expense to the extent that the advertising beisedieparable from the revenue transaction andaih@dlue of that advertisir
benefit is determinable. To the extent that sutdweinces either do not provide a separable betoefis, or the fair value of
the advertising benefit cannot be reliably estimaseich amounts are recorded as a reduction ohuevéVe establish
reserves for estimated product returns allowantéisa period in which revenue is recognized. linesting future product
returns, we consider various factors, including stated return policies and practices and histbtieads.

In arrangements in which our hardware and softaeeedelivered concurrently, we do not provide digant post
contract customer support (“PCS”) and recognizemere upon the delivery of the of the hardware pcocassuming all other
basic revenue recognition criteria are met. As e€@nber 31, 2009, we have not recorded any signifievenues from
separate software sales.

Allowance for Doubtful Accounts Receivabil¢e provide an allowance for our accounts recew#n estimated losses
that may result from our customers’ inability toypslVe determine the amount of the allowance byyarirad) known
uncollectible accounts, aged receivables, econenniditions, historical losses, and changes in custgayment cycles and
our customers’ credit-worthiness. Amounts lateedweined and specifically identified to be uncoliblet are charged or
written off against this allowance. To minimize theslihood of uncollectibility, we review our cushers’ credit-worthiness
periodically based on credit scores generated tlgiandent credit reporting services, our experigritteour customers and
the economic condition of our customers’ industridaterial differences may result in the amount amihg of expense for
any period if we were to make different judgmentsitilize different estimates. If the financial abtion of our customers
deteriorates resulting in an impairment of theifighto make payments, additional allowances mayréquired.
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Provision for Excess and Obsolete Inventdnyentories are stated at the lower of cost (imsfirst-out method) or
market. We review the components of our inventony eur inventory purchase commitments on a redhdars for excess
and obsolete inventory based on estimated futlageuand sales. Write-downs in inventory value ssds on inventory
purchase commitments depend on various items,dimgjUfactors related to customer demand, econondacampetitive
conditions, technological advances or new produtcbductions by us or our customers that vary foamcurrent
expectations. Whenever inventory is written downew cost basis is established and the inventamgtisubsequently
written up if market conditions improve.

We believe that, when made, the estimates we usaldéalating the inventory provision are reasonavie properly
reflect the risk of excess and obsolete inventibrgustomer demand for our inventory is substalytigss than our estimates,
inventory write-downs may be required, which couéle a material adverse effect on our consoliditedcial statements.

Valuation of Intangible and Long-Lived Assétée periodically assess the valuation of intangébid long-lived assets,
which requires us to make assumptions and judgmeggsding the carrying value of these assets. tveider assets to be
impaired if the carrying value may not be recovérddased upon our assessment of the following sxenthanges in
circumstances: the asset’s ability to continueginegate income from operations and positive cash ifh future periods; loss
of legal ownership or title to the asset; significahanges in our strategic business objectivesitilizhtion of the asset; or
significant negative industry or economic trends.

Our assessment includes comparing the carrying ataatfi intangible and long-lived assets to thesoatted
undiscounted expected future cash flows, whictdatermined using an expected cash flow model. ifloidel requires
estimates of our future revenues, profits, capgitgplenditures, working capital and other relevaatdis. We estimate these
amounts by evaluating our historical trends, curbemigets, operating plans and other industry dfthe assets are
considered to be impaired, the impairment chargegmized is the amount by which the asset’s cagryadue exceeds its
estimated fair value.

The timing and frequency of our impairment tedtased on an ongoing assessment of triggering etraattsould reduc
the fair value of our long-lived assets below tlegirrying value. We monitor our intangible and ldivgd asset balances and
conduct formal tests on at least an annual bagsaudier when impairment indicators are present.béeve that the
assumptions and estimates we used to value inferayilol long-lived assets were appropriate baseteomformation
available to management. The majority of our lowgd assets are being amortized or depreciatedrelatively short
periods, typically two to five years. This redudles risk of large impairment charges in any giverigd. However, most of
these assets are associated with technology thathaage rapidly and such changes could have ardfiate impact on our
impairment analysis.

Provision for Warranty Cost&\e accrue warranty costs based on estimatesw&futarranty related replacement,
repairs or rework of products. Our warranty polignerally provides one to three years of coveragerbducts following
the date of purchase. Our policy is to accrue tienated cost of warranty coverage as a comporferdsh of revenue in the
consolidated statements of operations at the téwenue is recognized. In estimating our future aratyr obligations we
consider various relevant factors, including tretdrical frequency and volume of claims, and thet to replace or repair
products under warranty. The warranty provisiondiar products is determined by using a financiatleldo estimate future
warranty costs. Our financial model takes into adermtion actual product failure rates; estimaggulacement over the
contractual warranty period, repair or rework exgeen and potential risks associated with our difieproducts. The risk
levels, warranty cost information, and failure satised within this model are reviewed throughoetythar and updated, if a
when, these inputs change.

We actively engage in product improvement progrants processes to limit our warranty costs, butwanranty
obligation is affected by the complexity of our gugt, product failure rates and costs incurredioect those product
failures. The industry in which we operate is sabje rapid technological change, and as a reseltperiodically introduce
newer, more complex products. Depending on theitguafl our product design and manufacturing, acpraduct failure rate
or actual warranty costs could be materially gretitan our estimates, which could harm our findnmiadition and results
operations.
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Royalty CostsWe have intellectual property license agreemetisiwgenerally require us to make royalty payments
based on a percentage of the revenue generateddsyda$ products incorporating the licensed teabgyl We recognize
royalty obligations in accordance with the termshaf respective royalty agreements.

Income TaxesWe recognize federal, state and foreign currenatiabilities or assets based on our estimatexdg
payable to or refundable by tax authorities indheent fiscal year. We also recognize federatestad foreign deferred tax
liabilities or assets based on our estimate ofréutaix effects attributable to temporary differenaad carry forwards.
Deferred tax assets and liabilities are measurigd) ehacted tax rates expected to apply to taxabteme in the years in
which those temporary differences are expectee teebovered or settled.

Deferred tax assets are reduced by valuation alfoe&if, based on the consideration of all avadlahlidence, it is
more-likely-than-not that some portion of the defdrtax asset will not be realized. We evaluatemefl income taxes on a
quarterly basis to determine if valuation allowanaee required by considering available eviderfogelare unable to
generate sufficient future taxable income in certak jurisdictions, or if there is a material cgarin the actual effective tax
rates or time period within which the underlyinggorary differences become taxable or deductibéecould be required to
increase our valuation allowance against our dedfietaix assets which could result in a decreasarieféective tax rate and
an adverse impact on operating results. We wiltiooe to evaluate the necessity of the valuatitowalnce based on the
remaining deferred tax assets.

The Company recognizes the impact of uncertainnmectax positions on the income tax return at thgelst amount that
is more-likely-than-not to be sustained upon abglithe relevant taxing authority. An uncertain imstax position will not
be recognized if it has less than a 50% likelihobdeing sustained.

Foreign Exchange Forward Contractd/e use foreign exchange forward contracts to hétugeconomic exposure
associated with cash and accounts receivable Edatenominated in Euros. Our forward contractsad@nalify as
accounting hedges. We marki#tmarket the forward contracts and include unrealgaids and losses in the current period
component of other income (expense) in the conataitistatements of operations.

Share-based Compensation Expenge.have stock incentive plans under which incensitock options and restricted
stock units have been granted to employees ané&nmgrleyee members of our Board of Directors. We hisge an employee
stock purchase plan for all eligible employees.rélimsed payments to employees, including graresnployee stock
options, restricted stock units and employee spaskhase rights, are recognized in the financékstents based upon their
respective grant date fair values.

We estimate the fair value of share-based paymeatds on the date of grant using an option-priciraglel. The value
of the portion of the award that is ultimately estgel to vest is principally recognized as expeasgbty over the requisite
service periods. We have estimated the fair valistozk options and stock purchase rights as otitite of grant or
assumption using the Black-Scholes option priciraglet, which was developed for use in estimatingvéidae of traded
options that have no vesting restrictions and ahatfreely transferable. The Black-Scholes modasitters, among other
factors, the expected life of the award and thesetqd volatility of our stock price. We evaluate #ssumptions used to va
stock options and stock purchase rights on a gipatiasis. Although the Black-Scholes model is aceptable model, the
fair values generated by the model may not be #tidie of the actual fair values of our equity avgraks it does not consider
other factors important to those awards to emplsysech as continued employment, periodic vestgirements and
limited transferability.
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ltem 7A. Quantitative and Qualitative Disclosures About MakRisk
Interest Rate Risk

Our investment portfolio is maintained in accordamgth our investment policy that defines allowalnleestments,
specifies credit quality standards and limits a@dd exposure to any single issuer. The fair vaiueur cash equivalents and
marketable securities is subject to change asudt ifschanges in market interest rates and investrrisk related to the
issuers’ credit worthiness. At December 31, 2008 had $176 million in cash, cash equivalents andetable securities, all
of which are stated at fair value. Changes in mdriterest rates would not be expected to havetamahimpact on the fair
value of our $67 million in cash equivalents at Braber 31, 2009, as these consisted of money miamkas with the value (
all of our cash equivalents determined based onéL#&” inputs, which consist of quoted prices in activerkats for identica
assets.

At December 31, 2009, substantially all of our nedalle securities are invested in fixed income pet&l As such, our
investments in fixed-rate instruments carry a degfenterest rate risk. The market value of fixate securities may be
adversely impacted due to an increase in inteagssy while floating rate securities may produss lacome than expected if
interest rates decline. Due in part to these factmur future investment market values and incorag fall short of
expectations due to changes in interest ratestoeiflecline in fair value of our publicly tradeeld investments is judged to
be other-than-temporary. Using a model that esémtte aggregate yield to maturity of our investinpenmtfolio, we estimate
that 100 basis point increase or decrease in sitestes would, however, decrease or increasegctgely, our $76 million it
marketable securities by approximately $700,000.

However, because any debt securities we hold assified as available-farale (within the meaning of ASC Topic 3z
no gains or losses are realized in the incomeratiedue to changes in interest rates unless sathises are sold prior to
maturity or unless declines in value are determioduk other-than-temporary. These securitiesegrerted at fair value with
the related unrealized gains and losses includedéomulated other comprehensive income (losg)mgponent of
shareholders’ equity, net of tax.

We do not utilize derivative instruments or otheahcial contracts to manage our exposure to clsingaterest rates
our investment portfolio.

Credit Risk

We maintain our cash and cash equivalents and adkatable securities, which include various seguritidings, types
and maturities, with a number of financial insfibuts. Although the global credit crisis appearbawe abated somewhat,
credit risk remains. As of the date of this repast, have not identified any significant credit res¢sociated with any of the
financial institutions that maintain our portfoldd cash and cash equivalents and our marketablgises. However, our
ability to support our working capital needs depenid part, on our available cash, cash equivalami$ marketable
securities. As a result, any significant decreagbeé value of our investments may materially asklgrimpact our ability to
support our working capital needs.

We place our cash investments in instruments tlegt redit quality standards specified in our itwest policy
guidelines at the time the investments are mad®&esember 31, 2009, we have cash and cash equivalef100 million.
Of this $100 million, $33 million is held in caskmand deposits. Our $67 million in cash equivalah@ecember 31, 2009
was held in money market investments. These moregkenhfunds attempt to maintain a net asset valde/| of $1 per unit
of investment. Should the underlying investmentd g these money market funds suffer significasses to market value
due to interest rate changes or perceived countgmsk, the NAV of these money market funds maffer declines below
the targeted $1 NAV. We hold money market funds thget a balance of investment return and preserv of invested
capital through diversified holdings. As such, veerit believe we currently have significant expestar NAV declines for
our money market holdings.
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At December 31, 2009, we had $76 million investedur portfolio of marketable securities. Our invesnt policy
guidelines limit the amount of credit exposure iy ane issue, issuer or type of instrument. Thevialue of our marketable
securities at December 31, 2009 was determinedilmsé_evel 2” inputs, which were derived basedyoioted prices for
identical or similar assets, which had few tranisastnear the measurement period.

Foreign Currency Exchange Rate Risk

We generate Euro-denominated accounts receivaiite $ales to customers that are members of the Eandgnion,
and we lack significant Euro-denominated purchasestrade liabilities to offset our exposure t@ tBuro denominated
accounts receivable activity. During the year endedember 31, 2009, Euro-denominated revenue wasx@mately $18.3
million. As a result, we are exposed to market agkingfrom changes in foreign currency exchange ratescipally change
in the value of the Euro versus the U.S. Dollarnitigate this risk, we enter into foreign exchawgetracts, principally
forward currency foreign exchange contracts. THieseard currency foreign exchange contracts coveoréion, generally
50% to 80%, but may cover up to 100%, of our Euseed financial assets.

At December 31, 2009, we had approximately $5.0ani(€3.5 million) of Euro-denominated financiasets, as
compared to $3.7 million (€2.6 million) in forwacdrrency foreign exchange contracts with expiratlates of 125 days or
less. At December 31, 2009, we recorded an unezhfiain of approximately $30,000 on our outstandimgyard contracts.
In addition, at December 31, 2009, we recordeda@fiprately $116,000 in unrealized foreign currerayskes related to our
outstanding Euro-denominated accounts receivaliésbes. Both the unrealized gain on the outstanidingard contracts
and the unrealized losses on outstanding Euro-dierabed receivables were recorded in other incongeeapense in our
consolidated statement of operations.

Assuming a translation of our Euro-denominated mereefor the year ended December 31, 2009 at aagw&uro-to-
U.S. Dollar exchange rate of $1.395 and a unif@mpercent strengthening or weakening of this exghaate, we estimate
that income before income taxes for the year efEmbmber 31, 2009 would increase or decrease bypx@pately $1.8
million. This analysis does not give effect to dagward currency foreign exchange contracts that beaused to hedge
foreign currency risk.

Actual gains and losses in the future may diffetemially from the hypothetical gains and lossesaésed above based
on fluctuations in interest and foreign currencgheange rates and our actual exposure and hedginggirtions.

Our sales to non-European Union countries are éjigidenominated in U.S. Dollars. Competitive cdiuis in the
markets in which we operate may limit our abilityincrease prices in the event of adverse chamgasriency exchange
rates. Sales of these products are affected byatlie of the U.S. Dollar relative to other curressiand in particular, the
Euro. Any long-term strengthening of the U.S. dotlauld depress the demand for these U.S. manuétproducts, reduce
sales, or cause us to reduce per unit selling grice

Item 8.  Financial Statements and Supplementary De
The index to our consolidated financial statements the Report of Independent Registered Publioating Firm

appears in Part |V of this report.

