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Asused inthis report on Form10-K, unlessthe context otherwise requires, the terms“we,” “us,” “our,” “the Company” and “Novatel Wireless’
refer to Novatel Wireless, Inc., a Delaware corporation and its wholly-owned subsidiaries.

Forward L ooking Statements

Thisreport contains forward-looking statements based on our current expectations, assumptions, estimates and projections about Novatel
Wireless and our industry. These forward-looking statements involve risks and uncertainties. Novatel Wireless' actual results could differ
meaterially fromthose anticipated in such forward-looking statements asaresult of certain factors, as more fully described in this section and
elsewherein this report. For adetailed discussion of these risks and uncertainties, see “Business— Business Risksand Uncertainties’ section of
this Form10-K. Novatel Wireless undertakes no obligation to update publicly any forward-looking statementsfor any reason, even if new
information becomes available or other events occur in thefuture, except as otherwise required pursuant to the Company’ s on-going reporting
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obligations under the Securities Exchange Act of 1934, asamended.
Trademarks

The Novatel Wirelesslogo, “Minstrel,” “Merlin,” “Sage,” “Lancer,” and“Expedite” are trademarks of Novatel Wireless, Inc. “Minstrel” and
“Sage’ areregistered with the U.S.Patent and Trademark Office. All other brands, products and company names mentioned herein are
trademarks of their respective holders.
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Iteml. Business
Overview

We are a provider of wireless data access solutions, including wireless data modems and softwarefor use with portable personal computers and
with handheld computing devices. We deliver innovative and comprehensive solutions that enable businesses and consumersto access personal,
corporate and public information through e-mail, enterprise networks and the Internet. We also offer wireless data modems and custom
software and hardware engineering services and systemsintegration servicesto our customers to facilitate use of our products.

Our current product portfolio includesthe following:

*The Merlin Family of Wireless PC Card Modems for portable and desktop PCs and handheld computing devices,
*The Minstrel Family of Wireless Handheld Modems, for handheld computing devices; and

*The Expedite Family of Wireless OEM Modems for custom integration with computers and other devices.

Our core modem technology is easily customizedto address a broad range of vertical applications. Our customers include wireless
telecommuni cations operators such as Sprint, T-Mobile and MMO2 (formerly BTCellnet). We also have OEM customers such as, @Road and
Remec and we have entered into strategic technology and devel opment relationships within the wireless communications industry with
TTPCommunications, Sprint PCS, Dell, Lucent Technologies and T-Mobile. We also sell our products through domestic and international
distributors such asHugh Symons, Asia Wireless, Ingram Micro, Global Wireless Data and Cellcom.

Product Benefits
Breadth of Wireless Access Products

Our products enable both portable PCsand handheld computing devicesto access thelnternet and enterprise networks wirelessy. We also
produce wireless modems which enable connections to a broad range of appliancesfor vertical applications. We are developing additional
capabilities for emerging wireless networks in order to afford our customers maximum flexibility in choosing their wireless data access
solutions.

Price Performance Leadership

We have designed our products to provide high levels of performance and functionality at an attractive price to drive widespread adoption
among users. We use software solutions whereothers still usehardware and we build our products around a common core hardware and
software platform.

Productivity

Our products improve productivity by enabling portable PCs and handheld computing devices to be continuously connected to the Internet and
enterprise networks witha focus on ease-of-use and real-time access to e-mail, messaging, online content and critical personal and professional
information. Our products for handheld computing devices also enable wireless synchronization to enable users to backup and access personal
and professional data from remote locations. These features allow mobile professionals to access and manage data even whilethey are away
from traditional work settings, thereby significantly increasing their productivity.

Customized Solutions

Our technology platform enables usto provide wireless data solutions for awide range of specialized applications and to adapt our products to
specific customer needs. We enable our OEM customersto provide their clients with tailored solutionsfor vertical market applications such as
securities trading, public safety,
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transportation, retail and point-of-sale terminals. Our engineering group assists with the integration of our wireless products to provide
comprehensive solutionsto our customers.