Item 9. Changes in and Disagreements With Accountants orcéenting and Financial Disclosure
None.
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Iltem 9A. Controls and Procedure
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduresgléfiaed in Rule 13d5(e) under the Securities Exchange Act of 1
as amended) that are designed to provide reasoasdlieance that information required to be disdaseur reports to the
SEC is recorded, processed, summarized and repwittgid the time periods specified in the SEC’sesiand forms, and that
such information is accumulated and communicatezitananagement, including our principal executiffecer and our
principal financial and accounting officer, as ajpiate, to allow timely decisions regarding regdidisclosure.

As required by SEC rules, we carried out an evadnatinder the supervision and with the participaf our
management, including our principal executive @ffiand our principal financial and accounting dafioof the effectiveness
of the design and operation of our disclosure @&@nd procedures as of December 31, 2009, thefehé period covered
by this report. Based on the foregoing, our priatgxecutive officer and principal financial andagnting officer concluded
that our disclosure controls and procedures wdeetdfe as of December 31, 2009.

Changes in Internal Control Over Financial Reporting

An evaluation was also performed under the supervisnd with the participation of our managemamtjuding our
principal executive officer and our principal firgal and accounting officer, of any change in aiteinal control over
financial reporting that occurred during our lastél quarter and that has materially affecteds oeasonably likely to
materially affect, our internal control over findaicreporting. That evaluation did not identify aglyange in our internal
control over financial reporting that occurred darour latest fiscal quarter and that has matgratfected, or is reasonably
likely to materially affect, our internal controber financial reporting.

Management’'s Annual Report on Internal Control Over Financial Reporting

The management of Novatel Wireless, Inc. is respmfor establishing and maintaining adequateriraecontrol over
financial reporting. Internal control over finanlcigporting (as defined in Rules 13a-15(f) and fpdfider the Exchange Act)
is a process designed to provide reasonable assuragarding the reliability of financial reportiagd the preparation of
financial statements for external purposes in ataoce with generally accepted accounting principléie United States of
America (“GAAP”). Internal control over financia¢porting includes those policies and procedures(#)gertain to the
maintenance of records that in reasonable detailrately and fairly reflect the transactions argpdsitions of assets,

(b) provide reasonable assurance that transadienecorded as necessary to permit preparatifinasfcial statements in
accordance with GAAP, (c) provide reasonable asegrghat receipts and expenditures are being magléroaccordance
with authorizations of management and the boawdirettors, and (d) provide reasonable assuran@edizg prevention or
timely detection of unauthorized acquisition, uselisposition of assets that could have a mateffatt on the financial
statements.

In connection with the preparation of this reporty management, under the supervision and witipaéngcipation of our
principal executive officer and our principal fir@al and accounting officer, conducted an evalumatibthe effectiveness of
our internal control over financial reporting asD¥cember 31, 2009 based on the criteria establishthe Internal Control—
Integrated Framework issued by the Committee ohSpong Organizations of the Treadway Commissi@(SQO”). As a
result of that evaluation, management has concltitgdour internal control over financial reportiwgs effective as of
December 31, 2009.

Ernst and Young LLP, the independent registeredipabcounting firm that audited the consolidatezhcial
statements of Novatel Wireless, Inc. included is teport, has issued an audit report on the éfferess of Novatel Wireless
Inc.’s internal control over financial reporting as afd@mber 31, 2009. The report, which expresses qumlified opinion ol
the effectiveness of Novatel Wireless Inc.’s ingdrrontrol over financial reporting as of DecemB#&y 2009, is included in
this Item under the heading “Report of Independregistered Public Accounting Firm.”
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Novatel Wireless, Inc.:

We have audited Novatel Wireless, Inc.’s intermaitool over financial reporting as of December 3109, based on
criteria established imternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatafrthe
Treadway Commission (COSO). Novatel Wireless, ;xmanagement is responsible for maintaining effedtiternal contra
over financial reporting and for its assessmeihefeffectiveness of internal control over finahecggporting, included in the
accompanying Management’s Annual Report on Inte@aaitrol over Financial Reporting. Our responsipils to express an
opinion on the Company'’s internal control over fingl reporting based on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversighti8d&nited
States). Those standards require that we plan erfidrpn the audit to obtain reasonable assurancetatitether effective
internal control over financial reporting was mained in all material respects. Our audit includbthining an understandil
of internal control over financial reporting, assiag the risk that a material weakness exists testihg and evaluating the
design and operating effectiveness of internalrcbibased on the assessed risk. Our audit alsaeded| performing such otf
procedures as we considered necessary in the dtanoes. We believe that our audit provides a redde basis for our
opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonableasssuregarding the
reliability of financial reporting and the prepacet of financial statements for external purposeadcordance with generally
accepted accounting principles. A company’s inteeoatrol over financial reporting includes thosdigies and procedures
that (1) pertain to the maintenance of records thatasonable detail, accurately and fairly etftbe transactions and
dispositions of the assets of the company; (2) ideoreasonable assurance that transactions anelescas necessary to
permit preparation of financial statements in adaace with generally accepted accounting princjzled that receipts and
expenditures of the company are being made ordg@ordance with authorizations of management amedtors of the
company; and (3) provide reasonable assurancediaggrevention or timely detection of unauthorizedjuisition, use, or
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements.
Also, projections of any evaluation of effectivemés future periods are subject to the risk thatms may become
inadequate because of changes in conditions, pthtealegree of compliance with the policies orcprures may deteriorate.

In our opinion, Novatel Wireless, Inc. maintainadall material respects, effective internal cohtreer financial
reporting as of December 31, 2009, based on theCCOf#eria.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Ro@snited
States), the accompanying consolidated balance shBevatel Wireless, Inc. as of December 31, 2@0® the related
consolidated statements of operations, stockhdldgtsty and comprehensive income (loss), and &as¥s for the year
ended December 31, 2009, and our report dated M&cR010 expressed an unqualified opinion on tlcossolidated
financial statements.

/sl Ernst & Young LLP

San Diego, California
March 12, 2010

Iltem 9B. Other Informatiol
None.
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PART Il

Item 10. Directors, Executive Officers and Corporate Governce

(a) Identification of DirectorsThe information under the caption “Election of &itors” appearing in the Proxy
Statement to be filed for the 2010 Annual Meetih@tmckholders is incorporated herein by reference.

(b) Identification of Executive Officer§he information under the caption “Executive ©dfis” appearing in the Proxy
Statement to be filed for the 2010 Annual Meetih@tmckholders is incorporated herein by reference.

(c) Compliance with Section 16(a) of the Exchange R information under the caption “Section 1@&apeficial
Ownership Reporting Compliance” appearing in thexi?iStatement to be filed for the 2010 Annual Megtf Stockholders
is incorporated herein by reference.

(d) Code of EthicsWe have adopted @ode of Business Conduct and Ethidsich, together with the policies referred to
therein, is applicable to all of our directors,icéfs and employees. The Code of Business CondddEthics is intended to
cover all areas of professional conduct, includingflicts of interest, disclosure obligations, @tesi trading and confidential
information, as well as compliance with all lawsleis and regulations applicable to our businesseki¢eurage all
employees, officers and directors to promptly répoy violations of any of our policies. The Coddasiness Conduct and
Ethics is posted on our websitevat/w.novatelwireless.coin the Investor tab under “Corporate Governantrethe event
that a substantive amendment to, or a waiver feoprpvision of the Code of Business Conduct anécEtihat applies to our
principal executive officer or principal financiahd accounting officer is necessary, we intencot puch information on o
website.

(e) Audit CommitteeThe information under the caption “The Board, It@nittees and Its Compensation—Audit
Committee” appearing in the Proxy Statement toilled for the 2010 Annual Meeting of Stockholdersnisorporated herein
by reference.

ltem 11. Executive Compensatio

The information under the headings “Executive Congpéion,” “The Board, Its Committees and Its Congagion—
Director Compensation,” “Compensation Discussiott Analysis” and “Compensation Committee Report”eguing in the
Proxy Statement to be filed for the 2010 Annual Mepof Stockholders is incorporated herein by mrefiee.

ltem 12. Security Ownership of Certain Beneficial Owners aitianagement and Related Stockholder Matt:

The information under the headings “Security Owhigref Management and Certain Beneficial Owners! @quity
Compensation Plan Information” appearing in thexi?i®8tatement to be filed for the 2010 Annual Megtiri Stockholders is
incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, abgtector Independenct

The information under the headings “Review and Appt of Transactions with Related Parties” and “Buard, Its
Committees and Its Compensation—Director Indepeceleappearing in the Proxy Statement to be filedlie 2010 Annual
Meeting of Stockholders is incorporated hereindfgmrence.

Iltem 14. Principal Accountant Fees and Servici

The information under the heading “Independent iRukdcountants’appearing in the Proxy Statement to be filed fe
2010 Annual Meeting of Stockholders is incorporatedein by reference.
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PART IV

ltem 15. Exhibits and Financial Statement Schedul
(@) 1. Index to consolidated financial statements

See Index to consolidated financial statementsage f--1.
2. Index to financial statement schedules

The following financial statement schedules forykars ended December 31, 2009, 2008, and 200Tdsheuead in
conjunction with the consolidated financial statetseand related notes thereto.

Schedule¢ Page
Schedule Il—Valuation and Qualifying Accounts F-
32

Schedules not listed above have been omitted be¢heg are not applicable or are not required eiitformation
required to be set forth therein is included in¢basolidated financial statements or related nitteeto.

(b) Exhibits

The following Exhibits are filed as part of, or orporated by reference into this report:

Exhibit

Number Description

3.1 Amended and Restated Certificate of Incorporatinoaofporated by reference to Exhibit 3.1 to
Compan’s Annual Report on Form -K for the year ended December 31, 2000, filed M&¢h2001)

3.2 Certificate of Amendment to Amended and Restatetifi€ate of Incorporation (incorporated by refecertc

Exhibit 3.1 to the Company’s Quarterly Report omird.0-Q for the period ended September 30, 2002 fi
November 14, 200z

3.3 Certificate of Amendment to Amended and Restatetifi€ate of Incorporation (incorporated by refecertc
Exhibit 3.2 to the Company’s Amendment No. 1 torrdi0-K on Form 10-K/A for the year ended
December 31, 2003, filed March 31, 20!

34 Amended and Restated Certificate of DesignaticBesfes A Convertible Preferred Stock (incorpordtg
reference to Exhibit 3.4 to the Company’s Amendnidmt 1 to Form 10-K on Form 10-K/A for the year
ended December 31, 2003, filed March 31, 2(

35 Certificate of Designation of Series B ConvertiBieeferred Stock (incorporated by reference to EkBib tc
the Company’s Amendment No. 1 to Form 10-K on F&f¥K/A for the year ended December 31, 2003,
filed March 31, 2004

3.6 Bylaws (incorporated by reference to Exhibit 3.2He Compan’'s Annual Report on Form -K for the yeal
ended December 31, 2000, filed on March 27, 2
4.1 Amended and Restated Registration Rights Agreerdated as of June 15, 1999, by and among the

Company and certain of its stockholders (incorpatdty reference to Exhibit 10.4 to the Company’s
Registration Statement on Forr-1 (No. 33:-42570), filed July 28, 2000, as amend

4.2 Form of Securities Purchase Agreement enterednntonnection with the Company’s 2003 Series B
Convertible Preferred Stock Financing (incorpordigdeference to Exhibit 4.1 to the Company’s Cuitrre
Report on Form-K, filed March 28, 2003

4.3 Registration Rights Agreement, dated as of March2023, entered into in connection with the Compgmny
2003 Series B Convertible Preferred Stock Finan@imgprporated by reference to Exhibit 4.8 to the
Compan's Current Report on Forn-K, filed March 28, 2003
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Exhibit

Number

4.4

10.1*

10.2*

10.3*

10.4*

10.5*

10.6*

10.7*

10.8*

10.9*

10.10*

10.11*

10.12*

Description

Registration Rights Agreement, dated as of Janliar2004, entered into in connection with the Cony’'s
January 2004 Common Stock and Warrant Financingsketion (incorporated by reference to Exhibit 1G@®
the Compan’s Annual Report on Form -K for the year ended December 31, 2003, filed Mdrgh2004;

Amended and Restated 1997 Employee Stock Optian(P1897 Plan”) (incorporated by reference to Exhib
10.1 to the Compar' s Registration Statement on For-1 (No. 33:-42570), filed July 28, 2000 as amend

Amended and Restated Novatel Wireless, Inc. 2000k3Ihcentive Plan (2000 Plan”) (incorporated by
reference to Exhibit 10.1 to the Company’s QuaytBeport on Form 10-Q for the quarter ended Jun@@07,
filed August 9, 2007

Form of Executive Officer Stock Option Agreementlanthe 2000 Plan (incorporated by reference tatiixh
10.3 to the Company’s Annual Report on Form 10-Ktlie year ended December 31, 2005, filed March 16,
2006)

Form of Director Stock Option Agreement under tB8@Plan (incorporated by reference to Exhibit 10.the
Compan’s Annual Report on Form -K for the year ended December 31, 2005, filed Mda¢h2006]

Form of Amendment of Stock Option Agreements, daidg 20, 2006, by and between the Company
Optionee with respect to the 1997 Plan (incorparatereference to Exhibit 10.2 to the Company’s Qaréy
Report on Form 1-Q for the period ended September 30, 2006, filedexter 9, 200€

Form of Amendment of Stock Option Agreements, daidg 20, 2006, by and between the Company and
Optionee with respect to the 2000 Plan (incorparatereference to Exhibit 10.3 to the Company’s Qaréy
Report on Form 1-Q for the period ended September 30, 2006, filedexter 9, 200€

Form of Amendment of Stock Option Agreements, daidg 20, 2006, by and between the Company
Optionee with respect to the 2000 Plan and graatenpursuant thereto in 2004 and subsequentlyrfincated
by reference to Exhibit 10.4 to the Company’s QardytReport on Form 10-Q for the period ended Saptr
30, 2006, filed November 9, 200

Amended and Restated Novatel Wireless, Inc. 200pl&me Stock Purchase Plan (incorporated by referém
Exhibit 99.1 to the Compa’s Registration Statement on Fori-8, filed November 10, 200¢

Form of Restricted Share Award Agreement for retd stock granted to n-employee directors (incorporat
by reference to Exhibit 10.10 to the Company’s @rar Report on Form 10-Q for the period ended RMhe
2006, filed August 9, 200¢

Form of Restricted Share Award Agreement for retd stock granted to executive officers (incorpetdy
reference to Exhibit 10.11 to the Company’s Quérteeport on Form 10-Q for the period ended June2806,
filed August 9, 2006

Form of Indemnification Agreement by and between@ompany and each of its executive officers anettbrs
(incorporated by reference to Exhibit 10.1 to tr@pany’s Quarterly Report on Form 10-Q for the getended
September 30, 2009, filed November 2, 2C

Form of Change of Control Letter Agreement by aathieen the Company and certain of its executivieerf
(incorporated by reference to Exhibit 10.1 to tr@pany’s Quarterly Report on Form 10-Q for the getended
June 30, 2004, filed August 16, 20(
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Exhibit

Number

10.13*

10.14*

10.15*

21

23.1%
23.2%
24

31.1%

31.2%

32.1%

Description

Employment Agreement, dated November 2, 2007, bybatween Peter V. Leparulo and the Comg
(incorporated by reference to Exhibit 10.1 to tr@pany’s Quarterly Report on Form @@for the quarter end:
September 30, 2007, filed November 9, 2C

2009 Omnibus Incentive Compensation Plan (incottpadrly reference to Exhibit 10.1 to the Compar@urren
Report on Form -K, filed June 24, 200¢

2009 Senior Management Incentive Plan (incorporbtereference to Exhibit 10.1 to the Company’s €ntr
Report on Form -K, filed July 24, 2009

Subsidiaries of Novatel Wireless, Inc. (incorpodatg reference to Exhibit 21 to the Comp’s Annual Repor
on Form 1K for the year ended December 31, 2005, filed Md¢h2006]

Consent of Ernst & Young LLP, Independent Registdtablic Accounting Firn
Consent of KPMG LLP, Independent Registered Pukticounting Firm
Power of Attorney (See signature pa

Certification of our Principal Executive Officer@pted pursuant to Section 302 of the Sarbanes-G)depf
2002

Certification of our Principal Financial Officer @pted pursuant to Section 302 of the Sarbanes-G)d¢pf
2002

Certification of Principal Executive Officer andiftipal Financial Officer pursuant to 18 U.S.C. @t 1350, a
adopted pursuant to Section 906 of the Sarl-Oxley Act of 200z

*  Management contract, compensatory plan or arrange
**  Filed herewitl
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Regidthas duly
caused this report to be signed on its behalf byutidersigned, thereunto duly authorized.

Date: March 12, 201 NovATEL WIRELESS INC.

By: /s| RETERLEPARULO
Peter Leparulo
Chairman and Chief Executive Officer
(Principal Executive Officer)

POWER OF ATTORNEY

Know all men by these presents, that each persaseviignature appears below constitutes and agge#ter Leparulo
and Kenneth Leddon, or either of them, as hisandlawful attorneys-in-fact and agents, with fidwer of substitution, for
him and in his name, place and stead, in any drdpacities, to sign any and all amendments ®Ahinual Report on Form
10-K, and to file the same, with all exhibits thereand other documents in connection therewithh tie Securities and
Exchange Commission, granting unto said attorneyfaét and agents, full power and authority to dd perform each and
every act and thing requisite and necessary twhe @h connection therewith as fully to all inteatsd purposes as he might
or could do in person, hereby ratifying and confirgnall that said attorneys-in-fact and agentgheir substitute or
substitutes may lawfully do or cause to be dongitiye hereof.

Pursuant to the requirements of the Securities Examge Act of 1934, this Annual Report on Form 10-K &s been
signed below by the following persons on behalf ¢ifie Registrant and in the capacities and on the das indicated.

Signature Title Date
/s/ RETERLEPARULO Chairman and Chief Executive Officer March 12, 2010
Peter Leparulo (Principal Executive Office
/s/ KENNETH LEDDON Senior Vice President and Chief Financial March 12, 2010
Kenneth Leddon Officer (Principal Financial and
Accounting Officer
/s/ RusseLLC. GERNS Director March 12, 2010
Russell C. Gern:
/s  AMES LEDWITH Director March 12, 2010
James Ledwitk
Director
Greg Lorenzetti
/s/ HorsTJ. RIDWILL Director March 12, 2010
Horst J. Pudwill
/s/ ®HN Ross Director March 12, 2010
John Ros:!
/s/  DHN D. WAKELIN Director March 12, 2010
John D. Wakelin
/s/ Davip A. WERNER Director March 12, 2010
David A. Werner
s-1
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NOVATEL WIRELESS, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

ASSETS
Current asset
Cash and cash equivale
Marketable securitit
Accounts receivable, net of allowance for doubdfttounts of $741 in 2009 and $1,(
in 200¢
Inventorie:
Deferred tax assets, |
Prepaid expenses and of
Total current asse
Property and equipment, net of accumulated depieciaf $40,279 in 2009 and $33,417 in
200¢
Marketable securitit
Intangible assets, net of accumulated amortizaifds,441 in 2009 and $8,568 in 2(
Deferred tax assets, |
Other asse
Total asse’
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities
Accounts payab
Accrued expens
Total current liabilitie
Capital lease obligations, lo-terrr
Other lon¢-term liabilities
Total liabilities
Commitments and contingenc
Stockholder’ equity
Series A and B preferred stock, par value $0.000®shares authorized and nt
outstandin
Common stock, par value $0.001; 50,000 shares anélah 31,092 and 30,327 shares
issued and outstanding at December 31, 2009 art P&€pectivel
Additional paic-in capita
Accumulated other comprehensive inct
Accumulated defic

Treasury stock at cost; 2,436 common shares atrile®e31, 2009 and 200
respectivel
Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to consolidated financistents

F-2
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As of December 3!

200¢

200¢

$100,02¢ $ 77,73¢
27,66¢ 58,53¢
36,29¢ 40,07:
24,97: 23,22¢
6,46¢ 7,51¢
4,73¢ 9,92:
200,16 217,00
14,91 20,22t
48,35¢ 6,96:
1,51¢ 1,86(
17,24¢ 14,40:
31¢€ 27¢€
$282,500  $ 260,73
$ 2746( $ 23,22t
23,23¢ 20,62t
50,69¢ 43,85:
184 26¢
20,47: 18,64
71,35: 62,76¢
31 30
416,57 407,25:
15 62
(180,470) (184,38)
236, 15! 222,96.
(25,000 (25,000
211,15 197,96:
$282,500  $ 260,73
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NOVATEL WIRELESS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Net revenue
Cost of revenue
Gross profi
Operating costs and expen:
Research and developm
Sales and marketil
General and administrati
Total operating costs and exper
Operating income (los
Other income (expens
Interest income, n
Other income (expense),
Income (loss) before tax
Income tax expense (bene
Net income (los:

Per share dai
Net income (loss) per sha
Basic

Diluted

Weighted average shares used in computation of basi diluted net income (loss)

per share
Basic

Diluted

Page49 of 82

Year Ended December 3:

See accompanying notes to consolidated financdistents
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200¢ 200¢ 2007
$337,42. $320,97.  $429,90:
249,76: 252,23 299,06:
87,65¢ 68,74 130,84
44.89. 34,74 37,55¢
19,85’ 18,19t 20,93
20,15¢  21,55( 18,89¢
84,00¢ 74,48t 77,39

2,75( (5,749 53,44

1,374 4,28: 5,59:

31E (729) 47¢
4,43¢ (2,190 59,51¢
527 (947) 20,75¢
$ 391: $ (1,249 $ 38,76
$ 01 $ (009 $ 128
$ 01 $ (009 $ 1.21
30,64¢  31,15¢ 31,38¢
31,22¢  31,15¢ 32,00
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NOVATEL WIRELESS, INC.

Page50 of 82

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME (LOSS)

(in thousands)

Additional
Paid-in
Capital

Common Stock
Accumulated
Deficit

Treasury

Share: Amount Stock

Accumulated
Other Total
Comprehensive  Stockholders’
Income (Loss) Equity

Total
Comprehensive
Income (Loss)

Balance, December 31,
200¢
Exercise of stock options,
warrants and shares
issued under employee
stock purchase pli
Net tax effect from stock
options exercise
Shar«-based compensati
Net incom¢
Other comprehensiv
income
Unrealized gain on
marketable
securities, net of
taxe:

29,741 $ 30 $356,13¢ $

$(221,90)

2,85¢ 3 24,981
9,81(
9,851

38,76:

$ (31) $ 134,23

24.,99(

9,81(
9,851
38,76:

96 96

38,76:

96

Total comprehensive
income

Balance, December 31,
2007
Exercise of stock options,
vesting of restricted
stock units and awarc
and shares issued un
employee stock
purchase pla
Net tax effect from stock
options exercise
Shar«-based compensati
Repurchase of common
stock
Net los:
Other comprehensive
income
Unrealized loss on
marketable
securities, net of
taxe:

32,60: 33 400,78¢ (183,139

161 43¢

(158)
6,18:

(2,436

3) 3

(25,000)

(1,24)

65 217,74

43¢

(15E)
6,18:

(25,000)
(1,249

©) ©)

$  38,85¢

(1,24)

©)

Total comprehensive lo

Balance, December 31,
200¢

Exercise of stock options,
vesting of restricted
stock units and shares
issued under employee
stock purchase pli

Net tax effect from stock
options exercise

Shar«-based compensati

30,32: 30 407,25. (25,000 (184,38

765 1 2,66¢

(224)
6,88:
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62 197,96:

2,67C

(224)
6,88:

$ (1,246

$ —
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Net incom: — — — — 3,917 — 3,917 3,91
Other comprehensiv
income
Unrealized loss on
marketable
securities, net of
taxe: — — — — — 47 (47 (47

Total comprehensive
income $ 3,86¢

Balance, December 31,
200¢ 31,090 $§ 31 $416,57¢ $(25,000 $(180,470) $ 15 $ 211,15!

See accompanying notes to consolidated financdistents
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NOVATEL WIRELESS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 3:

Page52 of 82

200¢
Cash flows from operating activitit
Net income (los: $ 3,917
Adjustments to reconcile net income (loss) to rehgrovided by
operating activitie:

Depreciation and amortizati 12,99
Loss (gain) on disposal of fixed as: (11
Impairment loss on equipment and intagible a
Provision for bad dek 35
Inventory provisiol 2,30¢
Shar«-based compensation expe 6,88
Excess tax benefits from equity based aw (282)
Non-cash income tax bene (1,79¢)
Changes in assets and liabilit
Accounts receivab 3,73¢
Inventorie: (5,519
Prepaid expenses and other a: 4,82¢
Accounts payab 3,93(
Accrued expenses, income taxes, and 5,552
Net cash provided by operating activi 36,66
Cash flows from investing activitie
Purchases of property and equipn (5,770
Proceeds from sale of property and equipi —
Purchases of intangible as: (1,06€)
Purchases of securit (76,96)
Securities maturities/sal 66,39¢
Net cash used in investing activil (17,409
Cash flows from financing activitie
Principal payments under capital lease obliga (197)
Repurchase of common st —
Proceeds from exercise of stock options and emplsyack purchase pl 2,67C
Excess tax benefits from stock options exer« 282
Net cash provided by (used in) financing activ 2,75¢
Effect of exchange rates on cash and cash equie 28C
Net increase (decrease) in cash and cash equis 22,29:
Cash and cash equivalents, beginning of 77,73¢
Cash and cash equivalents, end of $100,02!

Supplemental disclosures of cash flow informa
Cash paid during the year f

Interes $ 12

Income taxe $ 294
Supplemental disclosures of r-cash financing activitie

Capital lease obligatio $ —

See accompanying notes to consolidated financgdistents
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200¢ 2007
$ (1,249  $ 38,76
11,56¢ 10,95:
(12) 102

84C —
1,25¢ 30¢
8,19¢ 2,79¢
6,18: 9,851
(117) (9,290)
(4,579 (4,842)
30,61¢ (24,47%)
(6,85)) (3,01)
(5,109 (1,202)
(15,55 (799)
602 30,83(
25,80( 49,98
(8,609) (16,202
— 128
(1,289 (240)
(85,099) (88,33¢)
88,00¢ 69,57(
(6,98)) (35,08%)
(139) (51)

(25,000) —
43t 24,99(
117 9,29(
(24,58) 34,22¢
(1,099) 864
(6,867) 49,98¢
84,60( 34,61
$77,73.  $84,60(
$ 20 $ 60
$ 534 $ 287
$ 15 $ 5iC
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NOVATEL WIRELESS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Nature of Business and Critical Accounting Policie:

We are a provider of wireless broadband accessiaatufor the worldwide mobile communications markaur broad
range of current products principally includesdhigeneration, or 3G, intelligent mobile hotspotsnmunications and
applications software, USB modems, embedded PQksgpnini card modems and wireless PC card andeEs@ard
modems. Through the integration of our hardwaresaftivare, our products are designed to operaté@mworld’s wireless
networks and provide mobile subscribers with seemgconvenient high speed access to corporatéic guid personal
information through the Internet and enterprisevoeks.

Principles of Consolidation

The consolidated financial statements include to@ants of the Company and its wholly-owned subsids. All
intercompany transactions and balances have beeimaled in consolidation.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptedhi@ United States
of America (“GAAP”) requires management to makeneates and assumptions. These estimates and assnsngffect the
reported amounts of assets, liabilities, revennelsexpenses and disclosure of contingent assetiéadiidies. Actual results
could differ materially from these estimates. Siigaint estimates include allowance for doubtfulaets receivable,
provision for excess and obsolete inventory, vabmadf intangible and long-lived assets, royaltgtso provision for warranty
costs, income taxes and share-based compensafienss

Difficult global economic conditions, tight creditarkets, volatile equity, foreign currency and egyenarkets and
declines in consumer spending have combined te&ser the uncertainty inherent in these estimatkassumptions. As
future events and their effects cannot be deterdnivigh precision, actual results could differ siipantly from these
estimates, particularly those related to the comdivf the economy.

Cash and Cash Equivalents

Cash and cash equivalents include highly liquicegtinents with original maturities of three month¢egs at the time «
acquisition. Cash and cash equivalents consisewfaohd deposits and money market funds. Cash ahcegasvalents are
recorded at market value, which approximates ¢aains and losses associated with the Company’gyfooeirrency
denominated demand deposits are recorded as a oemipaf other income.

Allowance for Doubtful Accounts Receivable

The Company provides an allowance for its accorgusivable for estimated losses that may resuth fite customers’
inability to pay. The Company determines the amaihe allowance by analyzing known uncollectiateounts, aged
receivables, economic conditions, historical losaes changes in customer payment cycles and ctoroers’ credit-
worthiness. Amounts later determined and specifiédéntified to be uncollectible are charged oitien off against this
allowance. To minimize the likelihood of uncolléstity, the Company reviews its customers’ credifthiness periodically
based on credit scores generated by independetit iporting services, its experience with itstousers and the economic
condition of its customers’ industries. Materidfeliences may result in the amount and timing gfemse for any period if
the Company were to make different judgments dizatdifferent estimates. If the financial conditiof the Company’s
customers deteriorates resulting in an impairmétteir ability to make payments, additional allowas may be required.