Our Strategy

Our objective isto be the leading global provider of wireless data access products. The key elements of our strategy areto:

Extend Our Technology Leadership

Weintend to continue developing higher speed integrated wireless data access solutions to capitalize on the expansion of global wireless data
access technologies. We planto develop new modem technologies based on evolving wireless data standards and to offer customers a
comprehensive range of wireless access products for mobile computing devices. We also intend to continue to apply our technological expertise
to reduce the overall size, weight, cost and power consumption of our products, whileincreasing their capabilities and performance.

Drive Widespread Adoption of Our Products and I ncreased Market Penetration

Weintend to drive widespread adoption of our products through increased global marketing activities, strategic pricing and expansion of our
sales team and sales distribution networks. We believe these effortswill increase our revenue and our brand recognition. Our product pricing is
an important part of this strategy and we will adjust our prices to ensure market penetration by offering value to our customers.

Expand and Develop Strategic Relationships

We plan to build and expand on strategic relationships to improve the design and functionality of our wireless access products and gain market
share. Weintend to establish and maintain relationships witha strategic focus on:

*Wireless communications companies, and laptop manufacturers such asour existing relationships with Dell, SprintPCS, MM O2
(formerly BTCellnet), and T-Mobile, to extend our platform and expand distribution of our products;
«Distribution companies including Brightpoint, AsiaWireless and Hugh Symons;

*Technology companies, such asour existing relationships with Qualcomm, Lucent, and TPPCommunications Ltd. to accelerate thetime
to market and expand the capabilities of our new products.

Continueto Target Key Vertical Markets

We market our products to key vertical industry segments by offering them products that increase productivity, reduce costs and create
operational efficiencies. We are currently working with, among others, Commerciant in retail/ point of sale and @Road in vehicle tracking. We
believe that continuing improvements in wireless computing technologies will create additional vertical markets and more applicationsfor our
products.

Products

We currently offer avariety of wireless data access solutionsto Original Equipment Manufacturers, commonly referred to as OEMSs, Value
Added Resdllers, referred to as VARS, systemsintegrators, wirel ess telecommunications operators, enterprise, mobile professionals and
consumers. We offer Typell PCCard modems for portable personal computersand Windows PocketPC mobile computing deviceswhich
operate on CDMA, GSM/ GPRS, and CDPD data wireless networks.
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The followingtable lists our principa product lines and applications:

Product Application
Wireless PC Cardsand Modems
*Merlin Wireless PC Card Modem for CDMA Portable and desktop PCs
*Merlin Wireless PC Card Modem for GSM/GPRS  «Portable and desktop PCs
*Merlin Wireless PC Card Modem for CDPD Portable and desktop PCs
*Merlin Wireless PC Card Modem for UMTS Portable and desktop PCs
*Sage Wireless Serial Modem for CDPD Portable and desktop PCs

OEM Products

*Expedite TMWireless Embedded Modem for CDMA  epoint of sale terminals, automated teller machines, vehicle tracking
*Expedite TMWireless Embedded Modem for GPRS  epoint of sale terminals, automated teller machines, vehicle tracking
*Expedite TMWireless Embedded Modem for CDPD  epoint of sale terminals, automated teller machines, vehicle tracking
Wireless Cradle Devices

Minstrel I11 TMVireless Handheld Modem *Palm |11 handheld device
*Minstrel V TMWireless Handheld Modem *Palm V handheld device
*Minstrel 500 Wireless Handheld Modem *Palm 500 handheld device

Wireless PC Cardsand Modems

Our Merlin Wireless PC Card Modem, which wasdesigned for Windows 95/98/2000/ NT Millennium Edition and XP/ Pocket PC computers,
allows mobile professionals and consumers to send and receive e-mail, including attachments, and to connect wirelessly to their enterprise
networks and to the Internet.

The Merlin C201 TMs a single band (1900 MHz) wirelessPC card modem based on CDMA2000 1X technology. Like the Merlin G100 and
G201, the Merlin C201 TMs also dightly larger than a credit card and slidesinside your Type || PC Card dlot. The Merlin C201 provides
access to email, corporate databases andthe Internet at maximum speeds up to 153.6 kbps in CDMAZ2000 1X coverage areas and 14.4 kbpsin
IS-95A coverage areas. Equipped with a built-in antennafor maximum network coverage and enhanced portability, the Merlin C201 enables
Short Messaging Service (SM S)capabilities allowing users to send and receive text messages for quick person-to-person or group chats from
their laptop or handheld devices.