F-6
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NOVATEL WIRELESS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continue d)

Marketable Securities

The Company accounts for its marketable secuiitieg€cordance with Accounting Standards CodificatfA\SC”)
Topic 320. All of the Company’s marketable secastare treated as “available-for-sale” as definetiis accounting
guidance. Marketable securities consist of higlgyitl investments with a maturity of greater tharee months when
purchased. While it is the Company’s intent to h&ldh securities until maturity, the Company mdlycsstain securities for
cash flow purposes. Thus, the Company’s marketdiarities are classified as available-for-saleaedcarried on the
balance sheet at fair value with the related uiredlgains and losses included in accumulated attraprehensive income
(loss), a component of stockholders’ equity. Realigains and losses on the sale of marketableiSesare determined
using the specific-identification method.

The Company determines the fair value of its finanessets and liabilities by reference to thedrighty of inputs
contained in ASC Topic 820. This hierarchy on ispensists of three levels: Level 1 fair valuesvaleations based on
guoted market prices in active markets for idelhtisaets or liabilities that the entity has thdightio access; Level 2 fair
values are those valuations based on quoted gacaegnilar assets or liabilities, quoted pricesriarkets that are not active,
or other inputs that are observable or can be boraded by observable data for substantially thi¢dun of the assets or
liabilities; and, Level 3 fair values are valuatdmased on inputs that are supported by littleoomarket activity and that are
significant to the fair value of the assets orilitbs.

The Company classifies its marketable securitieua®nt or non-current in accordance with ASC Tdio. All
securities whose maturity or sale is expected witinie year are classified as “current” on the clidated balance sheet. All
other securities are classified as “long term” loe ¢consolidated balance sheet.

Inventories and Provision for Excess and Obsoletemtory

Inventories are stated at the lower of cost (fimsfirst-out method) or market. Shipping and hamglcosts are classified
as a component of cost of revenue in the conseliistatements of income. The Company reviews thwoaents of its
inventory and its inventory purchase commitmentsieagular basis for excess and obsolete invettasgd on estimated
future usage and sales. Wridewns in inventory value or losses on inventorychase commitments depend on various it
including factors related to customer demand, esoo@nd competitive conditions, technological advemor new product
introductions by the Company or its customers ¥iaay from its current expectations. Whenever ingents written down, a
new cost basis is established and the inventamptisubsequently written up if market conditionpiove.

The Company believes that, when made, the estimagz$in calculating the inventory provision ares@able and
properly reflect the risk of excess and obsoleteitory. If customer demand for the Company’s inggnis substantially
less than its estimates, inventory write-downs imayequired, which could have a material adverfeeebn its consolidated
financial statements.

Property and Equipment

Property and equipment are stated at cost and defwé using the straight-line method. Test equiptmesmputer
equipment, purchased software, furniture, and fegwand product tooling are depreciated over ligaging from eighteen
months to five years and leasehold improvementslepeeciated over the shorter of the related Ipased or useful life.
Amortization of assets held under capital leaséscisided in depreciation expense.

F-7
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NOVATEL WIRELESS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continue d)

Expenditures for repairs and maintenance are erpess incurred. Expenditures for major renewalstatterments th:
extend the useful lives of existing property andipment are capitalized and depreciated. Uponeragnt or disposition of
property and equipment, any resulting gain or issscognized in the consolidated statements ofatioas.

Intangible Assets

Intangible assets include the costs of non-excéuaivd perpetual worldwide software technology keen The
Company'’s intangible asset licenses primarily cstnsi software license agreements for researctdandlopment or
production purposes. These costs are amortizedstraight-line basis over the estimated usefublivéthe assets, which the
Company typically estimates as one year for reseand development licenses, and two years for ptomtulicenses.

Long-Lived Assets

The Company periodically evaluates the carryingiealf the unamortized balances of its long-livesets including
property and equipment and intangible assets,termdne whether impairment of these assets hasm@etor whether a
revision to the related amortization periods shdaddnade. When the carrying value of an asset dzdbe associated
undiscounted expected future cash flows, it is iclemed to be impaired and is written down to faitue. Fair value is
determined based on an evaluation of the assaisiatx] undiscounted future cash flows or appraisdae This evaluation
is based on management’s projections of the undiged future cash flows associated with each diasset. If
management’s evaluation indicates that the carryatges of these assets are impaired, such impairiseecognized by a
reduction of the applicable asset carrying valuistestimated fair value and is expensed as agpadntinuing operations.

Revenue Recognition

The Companys revenue is principally generated from the sal@icgless modems to wireless operators, OEM custs
and value added resellers and distributors. Revnoeproduct sales is recognized upon the laterasisfer of title or
shipment of the product to the customer. Wherdrtnesfer of title or risk of loss is contingent ie customer’s acceptance
of the product, the Company will not recognize rexeuntil both title and risk of loss have transfdrto the customer. The
Company records deferred revenue for cash paymeegs/ed from customers in advance of when reveac@gnition
criteria are met. The Company has granted priception to certain customers in accordance withpttoerisions of the
respective contracts and tracks pricing and ottreng offered to customers buying similar produstassess compliance with
these provisions. The Company estimates the anadymice protection for current period product salilizing historical
experience and information regarding customer itorgrievels. To date, the Company has not incumeatkrial price
protection obligations. Revenues from sales toagetustomers are subject to cooperative advegtigilowances.
Cooperative advertising allowances are recordexhayperating expense to the extent that the adireytbenefit is separable
from the revenue transaction and the fair valuthaf advertising benefit is determinable. To thieekthat such allowances
either do not provide a separable benefit to they@my, or the fair value of the advertising beneditnot be reliably
estimated, such amounts are recorded as a redwdtiemenue. The Company establishes reservesfionated product
returns allowances in the period in which reversuecognized. In estimating future product retutins,Company considers
various factors, including the Company'’s statedmepolicies and practices and historical trends.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continue d)

In arrangements in which our hardware and softaeeedelivered concurrently, the Company does rmtige
significant post contract customer support (“PC&1) recognizes revenue upon the delivery of tteehardware product,
assuming all other basic revenue recognition dgitere met. As of December 31, 2009, the Compasynbarecorded any
significant revenues from separate software sales.

Research and Development Costs
Research and development costs are expensed agthcu

Warranty Costs

The Company accrues warranty costs based on estirohfuture warranty related replacement, repairework of
products. Our warranty policy generally provides oo three years of coverage for products followtlmegydate of purchase.
The Company’s policy is to accrue the estimated abwarranty coverage as a component of costwdmree in the
accompanying consolidated statements of operatibtie time revenue is recognized. In estimatigduiture warranty
obligations the Company considers various factacduding the historical frequency and volume dicis, and the cost to
replace or repair products under warranty. The avdyrprovision for its products is determined bingsa financial model to
estimate future warranty costs. The Company’s firllrmodel takes into consideration actual prodaittire rates; estimated
replacement, repair or rework expenses; and patargks associated with our different productse Tisk levels, warranty
cost information, and failure rates used withirs tmodel are reviewed throughout the year and ugddtend when, these
inputs change.

Royalty Costs

The Company has intellectual property license ageges which generally require the Company to makalty
payments based on a percentage of the revenueagshérly sales of products incorporating the licdrisehnology. The
Company recognizes royalty obligations in accordanith the terms of the respective royalty agreemeRoyalty costs are
recorded as a component of cost of revenues ipdtied when incurred.

Income Taxes

The Company recognizes federal, state and foraigmiet tax liabilities or assets based on our estnof taxes payable
to or refundable by tax authorities in the curifisttal year. The Company also recognizes fedetate &nd foreign deferred
tax liabilities or assets based on our estimafetofe tax effects attributable to temporary diéieces and carry forwards.
Deferred tax assets and liabilities are measurgd) ehacted tax rates expected to apply to taxabteme in the years in
which those temporary differences are expectee teebovered or settled.

Deferred tax assets are reduced by valuation alloesif, based on the consideration of all avadlaidence, it is mor
likely than not that some portion of the deferraxl asset will not be realized. The Company evatudégerred income taxes
on a quarterly basis to determine if valuationwaliaces are required by considering available edieelfithe Company is
unable to generate sufficient future taxable incémeertain tax jurisdictions, or if there is a m@l change in the actual
effective tax rates or time period within which tirederlying temporary differences become taxabléealuctible, the
Company could be required to increase its valuallmwance against its deferred tax assets whidlida@sult in a decrease
in the Company’s effective tax rate and an advenp&ct on operating results. The Company will awndi to evaluate the
necessity of the valuation allowance based oneghwming deferred tax assets.

The Company follows the accounting guidance rel&dihancial statement recognition, measuremedtdisclosure of
uncertain tax positions. The Company recognizesntipact of an uncertain income tax position on
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an income tax return at the largest amount thamige-likely-than-not to be sustained upon audithgyrelevant taxing
authority. An uncertain income tax position willtriz® recognized if it has less than a 50% likelthobbeing sustained.

Derivatives and Hedging

The Company’s derivative financial instruments ésinsolely of foreign currency forward exchangetcacts. The
purpose of these derivative instruments is to heldg&ompanys economic exposure associated with accounts ieddeiant
cash balances denominated in Euros. The Compamyigfd contracts do not qualify as accounting hedge a result, the
Company marks-tonarket the forward contracts and includes unredligagns and losses in the current period as a coemt
of other income (expense) in the consolidated staies of operations.

Litigation
The Company is currently involved in certain legadceedings. The Company will record a loss whenGbmpany
determines information available prior to the isseaof the financial statements indicates theilssth probable and
estimable. Where a liability is probable and thisra range of estimated loss with no best estiimatiee range, the Company
records the minimum estimated liability relatedtte claim. As additional information becomes avdgathe Company

assesses the potential liability related to the @amy’s pending litigation and revises its estimaifasecessary. The
Company'’s policy is to expense litigation costsrasirred.

Share-Based Compensation

The Company has granted stock options to emplogegsestricted stock units. The Company also hasrgrloyee
stock purchase plan (ESPP) for all eligible empdsydhe Company measures the compensation costaissiowith all
share-based payments based on grant date fairsvalhe fair value of each employee stock optionemgloyee stock
purchase right is estimated on the date of granguan option pricing model that meets certain megpents. The Company
currently uses the BlacBeholes option pricing model to estimate the faiue of our stock options and stock purchase ri
The Black-Scholes model is considered an accepitabtiel but the fair values generated by it maybeoindicative of the
actual fair values of our equity awards as it doatsconsider certain factors important to thoserda/éo employees, such as
continued employment and periodic vesting requirgmas well as limited transferability. The deteration of the fair value
of share-based payment awards utilizing the Bladkefs model is affected by our stock price andralver of assumptions,
including expected volatility, expected term, ris&e interest rate and expected dividends.

For grants of incentive options, the Company udalemd of historical and implied volatility for lad options on its
stock in order to estimate the expected volatdggumption required in the Black-Scholes model. Company’s use of a
blended volatility estimate in computing the exgelctolatility assumption for incentive stock opsar based on its belief
that while that implied volatility is representaiof expected future volatility, the historical ablity over the expected term
of the award is also an indicator of expected fittolatility. Due to the short duration of employsteck purchase rights, the
Company utilizes historical volatility in order éstimate the expected volatility assumption ofBleck-Sholes Model.

The expected term of incentive stock options giigeestimated using the average of the vesting, da¢ contractual
term and historical experience. The expected tdran@mployee stock purchase right is the contedd¢érm of that right. T
risk-free interest rate assumption is based on obséntexest rates appropriate for the expected tefresiiostock options ar
employee stock purchase rights. The dividend yasklmption is based on the Company'’s history apdaation of no
dividend payouts. The fair value of the
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Company'’s restricted stock units is based on tbgirg) market price of its common stock on the détgrant. The Company
will evaluate the assumptions used to value steckds on a quarterly basis. If factors change hadClompany employs
different assumptions, stock-based compensatioaresgpmay differ significantly from what it has reded in the past. If
there are any modifications or cancellations ofutthderlying unvested securities, the Company maedqeired to accelerate,
increase or cancel any remaining unearned stoakdbaempensation expense. To the extent that thep@oyrgrants
additional equity securities to employees or iuasss unvested securities in connection with anyisitgpns, its stock-based
compensation expense will be increased by theiadditunearned compensation resulting from thosktiadal grants or
acquisitions.

Compensation cost associated with grants of réstristock units are measured at fair value, whahtistorically been
the closing price of the Company’s stock on the aditgrant.

The Company recognizes share-based compensatiengxpsing the straight-line method for awardsabatain only
service conditions. For awards that contain peréorce conditions, the Company recognizes the sresedbcompensation
expense on a straight-line basis for each vestimghe. The Company estimates forfeitures at the 6f grant and revises
these estimates, if necessary, in subsequent gdfiadtual forfeitures differ from those estimat€ke Company estimates
forfeiture rate assumption for all types of shamsdyl compensation awards based historical foréeiaites related to each
category of award.

Computation of Net Income (Loss) Per Share

The Company computes basic and diluted per shaagfaaall periods for which a statement of openaiis presented.
Basic net income (loss) per share excludes diludimhis computed by dividing the net income (ldss)he weighted-average
number of shares that were outstanding during éneg. Diluted EPS reflects the potential dilutibat could occur if
securities or other contracts to acquire commooksizere exercised or converted into common stooterRial dilutive
securities are excluded from the diluted EPS coatjont in loss periods as their effect would be-diititive.

Fair Value of Financial Instruments

The carrying amounts of the Company'’s cash and egslvalents, accounts receivable, accounts payatuleccrued
expenses approximate their fair value due to #teirt-term nature. The Company performs credituatains of key
customers and management believes it is not exgosgdnificant credit risk on its accounts recéieain excess of
established reserves.

Comprehensive Income (Loss)
Comprehensive income consists of net earnings arehlized gains and losses on available-for-salariees.

Segment Information

The Company identifies its operating segments basdtbw management internally evaluates separsedial
information, business activities and managememptoresibility. The Company operates in a single besinsegment consisti
of the development, manufacture and sale of wisedesess products.