Merlin G100 TMsasingle band (1900)wireless PC Card modem based on GSM/ GPRS technology. Slightly larger than a credit card, Merlin
G100 dlidesinside a computer’s Type || PC Card dot, providing access to email, corporate databases and the Internet at maximum speeds up to
53.6kbps in GPRS coverage areas and 14.4 kbps in GSM coverage areas. With user-friendly wireless modem manager software, the Merlin
G100 is compatible with a widerange of laptops, handheld devices and operating systems including Microsoft Windows98, 2000, Millennium
Edition, XP and Pocket PC operating systems.

The Merlin G201 TMs a dua band (900/1800) wirelessPC Card modem based on GSM/ GPRS technology. Like the Merlin G100, the Merlin
G201 TMs dlightly larger than a credit card, slidesinside a computer’s Typell PCCard slot and provides access to email, corporate databases
and the Internet at maximum speeds up to 53.6kbps over GPRS and 14.4kbps over GSM. Equipped with a robust removable antennato enhance
portability, the Merlin G201 also enables Short Messaging Service (SMS)capabilities alowing users to send and receive text messagesfor
quick person-to-person or group chats from their laptop or handheld device.
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The Merlin G300 TMBeriesenables access to 900/1800/1900 GSM and GPRS networks globally. The Merlin G300 SeriesPC Card enables
wireless data at speeds up to 53.6kbps over GPRS networks for arange of applications, including Internet, email, and corporate database
access, aswell as wirelessdata transfer over circuit switched GSM networks, SMS, fax, and voice applications.

The Merlin U530 Wireless PCCard modem is a high-speed data device designed to enable mobile usersto access the Internet and corporate
networks over third-generation(3G) Universal Mobile Telecommunications System (UMTS) networks. This product wasunveiled in March
2003 and hasbeen created under the joint development agreement between us and Lucent Technologies.

Our Sage Wireless Modem is a self-powered, external, wireless modem for desktop PCs. The key strengths of Sage includeits low price,
extended battery lifeand versatility. Sage provides itsusers with wireless access to e-mail, enterprise networks and the Internet. Sage is also
well suited for fixed installations, particularly in situations wheretelephone lines are unavailable or inconvenient.

OEM Products

The Expedite C201 is a single wireless component ideally-suited for integration into industrial and maobile devicesto enable wireless
applications such as telemetry, inventory monitoring, automated banking, vending machines, vehicle tracking, security, point of sale and more.
Complete with SMStext messaging, the Expedite C201 can also enhance laptop computers, handheld devices, tablet PCs, and smart phones
with high-speed access to the Internet, email, corporate networks, calendars, tasks and contact information. The modem hastwo separate
firmware options to enabl e high-speed wireless data access at peak speeds of up to 144kbps in CDMA20001X or 14.4kbps in IS-95A circuit
switched coverage areas.

The Expedite Wireless Embedded Modem for CDPD offers 0.6-watt full-duplex wirelessmodem capabilities withminimal power
requirements and a form factor almost four timessmaller than itspredecessor. The Expedite’s 3.6volt power supply has an extended battery life
and is compatible with more integrated products. The Expedite is currently used in numerous applications, including wireless telemetry
monitoring, inventory monitoring, point-of-sale terminals, automated teller machines and automated vehicle location and tracking. The
Expedite isa so priced below comparable products offered by our competitors, making it extremely attractiveto OEMs, VARS and systems
integrators that require wireless CDPD solutions. The Expedite’ s small form factor, standards-based interfaces and adherenceto specifications,
together with its simple design, makeit easy for OEM customers to incorporate a wireless CDPD solution into their existing or new product
lines.

With its exclusive design, the Expedite G301 uses packet switching techniques based on theglobal GPRS standard to deliver wireless data at
speeds up to 53.6kbps (multi-slot class10). It also supports GSM circuit switched data communication to 14.4kbps, as well as SM S text
messaging, very low power consumption including a Sleep Mode feature and the smallest form factor in theindustry. The
Over-the-Air-Download feature helpsreduce lifecycle cost and keep all products operating at peak performance by alowing firmware
upgrades without having to recall the unit. These key features make it a compelling choice for wireless data applications.