Recent Accounting Pronouncements

In October 2009, the FASB issued new revenue rétogrstandards for arrangements with multiple vistables, where
certain of those deliverables are non-softwargedlarhe new standards require entities to
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initially use management’s best estimate of selfirige to value individual deliverables when thdséiverables do not have
VSOE of fair value or when third-party evidenca@t available. Additionally, these new standardsliiyahe manner in
which the transaction consideration is allocatadscthe separately identified deliverables byamgér permitting the
residual method of allocating arrangement constaeraThese new standards are effective for anpeiabds ending after
June 15, 2010, however early adoption is permittedccordance with the transition provisions & thvised standard, the
Company prospectively adopted the provisions ofignce on January 1, 2010. The adoption of theséspoaos is not
expected to have a material impact on the Compamyisolidated financial statements.

In October 2009, the FASB issued new revenue ratiogrstandards for revenue arrangements that ootdaagible
products and software. These new standards chhagetdpe of existing accounting guidance relatedvwenue arrangemet
containing software deliverables to exclude frogrsitope (a) non-software components of tangibldymts and (b) software
components of tangible products that are soldn$ied, or leased with tangible products when theveoé components and
non-software components of the tangible producttion together to deliver the tangible product’'sesgial functionality.
These new standards are effective for annual pgeoding after June 15, 2010, however early adojgipermitted.
Additionally, adoption of these standards is reggiin the period in which the Company adopts th&BA revised standards
on revenue recognition with multiple deliverablesaccordance with the transition provisions of tbeised standard, the
Company prospectively adopted the provisions oflgnce on January 1, 2010. The adoption of thesésioaos is not
expected to have a material impact on the Compamyisolidated financial statements.

2. Fair Value Measurement of Assets and Liabilities

The Company’s cash equivalents and marketable iesware generally classified within level 1 ovéé?2 of the fair
value hierarchy because they are valued using dunggket prices, broker or dealer quotations, t@riahtive pricing sources
with reasonable levels of price transparency. Thmgany maintains an investment portfolio of varieasurity holdings,
types and maturities. The Company places its casivaents and investments in instruments that roesstit quality
standards, as specified in its investment polidggejines. These guidelines also limit the amourtdreflit exposure to any o
issue, issuer or type of instrument. The Compaforsign exchange forward contracts are valued ugii@ing models that
take into account the currency rates as of thenlbelaheet date.

The Company’s investments in financial instrumestisied based on quoted market prices in active etsudre its
investments in money market securities. Such imgtnts are generally classified within level 1 & thir value hierarchy.

The types of financial instruments valued baseduted prices in markets that are not active, brokelealer
guotations, or alternative pricing sources witrsggeble levels of price transparency include moststmengrade corporat
bonds, commercial paper, time deposits, governaethiagency securities, and foreign exchange foraamtracts. These
instruments are generally classified within levelf2he fair value hierarchy.

As of December 31, 2009, the Company did not hayefiaancial instruments without observable markadtes that
would require a high level of judgment to determfiaie value (level 3 assets).
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The following table summarizes our financial instents measured at fair value on a recurring basig Becember 31,
2009 (in thousands):

Balance as o
Description December 31, 2009 Level 1 Level 2
Assets
Cash equivalent
Money market func $ 67,06¢ $67,06¢ $ —
Total cash equivaler 67,06" 67,06" —
Shor-term marketable securitit
Corporate debenture/bor 8,40: — 8,40:
Certificates of depos 14,76( — 14,76(
Government agency securi 4,501 — 4,501
Total shor-term marketable securiti 27,66¢ — 27,66¢
Long-term marketable securiti¢
Corporate debenture/bor 9,067 — 9,06’
Certificates of depos 10,96¢ — 10,96¢
Government agency securi 28,32( — 28,32(
Total lon¢-term marketable securiti 48,35t — 48,35t
Foreign exchange forward contre 30 — 30
Total financial asse $ 143,11 $67,06¢ $76,04¢

As of December 31, 2009, the total amount of ontliteg foreign exchange forward contracts amounte€Pt6 million
($3.7 million using the exchange rate of $1.43 at&nber 31, 2009). These contracts are used telbddompany’s Euro-
denominated cash and accounts receivable balaficBecember 31, 2009 and 2008, the Company recaadadhrealized
gain of $30,000, and unrealized losses of $671 @¥pectively, on its outstanding foreign currefaryvard exchange
contracts.

For the years ended December 31, 2009, 2008 ar] #Company recorded gains of $446,000, loss$323,000
and losses of $60,000, respectively, on its Eurmdenated foreign exchange forward contracts. Dyitire years ended
December 31, 2009 and 2008, the Company recordetjfocurrency losses on foreign currency denomth&ansactions of
approximately $420,000 and $406,000, respectilying the year ended December 31, 2007, the Coynpenorded
foreign currency gains of $495,000. All recordethgand losses on foreign exchange transaction®eoeded in other
income (expense).

F-13

file://c:\WINNT\Profiles\hallers\Desktop\Form -K 2009.htn 5/5/201(



Form 1(-K Page61 of 82

Table of Contents

NOVATEL WIRELESS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continue d)

3. Financial Statement Details
Marketable Securitie
The Company'’s portfolio of available-for-sale sétieis by contractual maturity consists of the fallng (in thousands):

Gross Gross

Maturity in Amortized Unrealized Unrealized Estimated

December 31, 20C Years Cosl Gains Losse! Fair Value
Corporate debenture/bor lorles $ 8,371 $ 32 $ — $ 8,40:
Certificates of depos lorles 14,75¢ 13 (8) 14,76(
Government agency securi lorles 4,50( 1 — 4,501
Total shor-term marketable securiti 27,62¢ 46 (8) 27,66¢
Corporate debenture/bor 1to: 9,04t 30 (8) 9,067
Certificates of depos 1to: 10,98¢ 7 (23) 10,96¢
Government agency securi 1to: 28,34( 19 (39) 28,32(
Total lon¢-term marketable securiti 48,36¢ 56 (70) 48,35t

$75998 $ 102 $ (7€)  $76,01

Gross Gross

Maturity in Amortized Unrealized Unrealized Estimated

December 31, 20C Years Cost Gains Losses Fair Value
Asset backed securiti lorles $ 2,511 $ — $ (29 $ 2,48:
Commercial papt lorles 7,15¢ — (7) 7,152
Corporate debenture/bor lorles 26,90 — (18) 26,88¢
Government agency securi lorles 21,96¢ 52 — 22,017
Total shor-term marketable securiti 58,531 52 (53) 58,53¢
Corporate debenture/bor 1to: 2,32t — Q) 2,32¢
Government agency securi ltoz 4,54( 98 — 4,63¢
Total lon¢-term marketable securiti 6,86¢ 98 (1) 6,96:

$6540. $ 15 $ (54  $65,49%

At December 31, 2009, 2008, and 2007, the Compergrded net unrealized gains of $24,000 ($15,000frtexes),
$96,000 ($62,000 net of taxes) and $83,000 ($651@D0f taxes), respectively. The Company’s netalized gains are the
result of market conditions affecting fixed-incosecurities and are included in accumulated othempecehensive income in
the consolidated balance sheets.

At December 31, 2009, the Company did not haveimgstments in individual securities that have bieea continuous
unrealized loss position deemed to be temporarynfare than twelve months. Because the Company’srgkimtent is to
hold its investment securities to maturity, andsidaring the high quality of the investment se@esitthe Company believes
that the unrealized losses at December 31, 2008sept a temporary condition and will not resultdalized losses on sale
maturity of the securities.
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Inventories
Inventories consist of the following (in thousands)

December 31

200¢ 200¢
Finished gooc $24,84t  $22,51¢
Raw materials and compone 12¢ 714

$24,97: $23,22¢

Property and Equipment
Property and equipment consists of the followimgtfiousands):

December 31

200¢ 200¢
Test equipmel $ 37,88% $ 34,95(
Computer equipment and purchased soft 10,68¢ 8,98¢
Product toolini 1,85¢ 4,99:¢
Furniture and fixture 1,76 1,73t
Leasehold improvemer 2,99t 2,97t
55,19( 53,64:
Les—accumulated depreciation and amortize (40,279 (33,41
$ 14,91 $ 20,22¢

The carrying values of long-lived assets are regfor impairment whenever events or changes aquuistances
indicate that the recorded value cannot be recovieoen the undiscounted future cash flows. Whenctdreying value of an
asset exceeds the associated undiscounted exfeittericash flows, it is considered to be impaged is written down to
fair value, which is determined based on eitherisgalinted future cash flows or appraised valkes the years ended
December 31, 2009 and 2008, the Company record2@@9 and $638,000, respectively, in its cost eéneles as a result of
its impairment analysis. There was no impairmess lecorded for the year ended December 31, 2007.

Depreciation and amortization expense relatingeperty and equipment was $11.4 million, $10.6 iorilland $9.9
million for the years ended December 31, 2009, 20082007, respectively.

Intangible Asset
Intangible assets consist of the following (in thands):

December 31

200¢ 200¢
HSUPA, HSDPA, UMTS, and GPRS licen $ 1,901 $ 5,97
EV-DO and CDMA license 2,05 4,45¢
3,954 10,42¢
Les—accumulated amortizati (2,440 (8,56¢)
$ 1,518 $ 1,86(
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The Company monitors its intangible and long-lieedet balances and conducts formal tests on aglea@nnual basis
or earlier when impairment indicators are pres€here was no impairment loss recorded for the gaded December 31,
2009. For the year ended December 31, 2008, thep@ayrrecorded $202,000, in its cost of revenuesrasult of its
impairment analysis. There was no impairment lessrmded for the year ended December 31, 2007.

Amortization expense relating to intangible licenses $1.6 million, $1.0 million and $1.1 millicorfthe years ended
December 31, 2009, 2008 and 2007, respectively.rAration expense related to licenses obtainedesearch purposes is
recorded within research and development expengeinonsolidated financial statements. Amortizagapense related to
licenses obtained for commercial products is reetbiid cost of revenues in the consolidated findrsté&ements.

Future estimated amortization expense is as fol(@wthousands):

For the Period Ending December 3: Amount
201C $ 83t
2011 53¢
201z 13¢

$1,51:

At December 31, 2009, the weighted average rengimseful life of the Company’s intangible assetsvienty-one
months.

Accrued Expense
Accrued expenses consist of the following (in trengs):

December 31

200¢ 200¢
Royaltie: $ 4511 $ 3,65i
Payroll and relate 8,22¢ 3,47¢
Product warrant 3,03¢ 3,471
Market development fund and price protec 1,42¢ 2,96:
Deferred rer 41¢€ 74C
Professional fet 1,407 1,00z
Othel 4,21( 5,31t

$23,23¢  $20,62¢

4. Earnings Per Share

Basic earnings per share (“EPS”) excludes diluéind is computed by dividing net income or lossh®/weighted-
average number of common shares outstanding fquetied. Diluted EPS reflects the potential dilatibhat could occur if
securities or other contracts to issue common steie exercised or converted into common stock.

Potentially dilutive securities (currently consigfiof options, warrants, restricted stock and egg#cstock purchase
plan withholdings using the treasury stock methard)excluded from the diluted EPS computation §s fperiods and when
their exercise price is greater than the marketepais the effect would be anti-dilutive.
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The following table sets forth the computation dfittd weighted average common and potential comshames
outstanding for the years ended December 31, ZWB and 2007, respectively (in thousands).

Year Ended December 3:

200¢ 200¢ 2007
Basic weighted average common shares outsta 30,64¢ 31,15¢ 31,38¢
Effect of dilutive securitie!
Warrant: — — 89
Options 15¢ — 461
Employee Stock Purchase F 23¢ — 13
Unvested Restricted Stock (including Restricteccstanits’ 17¢ — 55
Diluted weighted average common and potential comsfmres outstandi 31,22¢ 31,15¢ 32,00

Weighted average options, warrants, restricteckstods and ESPP shares to purchase a total 09334 shares,
3,833,226 shares and 473,183 shares of common fetiottle years ended December 31, 2009, 2008 abd 3 pectively,
were outstanding but not included in the computatibdiluted earnings per share as their effect avdisdilutive.

5. Stockholders Equity
Preferred Stock

The Company has a total of 2,000,000 shares oéSdriand Series B preferred stock authorized Buwance at a par
value of $0.001 per share. No preferred sharesuarently issued or outstanding.

Common Shares Reserved for Future Issuance

The Company has reserved shares of common stogo$sible future issuance as of December 31, 28@8llaws (in
thousands):

Amount

Stock options outstandi 4,17¢
Restricted stock units outstand 497
Future grants of awards under the 2009 OmnibustveeCompensation Pl 2,261
Shares available under the Employee Stock PurdPlas 51t
Total shares of common stock reserved for isst 7,452

Treasury Stock

During the year ended December 31, 2008, the Coynpgourchased a total of 2,435,853 shares of itstanding
common stock for $25.0 million The Repurchase Raggwas completed in the third quarter of 2008. Thenpany currently
holds these repurchased shares as treasury stock.

6. Stock Incentive and Employee Stock Purchase Plal

During the year ended December 31, 2009, the Coyngiamted awards under two incentive compensatiamsp the
2000 Stock Incentive Plan (the “2000 Plan”) and2889 Omnibus Incentive Compensation Plan (the 92Bi@dn”). The
Compensation Committee of the Board of Directommiaisters both plans.
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Under the 2000 Plan, awards typically vest ovdregit three or a four year period and the plan gietime granting of
awards with alternative vesting schedules includiesting based on performance criteria. Under 6@®2Plan, the Company
may issue restricted stock units, which upon meetesting conditions, allow for employees and nompyee directors to
receive common stock. Issuances of such awardseszthmmon stock available under the 2000 Plantémkgncentive
awards. During July 2009, the Company ceased gigativards under the 2000 Plan.

In June 2009, the Company’s stockholders apprdve@®09 Plan. Under the 2009 Plan, a maximum ofrlion
shares of common stock may be issued upon theisgetstock options, in the form of restrictedcktoor in settlement of
restricted stock units or other awards, includinguals with alternative vesting schedules such #@simeance-based criteria.

For the years ended December 31, 2009, 2008 arf] #@®following table presents total stock-basempensation
expense in each functional line item on our codsdéd statements of operations (in thousands):

Years Ended December 3

200¢ 200¢ 2007

Cost of revenu $ 74¢ $ 57¢ $ 71¢
Research and developm 2,60¢ 2,06: 2,49:
Sales and marketil 1,14¢ 954 1,90¢
General and administrati 2,38: 2,59( 4,73¢
Totals $6,88: $6,18¢ $9,851

The per share fair values of stock options gramexnnection with stock incentive plans and rigintanted in
connection with the employee stock purchase plae baen estimated with the following weighted agerassumptions.

Employee Stock Option: Employee Stock Purchase Righ
200¢ 200¢ 2007 200¢ 200¢ 2007
Expected dividend yiel 0% 0% 0% 0% 0% 0%
Risk-free interest rat 1.9% 2.5% 4.6% 0.5% 0.5% 4.7%
Volatility: 73% 70% 5% 80% 71% 47%
Expected term (in year: 5.€ 5.3 4.8 1.2 1.2 1.3

Stock Options

The Compensation Committee of the Board of Direxti@termines eligibility, vesting schedules and@zge prices for
options granted under the plans. Options grantedrgdly have a term of ten years, and in the chsew hires, generally
vest and become exercisable at the rate of 25%afteyear and ratably on a monthly basis overagef thirty-six months
thereafter. Subsequent option grants to existingleyees generally vest and become exercisablelyadaba monthly basis
over a period of forty-eight months measured framdate of grant.
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A summary of stock option activity for the year eddDecember 31, 2009 is presented below (in thalssaxcept per
share data):

Weighted Average

Stock Weighted Average Remaining Aggregate
Options Exercise Price Per Contractual Term Intrinsic
Outstanding Option (Years) Value
Options outstanding December 31, 2 3,48t $ 15.4¢
Grante( 1,24: 6.61
Exercise: (22€) 8.0¢
Cancelle (329 13.3¢
Balance December 31, 2( 4,17¢ $ 13.3¢ 6.6t $ 3,31(
Options Exercisable, December 31, 2 2,56t $ 17.0( 5.22 $ 514

The total intrinsic value of options exercised twghase common stock during the years ended Dece3tth2009, 200
and 2007 was approximately $633,000, $26,000 afc23$8illion, respectively. As of December 31, 208al unrecognized
share-based compensation cost related to unvesigddaptions was $7.3 million, which is expectedérecognized over a
weighted average period of approximately 2.4 yeHne. total fair value of option awards recognizedapense during the
years ended December 31, 2009, 2008 and 2007 wasxapately $3.6 million, $3.5 million and $5.9 tivh, respectively
The weighted average fair value of option awardstgrd during years ended December 31, 2009, 2a02@0v was $4.07,
$3.82 and $8.37, respectively.

Restricted Stock Uni

Under the 2000 and the 2009 Plans, the Companyiseag restricted stock units (“RSUs”") that, upotis&action of
vesting conditions, allow for employees and non-eyge directors to receive common stock. Issuanotesch awards
reduce common stock available under the 2009 Blastbck incentive awards. The Company measurepensation cost
associated with grants of RSUs at fair value, wigapenerally the closing price of the Companytkton the date of grant.

During 2009, the Compensation Committee of the Ba@dDirectors, pursuant to the Plans, awardedad ¢d 424,416
RSUs to employees pursuant to the plans at fairegatanging from $5.51 per share to $11.83 peesk@enerally, one-third
of the shares underlying each grant become isswabillee anniversary of each grant date, assumintinced employment or
other qualifying service to the Company throughhsdate. Based on the fair value of the Companyfsmon stock price at
the grant dates, the Company estimated the aggrégavalue of these awards at approximately $2lkon. The estimated
fair value of these awards is being amortized tomensation expense for each grant on a straight#sis, which is
predominately over a three-year service period.

During 2008, the Compensation Committee of the BadiDirectors, pursuant to the 2000 Plan, awaad&atal of
83,595 RSUs to employees at fair values ranging $8.00 per share to $3.50 per share. One-thitdeo§hares underlying
each grant becomes issuable on January 16, 2000, 20d 2011, assuming continued employment orr ojthedifying
service to the Company through such date. The Coyestimated the aggregate fair value of thesedswarthe employees
at approximately $263,000, based on the fair vafube Company’s common stock price at the grate.dehe estimated fair
value of these awards is being amortized to congiemsexpense for each grant on a straight-linéskiaser the three-year
service period.
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During 2007, the Compensation Committee of the BadiDirectors, pursuant to the 2000 Plan, awaad&atal of
106,773 RSUs to employees and six non-employeetdieat fair values ranging $10.40 per share ®2Z2per share. The
shares underlying the RSUs become issuable in #feal annual installments beginning on the firstigersary of the grant
date, assuming continued employment or other giradjfservice to the Company through each vesting.dahe Company
estimated the aggregate fair value of these awartfe employees and n@mployee directors at approximately $1.3 milli
based on the fair value of the Company’s commocksoice at the grant date. Compensation costirgjtemortized to
compensation expense for each grant on straightisis over the three-year service period.

In January 2007 and October 2007, the Compens@tiommittee of the Board of Directors also awardéatal of
100,000 RSUs and 150,000 RSUs pursuant to the RRON to certain executives and to the Companyéechtive Chairman,
respectively, at fair values of $10.40 and $25.d0ghare, respectively. Otigird of the shares underlying each grant bect
issuable annually each January, commencing in 20{8ect to achievement of specific operating rogtin fiscal 2007 and
continued employment through each vesting dateofA¥ecember 31, 2007, all of the operating metniad been achieved
resulting in satisfaction of the performance cand# for the awards. The Company estimated theeggde fair value of the
awards at approximately $4.8 million, which is lgeamortized to compensation expense on a straighbhsis for each
vesting tranche. The total fair value of these grenfince based RSUs recognized as expense duriggdreended
December 31, 2009, 2008 and 2007 was approxim@ést,000, $1.8 million and $2.4 million, respecvéo performanct
based equity awards were made to executives the geded December 31, 2009 or 2008.

A summary of restricted stock unit activity for thear ended December 31, 2009 is presented belolar&and shares
in thousands, except per share data):

Weighted

Average

Grant Date

Shares Fair Value

Non-vested at December 31, 2( 27C $ 15.7¢
Grantel 424 5.8¢
Veste( (184) 7.5¢
Forfeitec (13 4.9¢
Non-vested at December 31, 2( 497 $ 10.5¢

As of December 31, 2009, there was $1.8 millionmfecognized compensation cost related to non-¢és8Js granted
under the Company’s incentive plans. That coskjeeted to be recognized over a weighted averagedoef 1.3 years. The
total fair value of RSUs recognized as expensendutie years ended December 31, 2009, 2008 and289%2.1 million,
$2.2 million and $2.3 million, respectively.

2000 Employee Stock Purchase Plan

The Company’s 2000 Employee Stock Purchase PIaBRFE) permits eligible employees of the Compangurchase
newly issued shares of common stock, at a pricalaquB5% of the lower of the fair market value(9rthe first day of the
offering period or (ii) the last day of each six#mtio purchase period, through payroll deductiongpofo 10% of their annual
cash compensation. In June 2009, the Company’slsblalers approved an amendment to the ESPP t@asetke number of
shares available for issuance under the ESPP h@p0®8hares, extend the term of the ESPP to Juti® 26ase the
automatic annual increase in the number of sham@tahle for issuance under the ESPP and makeicattzer technical
changes.
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During the years ended December 31, 2009, 2002@0d, the Company issued 425,941, 78,050 and 133l4&es
under the ESPP. During the years ended Decemb&089, 2008 and 2007, the Company received $118mi$726,000
and $1.0 million, respectively, in cash through éamee withholdings.

As of December 31, 2009, total unrecognized ESPRpensation cost related to ESPP share purchasesA2a500,
which is expected to be recognized over a weigatedage period of approximately 14.9 months. Thed fair value of ESP
awards recognized as expense during the years @eteinber 31, 2009, 2008 and 2007 was $1.2 milfidd4,000 and
$493,000, respectively.

7. Income Taxes
Total income taxes for the years ended Decembe2@®19, 2008 and 2007 were allocated as followsh@usands):

Year Ended December 3:

200¢ 200¢ 2007

To income $527 $(947) $20,75¢
To stockholder equity 232 18t (9,772)
Total income taxe $75¢ $(762) $10,98¢

Income (loss) before taxes for the years endedibeee31, 2009, 2008 and 2007 is comprised of theving (in
thousands):

Year Ended December 3:

200¢ 200¢ 2007

Domestit $2,67¢ $(3,480) $57,86:
Foreigr 1,76¢ 1,29( 1,65¢
Income (loss) before tax $4,43¢ $(2,190) $59,51¢

The provision (benefit) for income taxes for thargeended December 31, 2009, 2008 and 2007 is sedmf the
following (in thousands):

Year Ended December 3:

200¢ 200¢ 2007
Current
Federe $ 76 $ 3,23( $23,61(
State 28¢ 34z 1,98¢
Foreigr 9) 60 4
Total Curren 35¢ 3,63 25,60(
Deferred
Feders (230 (3,299 (2,340
State 1,05¢ (1,299 (2,26¢)
Foreigr (652 19 (23€)
Total Deferre 172 (4,579 (4,844
Provision (benefit) for income tax $ 527 $ (947) $20,75¢
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The Company’s deferred tax assets consist of fh@fimg (in thousands):

December 31

200¢ 200¢

Deferred tax asse
Accrued expens $ 5,051 $ 4,31«
Inventory obsolescence provis 1,58 2,49:
Depreciation and amortizati 3,68¢ 4,58¢
Deferred rer 131 254
Net operating loss and tax credit carryforwi 6,64 4,68
Stoclk-based compensati 4,42( 4,201
Unrecognized tax benet 6,094 4,13:
Deferred tax asse 27,61( 24,66
Valuation allowanc (3,897) (2,746
Net deferred tax ass: $23,71: $21,91¢

The Company evaluates its deferred tax assetsifioref realization and reduces it by a valuatioovedince to the extent
significant uncertainty exists. The factors the @amy considers when assessing the likelihood oféutealization of
deferred tax assets include recent cumulative egsreéxperience, expectations of future taxablenmedhe carryforward
periods available for tax reporting purposes ameiotelevant factors. At December 31, 2009 and 20@Company
provided a valuation allowance for its deferred@agets for which significant uncertainty existgareling the ultimate
realization. At December 31, 2009, the allowanaesizied of $2.2 million relating to the Company&sestic net operating
loss and tax credit carryforwards and $1.7 millielated to the Company’s Canadian deferred taxasdeDecember 31,
2008, the allowance consisted of $1.4 million liaqto the Company’s domestic net operating loss/t@wards and $1.4
million related to certain to the Company’s Canadiaferred tax assets.

Management believes that it is more likely thanthat the results of future operations will genersufficient future
taxable income to realize the Company’s remainiefgided tax assets, net of the valuation allowance.

During the years ended December 31, 2009 and 208&ompany recorded a non-cash deferred incomextaense of
$1.2 million and $1.4 million, respectively, reldt® the changes in the valuation allowances oerded tax assets. During
the year ended 2007, the Company recorded a néndedisrred income tax benefit of $1.0 million rethto the changes in
the valuation allowances on deferred tax assets.

The provision (benefit) for income taxes reconcitethe amount computed by applying the statutedefal income tax
rate of 34% in 2009, 34% in 2008, and 35% in 2@lihtome before provision for income taxes as ffidin thousands):

Year Ended December 3:

200¢ 200¢ 2007
Federal tax provision, at statutory | $ 1,50¢ $ (745 $20,83:
State tax, net of federal ben 87 47 1,19(
Change in valuation allowar 1,157 1,352 (984)
Research and development cre (3,019 (3,259 (952)
Shar«-based compensati 1,10¢ 1,08: 92¢
Uncertain tax positior (528 36& —
Othel 21¢ 304 (25€)

$ 527 $ (947)  $20,75¢
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At December 31, 2009, the Company has U.S. fedetabperating loss carryforwards of approximatelydmillion.
Federal net operating loss carryforwards expineadbus dates from 2011 through 2024. The CompasyCalifornia net
operating loss carryforwards of approximately $&illion, which expire at various dates from 2016oigh 2014. On
September 23, 2008, the State of California patsetbgislation that, among other things, placedaaatorium on the use of
net operating loss carryforwards and limited the ofscertain tax credits to reduce state incomdigdmity in 2009. The
Company has a California research and developragrirédit carryforwards of approximately $3.2 roilli The California
tax credits have no expiration date. The Compasy has federal research and development tax aaajtforwards of
approximately $463,000. The federal tax creditdrexgt various dates from 2024 through 2029.

It is the Company’s intention to reinvest undigttiéd earnings of its foreign subsidiaries and tmeiedefinitely
postpone their remittance. Accordingly, no provisias been made for foreign withholding taxes oitddrStates income
taxes which may become payable if undistributediags of the foreign subsidiary were paid as dinitketo the Company.

The Company follows the accounting guidance rel&dihancial statement recognition, measuremedtdisclosure of
uncertain tax positions. The Company recognizesntipact of an uncertain income tax position onraaoime tax return at tt
largest amount that is more-likely-than-not to bstained upon audit by the relevant taxing autiiofit uncertain income
tax position will not be recognized if it has lekan a 50% likelihood of being sustained. The thdlility for unrecognized
tax benefits as of the date of adoption was $3llfomi As of December 31, 2009 and 2008, the tilility for unrecognize:
tax benefits was $20.5 million and $18.6 millioespectively, and is included in other long-ternbilies.

A reconciliation of the beginning and ending amauwiftunrecognized tax benefits is as follows (ioutands):

Amount
Unrecognized tax benefits balance at January 17 $40,66:
Increases related to current and prior year takipos 67€

Settlements and lapses in statutes of limita —
Unrecognized tax benefits balance at December®I; 41,33¢
Increases related to current and prior year takipos 96

Settlements and lapses in statutes of limita —
Unrecognized tax benefits balance at December®lg 41,43t
Increases related to current and prior year takipos 2,59(
Settlements and lapses in statutes of limita (2,890
Unrecognized tax benefits balance at December®IS $41,13¢

Included in the balances of unrecognized tax benafiDecember 31, 2009 are $40.6 million of taxefiés that, if
recognized, would affect the effective tax ratee Bompany’s estimate of these unrecognized taxfitledees not
contemplate the potential impact of deferred tasetigaluation allowances.

The Company recognizes interest and penaltieserktatunrecognized tax benefits in the provisianoome taxes. As
of December 31, 2009 and 2008, the Company recappbximately $1.4 million and $572,000, respestivof accrued
interest related to uncertain tax positions.

In the third quarter of 2009, the Company redutedicertain tax liability by approximately $3.1llioh, including a
related interest accrual of approximately $240,@@, to the expiration of the statute of limitagon
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applicable to the 2005 taxable year and the conopletf the examination of its 2006 federal tax rettApproximately $1.4
million of this amount benefited the 2009 tax psion as a discrete item.

The Company does not anticipate any significanteiases or decreases to its unrecognized tax bendtfitin the next
twelve months.

The Company and its subsidiaries file U.S., statd, foreign income tax returns in jurisdictionshwiarious statutes of
limitations. The Company is subject to various imeotax examinations for the 1996 through 2008 ckdegears due to the
availability of net operating loss carryforward®ieTCompany believes appropriate provisions fooat$tanding issues have
been made for all jurisdictions and all open yeHmwvever, because audit outcomes and the timiragidit settlements are
subject to significant uncertainty, the Companylsrent estimate of the total amounts of unrecoghtas benefits could
increase or decrease for all open years.