Wireless Cradle Devices

Our Minstrel Family of wireless data modems adds two-way communi cations capability to the Palm Family of handheld computing devices
and private labeled derivatives. The Minstrel wireless“cradles’ maintain the key advantages of these devices. size, ease-of-use, synchronization
and customization. Minstrel provides users with complete portable access to enterprise networks, e-mail and the Internet without the limitation
of wired connections. Minstrel can also be used with most third-party software developed for the Palm Family of handheld computing devices.

4
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Our Technology Focus

Inaddition to developing products based on the technology standards mentioned above, we have developed and continueto build on the
following key technology aress:

Advanced Radio Frequency Design. Advanced Radio Frequency (RF)design isthe key technology that determines the performance of
wireless devices. We have specialized in the 800/ 900 MHz designs for analog and digital cellular, packet data and spread spectrum
systems. Our proprietary RF technology contributes to the performance, small size and low cost of products. We are currently developing
the 900, 1800 and 1900MHz RF technology for future high speed wirelesssystems including UMTS, GPRS and CDMA technologies.

Miniaturization and System Integration. Small systemsintegration istheintegration of application specific integrated circuits, RF,
baseband and packaging technologies. The complete wirelessmodem is packaged into a sub-credit card module with the advent of
proprietary integrated circuit design, embedded software modem and multi-layer RF stripline technologies. We have one of the smallest
wireless modems available, the only pocket-sized wireless modem for the Palmfamily of personal computing devices, and a Typell PC
card modem. Wewill continue to augment the miniaturization technology, working to reduce thesize and cost of current and future
products.

Customers

Our customers include wireless telecommuni cations operators, distributors, wireless data content and service providers, OEM customers,
professionals and consumers. The following is a representative selection of our customers:

Wireless

Telecommunications

Operator Customers Distributors OEM Customers
Sprint Ingram Micro IBM
Cellcom (Middle East) Tech Data @Road (vehicletracking)
T-Mobile (formerly V oicestream) AsiaWireless IVI Checkmate
ATT Global Wireless Dell
MMO2 (formerly BT Cellnet) Lipman Electronic Eng.

Sprint, @Road, T-Mobile, and Asia Wireless accounted for 46.5%, 7.0%, 6%, and 4.6% of our revenue, respectively, for the year ended
December31, 2002. In addition, revenue received in the Metricom bankruptcy settlement of approximately $1.4million accounted for 4.8% of
our revenue for theyear ending December31, 2002. Hewlett Packard, Metricom, @Road and Hugh Symons accounted for 13%, 12.4%, 8.9%
and 7.4% of our revenue, respectively, for the year ended December31, 2001. OmniSky, @Road and Go America accounted for 45.4%, 8.7%
and 5.6% of our revenue, respectively, for the year ended December31, 2000. As discussed in “ Business Risks and Uncertainties—We depend
upon asmall number of our customers for a substantial portion of our revenue,” Metricom filed for bankruptcy in July 2001 and Omnisky
filed for bankruptcy in December 2001.

Many of our customer relationships provide us with the opportunity to expand our customer base and market reach. Among those mutually
beneficial relationships that augment our sales opportunities arethe following:

Wireless Telecommunications Operators. Wework closely with our carrier customers to generate demand for our products. Our carrier
customers serve asan important sales channel for our products. This approach allows usto combine our wireless data expertise with the
carriers’ vast end-customer relationships and broad sales reach. Our carrier customersalso provide usand our customers with important
services, including field trial participation, first-tier technical support, wireless data marketing and access to additional indirect
distribution channels. To leverage these services, we provide carriers
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with early access to new products, technical training and co-marketing resources. Examples of our other wireless telecommunications
operators include T-Mobile, Sprint and MMO2 (formerly BT Cellnet).

Distributors. InNorth America, we sell our products through dedicated distributors, whichinclude Global Wireless Data, Ingram Micro,
and Tech Data. Our international distributors include Asia Wireless and Opticom-Latin America.

OEM Customers. Our OEM customers integrate our products into devices that they manufacture and sell to end-users through their own
direct salesforces and indirect distribution channels. Our products are integrated into a broad range of devices, including but not limited
to, handheld computing devices, laptops, vehicle location devices (AVLs), eectric meters, vending machines, industrial equipment,
wireless credit processing and point of sale (POS). Examples of our OEM customers include Remec, Dell, @Road, AirLink, and Lipman
Electronic Engineering. We build strong relationships with our OEM customers because they rely heavily on our application engineering
support during the process of integrating our products into theirs.