8. Commitments and Contingencie:
Capital Leases

The Company did not purchase equipment under dégétses during the year ended December 31, 2008ndthe
years ended December 31, 2008 and 2007, the Conmuaalyased equipment under capital leases for §28&gnd $510,00
respectively. At December 31, 2009 and 2008, assdtsunder capital leases had a net book val$348,000 and $499,0C
respectively, net of accumulated amortization dfZ5800 and $161,000, respectively.

The following is a schedule by year of future minimlease payments under capital leases togethethégtpresent
value of the net minimum lease payments as of Dbeeil, 2009 (in thousands):

For the Period Ending December 3: Amount
201( $ 127
2011 114
2012 47

Total minimum lease payme! 28¢
Less: amounts representing inte 9
Present value of net minimum lease payn 27¢
Less: current portic (95
Long-term portiol $ 184

Operating Leases

The Company leases its office space and certaiipgunt under non-cancelable operating leases witiows terms
through 2012. The minimum annual rent on the Comisasffice space is subject to increases basedaiadsrental
adjustment terms, property taxes and operating @l contains rent concessions. For financialrtieygopurposes, rent
expense is recognized on a straitiie- basis over the term of the lease. Accordingint expense recognized in excess of
paid is reflected as deferred rent. Rental expander operating leases in 2009, 2008 and 2007 @&Aasrillion, $3.0 million
and $4.1 million, respectively. The Company’s ddfgpace lease contains incentives in the formiwflrersement from the
landlord for a portion of
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the costs of leasehold improvements incurred bybbmpany which are recorded to rent expense oraigist-line basis over
the term of the lease.

The minimum future lease payments under non-cablgetiperating leases as of December 31, 2009 dodl@ss (in
thousands):

For the Period Ending December 3: Amount
201( $3,03¢
2011 61C
2012 403
Total minimum lease payme! $4,052
Royalties

The Company has license agreements which requivenibke royalty payments generally based on aepégige of the
sales price of its products using certain techriekdduring the year ended December 31, 2008, tmp@any revised its
estimate of its contingent liability for royalty st and reduced its liability by $2.3 million. Thleange in this estimate was
reflected as a reduction of royalty expense inyter ended December 31, 2008. In the years end#d 2008 and 2007, the
Company incurred royalty expense of $19.1 milli®h4.8 million and $22.0 million, respectively.

Management Retention Agreements

During 2005 and 2004, the Company entered into gemant retention agreements with certain of the izmy's
executive officers. The agreements entitle thospl@yees to enumerated severance benefits if, witiérone year period
immediately following a change of control (as defirin the agreement) or at the direction of an &eqin anticipation of
such an event, the Company terminates the emplepeeployment other than for cause or disabilittheremployee
terminates his or her employment for good reasties& severance benefits would include a lump symmeat of three time
the sum of the employee’s annual base salary thefféct and the applicable targeted annual barargjnued employee
benefits, accelerated vesting of the employee'sksitacentive awards, a tax equalization paymemditoinate the effects of
any applicable excise tax and financial planning antplacement services.

In November 2007, the Company entered into an eymdait agreement with the Company’s Chief Execubiicer,
with an initial term of three years. Under the agnent, Mr. Leparulo will continue to serve as Cimain of the Board and as
the Company’s most senior officer. The agreemetitlenMr. Leparulo to enumerated severance benefiler various
circumstances if Mr. Leparulo’s employment with empany is terminated. These enumerated sevebamedits vary
according to whether (a) Mr. Leparulo’s employmeith the Company is terminated within the one y@aniod immediately
following a change in control (as defined in theesgnent) or at the direction of an acquirer in@pdtion of such an event;
(b) the Company terminates his employment othar tbacause or he terminates his employment fodgeason; or (c) the
Company terminates his employment for cause oetmeinates his employment for other than good rea3epending on the
cause of the employment termination, the enumeisgedrance benefits include a lump sum paymentrrgrigom one to
three years annual base salary then in effectdditi@nal lump sum bonus payment representing icentaltiples of his
targeted bonus, and varying periods of ongoing eyga benefits including health care and outplaces@wices.
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Legal Matters

The Company is, from time to time, party to vari¢eal proceedings arising in the ordinary courfseusiness. Based
on evaluation of these matters and discussions@ethpany’s counsel, the Company believes thatliliigsi arising from or
sums paid in settlement of these existing mattensldvnot have a material adverse effect on its alihsted results of
operations or financial condition.

On September 15, 2008, and September 18, 200§ utative securities class action lawsuits werelfitethe United
States District Court for the Southern DistrictG#lifornia on behalf of persons who allegedly pasgd our stock between
February 5, 2007 and August 19, 2008. On Decemhe2d08, these lawsuits were consolidated intmglsiaction entitled
Backe v. Novatel Wireless, Inc., et al. , Case 08CV-01689-H (RBB) (Consolidated with Case No.@8-01714-H
(RBB)) (U.S.D.C., S.D. Cal.). The plaintiffs fildtle consolidated complaint on behalf of persons allegedly purchased
our stock between February 27, 2007 and Novemhe2d@B. The consolidated complaint names the Cognpad certain of
our current and former officers as defendants. ddmsolidated complaint alleges generally that wwaes materially false ar
misleading statements during the relevant timeogerégarding the strength of our products and mastkare, our financial
results and our internal controls. The plaintiffs aeeking an unspecified amount of damages arns. g court has denied
defendants’ motions to dismiss. In January 201®)ahd plaintiffs filed a motion for class certétton, which is scheduled to
be heard in April 2010. Discovery in this casengaing. The Company intends to defend this litmatiigorously. Due to tt
preliminary nature of this litigation, the Compagyunable to estimate a range of exposure assdaidtk this litigation.

On October 8, 2008, a purported shareholder, Jsenbaum, filed a derivative action in the SupeCiourt for the
State of California, County of San Diego, agaihst Company, as nominal defendant, and certain ofwuent and former
officers and directors, as defendants. Two othepgrted shareholders, Mark Campos and Chris Arrisgeparately filed
substantially similar lawsuits in the same courQuiober 20, 2008 and November 5, 2008, respegti@ October 16,
2009, the plaintiffs filed a consolidated complaifite consolidated complaint, Case No. 37-2008-8808-CU-NP-CTL,
alleges claims for breaches of fiduciary duties|ations of certain provisions of the Californiar@orations Code, unjust
enrichment, and gross mismanagement. In Februd, 28e court granted the defendants’ motion tg #ta action pending
the resolution of the federal securities classaatiescribed above. The plaintiffs are seekingtaljlg and/or injunctive
relief, restitution from the defendants, attorndg®s and costs, and other relief. Due to the mpieéry nature of this action,
the Company is unable to estimate a range of expa@asociated with this litigation.

On July 6, 2009, SPH America, LLC filed suit in tbeited States District Court for the Eastern Distof Virginia
against the Company and numerous other defendaalisding original equipment manufacturers of lggs@nd
manufacturers of wireless modems, alleging, amahgrahings, that the defendants’ manufacture, @atifor use of certain
wireless modems infringes various U.S. patentshizhvplaintiff purportedly has exclusive licensirights. On October 9,
2009, the court granted defendants’ motion to feartbe lawsuit to the U.S. District Court for tBeuthern District of
California. Due to the preliminary nature of thigian, the Company is unable to estimate a rangxpbsure associated with
this litigation.

On July 7, 2009, WIAV Networks, LLC filed suit ihe United States District Court for the Easterntiitisof Texas
against the Company and numerous other defendaalisding original equipment manufacturers of lgg@nd
manufacturers of wireless modems, alleging, amdhegrahings, that the defendants’ manufacture, @atifor use of certain
wireless modems infringes various U.S. patents lwhlaintiff purportedly owns. Due to the prelimigarature of this action,
the Company is unable to estimate a range of expa@asociated with this litigation.
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Indemnification

In the normal course of business, the Company gieadly enters into agreements that require the (o to
indemnify and defend its customers for, among othieigs, claims alleging that the Company’s prodiitringe third-party
patents or other intellectual property rights. TQwmpanys maximum exposure under these indemnificationipiaws cannc
be estimated.

On January 9, 2009, DNT, LLC filed a putative paiafringement lawsuit in the United States Digt@ourt for the
Eastern District of Virginia against several wisdeperators, including two of the Company’s cusiamSprint Nextel
Corporation and Verizon Wireless, Inc., as defetslarhe complaint alleged, among other things, ttetdefendants’ use,
sale and importation of specified wireless modends&or computers designed to be used in conjumatith the defendants’
cellular networks constituted direct infringemefntlS. Patent No. RE 37,660, which the plaintifegkdly owned. The
complaint also alleged that customer use of thdywts sold by the defendants constituted indirgftinigement of the patent
allegedly owned by the plaintiff. The plaintiff sgist an amount of damages equal to no less thamsamable royalty for the
sale of each infringing product, an injunction, tscand other relief as appropriate. The Compamtedeto intervene in this
action as a defendant. On December 14, 2009, thegturned a verdict in favor of all the defendafiinding that none of tf
named products infringed upon the asserted patent.

On January 16, 2009, Datascape, Inc. filed a metgtatent infringement lawsuit in the United Stdbéstrict Court for
the Northern District of Georgia against Compangtomer, Sprint Spectrum, L.P. and affiliates (“8f)ias defendants. The
complaint alleges generally that the defendante lemgaged in the manufacture, sale, import and@iofiproducts and/or
processes that constitutes infringement of U.SerRdfos. 5,742,845, 5,905,908, 6,366,967, 6,684a2619%6,745,259, which
the plaintiff allegedly owns. The plaintiff is sée§§ an amount of damages no less than a reasommfality, treble damages,
an injunction, attorney’s fees and costs and aultfifirelief as appropriate. Due to the preliminaayure of this matter, the
Company is unable to estimate the range of expassgeciated with this matter.

On June 18, 2009, MSTG, Inc. filed a putative paiefningement lawsuit in the United States Didt@ourt for the
Northern District of lllinois, Eastern Division, aipst several wireless operators and wireless dawioviders, including one
of the Company’s customers, Sprint Spectrum, la®defendants. The complaint alleges generallyttigadlefendants have
engaged in the manufacture, use, importation,asadéor offer for sale of products, services antinetogy employing
inventions that constitute infringement of U.S.éPatNos. 5,920,551, 6,198,936 and 6,438,113, wihielplaintiff allegedly
owns. The plaintiff is seeking an award of damagsquate to compensate MSTG for any infringemegether with pre-
judgment interest); an award of all remedies atglander 35 U.S.C. Sections 284 and 285; andragent injunctior
prohibiting further infringement and additionalie¢las may be awarded. The Company is currentijuatiag this matter to
determine the nature and extent of any obligatiimdemnify and/or defend this customer in thisdaitz Due to the
preliminary nature of this action, the Companyrnsbie to estimate the range of exposure assoacidtedhis matter.

On July 8, 2009, Celltrace, LLC. filed a putativegnt infringement lawsuit in the United Statestibis Court for the
Eastern District of Texas, Tyler Division, againstzeral wireless operators, including Company ensts, Sprint, Sprint
Spectrum L.P. and Cellco Partnership d/b/a Veribreless, as defendants. The complaint allegesrgiyéhat the
defendants have engaged in making, using, setiffiexing for sale and/or leasing certain produsésyices and systems in
Texas that constitute infringement of U.S. Paten$.N$,011,976 and 7,551,933, which the plainti#ggdly owns. The
complaint also alleges that each defendant seti®anffers for sale cellular telephone servicescwitommunicate with the
defendants’ cellular network that constitute infigment of the patents allegedly owned by the pthifithe plaintiff is
seeking a reasonable
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royalty for the acts of infringement, adjudicatiofhinfringement, damages and costs related theagttarneys’ fees and costs
and additional relief as may be awarded. The Comjzmaurrently evaluating this matter to determtine nature and extent
any obligation to indemnify and/or defend its cmséos in this lawsuit. Due to the preliminary natafehis action, the
Company is unable to estimate the range of expassgeciated with this matter.

In October 2009, the Board of Directors of the Campapproved, and the Company executed a hew fbrm o
indemnification agreement with each of its currdinéctors and executive officers. Each indemnifaraagreement provides,
among other things, that the Company will indemiaifyl defend, to the fullest extent permitted uizkdaware law, the
covered director or officer against any and allenges in connection in connection with the direotoufficer’s service to the
Company. Any amounts advanced to an executiveesffic director by the Company in connection witliacof
indemnification may be recovered by the Comparlyéfexecutive or director is subsequently deterchimat to be entitled.

9. Segment Information and Concentrations of Risk
Segment Information

The Company operates in the wireless data modemaémgy industry and all sales of the Company’dprts and
services are made in this segment. Management naaloesions about allocating resources based omtiEperating
segment.

The Company has operations in the United Statesad2g Europe and Asia. The following table dethiésgeographic
concentration of the Company’s assets in the UrBttades, Canada, Europe and Asia (in thousands):

Year Ended December 3:

200¢ 200¢
United State $277,05: $253,50(
Canad 4,43¢ 6,28(
Europe 967 892
Asia 50 59

$282,50° $260,73:

The following table details the Company’s conceiitraof net revenues by geographic region:

Year Ended December 3:

200¢ 200¢ 2007
North Americ: 93.(% 64.(% 75.(%
Europe / Middle East / Afric 6.€ 36.C 23.C
Asia / Australi 0.4 0.C 2.C

100.(%  100.(%  100.(%

Concentrations of Risk

Substantially all of the Company’s revenue is dedifrom sales of wireless access products. Anyifgignt decline in
market acceptance of the Company’s products drdrfihancial condition of the Company’s customeeails have an
adverse effect on the Company’s results of operatamd financial condition.
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A significant portion of the Companytevenue comes from a small number of customérgelcustomers accounted
38.1%, 20.5% and 10.7% of 2009 net revenues. R@tpmers accounted for 26.2%, 16.1%, 15.4% and®d ®f62008 net
revenues. Three customers accounted for 34.9%%R&r® 10.9% of 2007 net revenues.

The Company outsources its manufacturing to twaltharty manufacturers. If one or both of them werexperience
delays, disruptions, capacity constraints or qualintrol problems in its manufacturing operatigm®duct shipments to the
Company’s customers could be delayed or its custoeruld consequently elect to cancel the undeglgimer, which would
negatively impact the Company’s revenues and esfilbperations.

10. Retirement Savings Plar

The Company has a defined contribution 401 (k) eaint savings plan (the “Plan”). SubstantiallyoAllhe Company’s
U.S. employees are eligible to participate in theRfter meeting certain minimum age and senecgiirements. Employees
may make discretionary contributions to the Pldsjext to Internal Revenue Service limitations. Eoypl matching
contributions amounted to $858,000, $803,000 a8 PO for the years ended December 31, 2009, 2082007,
respectively. Employer matching contributions \@str a two-year period.

The Company has a registered retirement savingsfptats Canadian employees. Substantially athefCompany’s
Canadian employees are eligible to participatdimplan. Employees make discretionary contribitinthe plan subject to
local limitations. Employer contributions amounteds472,000, $223,000 and $205,000 for the yeatedbecember 31,
2009, 2008 and 2007, respectively.

11. Related Party Transactions

In December 2008, the Board of Directors (the “Bidpof the Company authorized the Company to endagelohn
Ross as a consultant to the Company (the “Engagémbhi. Ross is currently a member of the Board avas previously
employed by the Company from August 2000 until Baby 2007. Pursuant to the Engagement, Mr. Rogsvext a monthly
fee of $15,000 in exchange for his providing cotisglservices to the Company with respect to ce#iategic initiatives.
Total payments made to Mr. Ross during the yeaeé@mecember 31, 2009 under the Engagement werexamately
$162,000. In November of 2009, Mr. Ross was hingthle Company in an executive role, at which ptiletEngagement w
terminated.

12. Quarterly Financial Information (Unaudited)

The following is a summary of unaudited quartedgults of operations for the years ended Decenthe2(®9 and
2008.

Quarter
First Secont Third Fourth
(in thousands, except per share amount

2009

Net revenue $70,39:  $84,10C  $94,29:  $88,63¢
Gross profi 16,05¢ 18,55¢ 29,80¢ 23,24:
Net income (loss) applicable to common stockho (2,467%) (80C) 6,22:% 952
Basic net earnings (loss) per common s (0.0¢) (0.0%) 0.2C 0.04
Diluted net earnings (loss) per common s (0.0¢) (0.0%) 0.2C 0.04
2008

Net revenue $87,83(  $89,63(  $78,39¢  $65,11f
Gross profi 21,717 22,67¢ 16,66: 7,69(
Net income (loss) applicable to common stockho 1,83: 952 (1,04¢) (2,987)
Basic net earnings (loss) per common s 0.0¢ 0.0z (0.0%) (0.10)
Diluted net earnings (loss) per common s 0.0¢ 0.0z (0.0%) (0.10)
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The Board of Directors and Stockholders
Novatel Wireless, Inc.:

We have audited the accompanying consolidated balgineets of Novatel Wireless, Inc. as of Decer@Bbhef009 and
the related consolidated statements of operatgioskholders’ equity and comprehensive income )J@swd cash flows for
the year ended December 31, 2009. Our audit atdeded the financial statement schedule for the gaded December 31,
20009 listed in Schedule II. These financial statet®@nd schedule are the responsibility of the Gomjs management. Our
responsibility is to express an opinion on thesarftial statements and financial statement schéxisied on our audit.

We conducted our audit in accordance with the stedgdof the Public Company Accounting Oversighti8d&nited
States). Those standards require that we plan arfidrm the audit to obtain reasonable assurancetatirether the financial
statements are free of material misstatement. Alit acludes examining, on a test basis, evidengparting the amounts
and disclosures in the financial statements. Aritalsb includes assessing the accounting pringipged and significant
estimates made by management, as well as evaluhgrgyerall financial statement presentation. \&éelie that our audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all materégpects, the
consolidated financial position of Novatel Wirelebg. as of December 31, 2009, and the consolida&sults of its
operations and its cash flows for the year endezkBéer 31, 2009, in conformity with U.S. generaltgepted accounting
principles. Also in our opinion, the related fin&alstatement schedule, when considered in relatidhe basic financial
statements taken as a whole, presents fairly] imatlerial respects, the information set forth ¢irer

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Ro@snited
States), Novatel Wireless, Inc.’s internal contreér financial reporting as of December 31, 20@&¢dal on criteria
established imnternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatifrthe
Treadway Commission (COSO), and our report dateccMa2, 2010 expressed an unqualified opinion threre

/sl Ernst & Young LLP

San Diego, California
March 12, 2010
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Novatel Wireless, Inc.:

We have audited the accompanying consolidated balgineet of Novatel Wireless, Inc. and subsidigties Company)
as of December 31, 2008, and the related consetidsthtements of operations, stockholders’ equitya@mprehensive
income (loss), and cash flows for the years endeckBber 31, 2008 and December 31, 2007. In commeeith our audits
of the consolidated financial statements, we atseelaudited financial statement Schedule II. Thessolidated financial
statements and financial statement schedule arespensibility of the Company’s management. Ogpoasibility is to
express an opinion on these consolidated finastaéments and financial statement Schedule licbaseur audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamlioUnited
States). Those standards require that we plan arfidrm the audit to obtain reasonable assurancetatirether the financial
statements are free of material misstatement. Alit acludes examining, on a test basis, evidengparting the amounts
and disclosures in the financial statements. Aritalsb includes assessing the accounting pringipged and significant
estimates made by management, as well as evalubgrgyerall financial statement presentation. \&elkie that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all mategapects, the financial
position of Novatel Wireless, Inc. and subsidiaaeof December 31, 2008, and the results of typebrations and their cash
flows for the years ended December 31, 2008 an@idber 31, 2007, in conformity with U.S. generaltgepted accounting
principles. Also in our opinion, the related fin&lstatement Schedule 1, when considered inimiab the basic
consolidated financial statements taken as a wpoésents fairly, in all material respects, theinfation set forth therein.

As discussed in note 1 to the consolidated findistédements, the Company adopted the disclosorggimns of
Statement of Financial Accounting Standards No, E&it Value Measurementin 2008, and changed its method of
accounting for uncertainty in income taxes in 2602 to the adoption of Financial Accounting Stadddoard Interpretatic
48, Accounting for Uncertainty in Income Taxes—an iptetation of FASB Statement No. 109

/sl KPMG LLP

March 12, 2010
San Diego, California

F-31

file://c:\WINNT\Profiles\hallers\Desktop\Form -K 2009.htn 5/5/201(



Form 1(-K

Table of Contents

Allowance for Doubtful Accounts:

December 31, 20(
December 31, 20(
December 31, 20(
Warranty:

December 31, 20(
December 31, 20(
December 31, 20(

Deferred Tax Asset Valuation Allowance

December 31, 20(
December 31, 20(
December 31, 20(

Sales Returns Allowance

December 31, 20(
December 31, 20(
December 31, 20(

SCHEDULE I
NOVATEL WIRELESS, INC.

Valuation and Qualifying Accounts
For the Years Ended December 31, 2009, 2008 and ZQ(h thousands):

Balance Al
Beginning
of Year

$ 1,01(
37¢
631

3,471
3,073
1,46¢

2,74¢
1,39¢
2,37¢

47¢

174
95
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Additions Deductions Balance
Charged to From At End
Operations Reserves of Year
$ 35 $ 304 $ 741
1,25¢ 624 1,01(
38¢€ 63¢ 37¢
2,58( 3,01z 3,03¢
2,281 1,88’ 3,471
3,03¢ 1,42: 3,07
1,151 — 3,891
1,352 — 2,74¢

— 984 1,39¢

194 36¢ 30z

745 43¢ 47¢

80¢ 73C 174
5/5/201(
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The following Exhibits are filed as part of, or orporated by reference into, this Report on ForaiK10

Exhibit

Number Description

3.1 Amended and Restated Certificate of Incorporatinoofporated by reference to Exhibit 3.1 to the @any’s
Annual Report on Form -K for the year ended December 31, 2000, filed M&€¢h2001)

3.2 Certificate of Amendment to Amended and Restatetifi€ate of Incorporation (incorporated by refecerto

Exhibit 3.1 to the Company’s Quarterly Report omird.0-Q for the period ended September 30, 2002 fi
November 14, 200z

3.3 Certificate of Amendment to Amended and Restatetifi€ate of Incorporation (incorporated by refecerto
Exhibit 3.2 to the Company’s Amendment No. 1 torrdi0-K on Form 10-K/A for the year ended
December 31, 2003, filed March 31, 20!

3.4 Amended and Restated Certificate of DesignaticBesfes A Convertible Preferred Stock (incorporatgd
reference to Exhibit 3.4 to the Company’s Amendniémit1 to Form 10-K on Form 10-K/A for the year edd
December 31, 2003, filed March 31, 20

35 Certificate of Designation of Series B ConvertiBieeferred Stock (incorporated by reference to EkBib to
the Company’s Amendment No. 1 to Form 10-K on F&f¥K/A for the year ended December 31, 2003, filed
March 31, 2004

3.6 Bylaws (incorporated by reference to Exhibit 3.2He Company’s Annual Report on Form 10-K for tleary
ended December 31, 2000, filed on March 27, 2i
4.1 Amended and Restated Registration Rights Agreerdated as of June 15, 1999, by and among the Compan

and certain of its stockholders (incorporated bgnence to Exhibit 10.4 to the Company’s Registirati
Statement on Form-1 (No. 33:-42570), filed July 28, 2000, as amend

4.2 Form of Securities Purchase Agreement enterednintonnection with the Company’s 2003 Series B
Convertible Preferred Stock Financing (incorpordigdeference to Exhibit 4.1 to the Company’s Cuitrre
Report on Form-K, filed March 28, 2003

4.3 Registration Rights Agreement, dated as of March2023, entered into in connection with the Compgany
2003 Series B Convertible Preferred Stock Finan@imgprporated by reference to Exhibit 4.8 to the
Compan'’s Current Report on Forn-K, filed March 28, 2003

4.4 Registration Rights Agreement, dated as of Janliar2004, entered into in connection with the Conyfma
January 2004 Common Stock and Warrant Financingsketion (incorporated by reference to Exhibit 1G®
the Compan’s Annual Report on Form -K for the year ended December 31, 2003, filed Mdrgh2004;

10.1* Amended and Restated 1997 Employee Stock Optian(P1897 Plan”) (incorporated by reference to Exthib
10.1 to the Compar' s Registration Statement on For-1 (No. 33:-42570), filed July 28, 2000 as amend
10.2* Amended and Restated Novatel Wireless, Inc. 2000k3hcentive Plan*2000 Pla’) (incorporated by

reference to Exhibit 10.1 to the Company’s QuaytB&port on Form 1@ for the quarter ended June 30, 2(
filed August 9, 2007

10.3* Form of Executive Officer Stock Option Agreementlanthe 2000 Plan (incorporated by reference tatiixh
10.3 to the Company’s Annual Report on Form 10-Ktlie year ended December 31, 2005, filed March 16,
2006)
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Number

10.4*

10.5*

10.6*

10.7*

10.8*

10.9*

10.10*

10.11*

10.12*

10.13*

10.14*

10.15*

21

23.1%
23.2%*

Description

Form of Director Stock Option Agreement under tB8@Plan (incorporated by reference to Exhibit 10.the
Compan’s Annual Report on Form -K for the year ended December 31, 2005, filed Ma¢h2006]

Form of Amendment of Stock Option Agreements, daidg 20, 2006, by and between the Company and
Optionee with respect to the 1997 Plan (incorparatereference to Exhibit 10.2 to the Company’s Qaréy
Report on Form 1-Q for the period ended September 30, 2006, filedexter 9, 200€

Form of Amendment of Stock Option Agreements, daitdg 20, 2006, by and between the Company and
Optionee with respect to the 2000 Plan (incorparatereference to Exhibit 10.3 to the Company’s Qaréy
Report on Form 1-Q for the period ended September 30, 2006, filedexter 9, 200€

Form of Amendment of Stock Option Agreements, daitdg 20, 2006, by and between the Company and
Optionee with respect to the 2000 Plan and graatenpursuant thereto in 2004 and subsequentlyrfincated
by reference to Exhibit 10.4 to the Company’s QardytReport on Form 10-Q for the period ended Saptr
30, 2006, filed November 9, 200

Amended and Restated Novatel Wireless, Inc. 200pl&me Stock Purchase Plan (incorporated by refer&y
Exhibit 99.1 to the Compa’s Registration Statement on Fori-8, filed November 10, 200¢

Form of Restricted Share Award Agreement for retd stock granted to non-employee directors (poa@ted
by reference to Exhibit 10.10 to the Company’s @rar Report on Form 10-Q for the period ended RMhe
2006, filed August 9, 200¢

Form of Restricted Share Award Agreement for retd stock granted to executive officers (incorpeatdy
reference to Exhibit 10.11 to the Company’s Quérteeport on Form 10-Q for the period ended June2806,
filed August 9, 2006

Form of Indemnification Agreement by and between@ompany and each of its executive officers anetthrs

(incorporated by reference to Exhibit 10.1 to tr@pany’s Quarterly Report on Form 10-Q for the getended
September 30, 2009, filed November 2, 2C

Form of Change of Control Letter Agreement by aathieen the Company and certain of its executivieerf
(incorporated by reference to Exhibit 10.1 to tr@pany’s Quarterly Report on Form 10-Q for the getended
June 30, 2004, filed August 16, 20(

Employment Agreement, dated November 2, 2007, loybatween Peter V. Leparulo and the Company
(incorporated by reference to Exhibit 10.1 to tr@pany’s Quarterly Report on Form @@for the quarter end:
September 30, 2007, filed November 9, 2C

2009 Omnibus Incentive Compensation Plan (incottpadrly reference to Exhibit 10.1 to the Compar@urren
Report on Form -K, filed June 24, 200¢

2009 Senior Management Incentive Plan (incorporbtereference to Exhibit 10.1 to the Comp’s Current
Report on Form -K, filed July 24, 2009

Subsidiaries of Novatel Wireless, Inc. (incorpodaltg reference to Exhibit 21 to the Comp’s Annual Repor
on Form 1K for the year ended December 31, 2005, filed Ma¢h2006;

Consent of Ernst & Young LLP, Independent Registdtablic Accounting Firn
Consent of KPMG LLP, Independent Registered Pukticounting Firm
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24 Power of Attorney (See signature pa

31.1% Certification of our Principal Executive Officer@gted pursuant to Section 302 of the Sark-Oxley Act of
2002

31.2% Certification of our Principal Financial Officer @pted pursuant to Section 302 of the Sarbanes-G)d¢pf
2002

32.1% Certification of Principal Executive Officer andiftipal Financial Officer pursuant to 18 U.S.C. @t 1350, a
adopted pursuant to Section 906 of the Sarl-Oxley Act of 200z

*  Management contract, compensatory plan, or arraegt
**  Filed herewitl
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