Strategic Alliances

Weintend to continueto develop and maintain strategic relationships within the wireless communications industry which complement and
expand our existing distribution network and extend our technology and market reach. These arrangements include strategic technology and
marketing relationships with providers of next generation wireless technology, application software developers focused on wireless products,
OEM customerswhich integrate our products into other devices, value-added resdllers, distributors, systemsintegrators and cellular carriers.
These strategic relationships alow us to devel op the most compelling wirelessdata products and provide us with access to additional markets,
channels of distribution and increased sales opportunities. Our principal strategic alliancesto date include thefollowing:

Sorint PCS Sprint PCS operates thelargest al-digital, al-PCS, voice and data nationwide wireless network in the United States. In
February 2002, we entered into a two-year agreement under whichwe will develop and provide Sprint PCS with awireless PC Card
modem that runson the CDMA 1XRTT network.

Lucent. In August, 2002, we entered into a Joint Devel opment Agreement with Lucent Technologies to create next-generation,
high-speed wireless data products designed to allow mobile users to access the internet and corporate networks over the 3GUniversal
Mabile Telecommunications System (UMTS) networks. Under theterms of the agreement, we are developing multi-mode, multi-band
UMTS GPRS wireless PC card modems, while Lucent is contributing research, development and marketing support. The agreement isan
important step in Lucent’ s strategy to accelerate theintroduction of third-generation(3G) high-speed data solutionsfor mobile operators.

Salesand Marketing
Asof December31, 2002, our sales and marketing organization consisted of 13employees.

We sell our products using a multi-channel distribution model whichincludes both direct and indirect sales. Inorder to maintain strong sales
relationships, we provide co-marketing, trade show, low-cost salesdemo units and joint press release support. Inaddition to our direct sales
relationships with carriers and service providers, OEMs and VARs, we also sell our products through domestic andinternational distributors.

Product Development

Our product development efforts are focused on devel oping innovative products and improving the functionality, design and performance of
our existing products. We intend to continue to identify and respond to our customers needs by introducing new product designs with an
emphasis on innovations in the ease-of-use, performance, size, weight, cost and power consumption of our products. We are aso currently
developing technology and products for high bandwidth wirelessapplications to address opportunities presented by the next generation packet
networks.
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Our product development effort is driven by a highly skilled and experienced team. While wehave devel oped most new products and
enhancements to existing products internally, we have also licensed technology fromthird parties.

We manage our products through a structured life cycle process, fromidentifying customer requirements through devel opment and commercial
introduction to eventual phase-out. Product development emphasisis placed on time-to-market, meeting industry standards and end-item
product specifications, ease of integration, cost reduction, manufacturability, quality and reliability.

Webelieve that our future successwill depend, in part, on our ability to identify and respond to emerging technological trends in our target
markets, develop and maintain competitive products, enhance our existing products by adding features and functionality that differentiate them
from those of our competitors, and bring products to market on atimely basis. As aresult, we have devoted a significant portion of our
resources to product development, and we intend to continue making substantial investments in research and devel opment.

For the year ended December31, 2002, our research and development expense totaled $13.4million, excluding amortization of deferred
compensation. In 2002 and 2001, we capitalized $100,000 and $2.3million, respectively, related to the development of our CDMA and GPRS
products. Our research and devel opment expensetotaled approximately $20.8million for the year ended December31, 2001 and $13.5million
for the year ended December31, 2000. Asof December31, 2002, we had 62 engineering and technical professionalsin product devel opment
and manufacturing, which includes purchasing, fulfillment, quality assurance, quality control, reliability, technical documentation and technical
publication.

Manufacturing

We currently outsource our manufacturing to LGInnotek Co., Ltd, a wholly-owned subsidiary of LGGroup, and Solectron de Mexico,
S.A.deC.V., asubsidiary of Solectron Corporation. Under our contract manufacturing agreements, LG and Sol ectron provide component
procurement, product manufacturing, final assembly, testing, quality control, fulfillment and delivery services for usand we agree, among other
things, to provide our contract manufacturers with firm purchase orders.

Our outsourced manufacturing activity allows usto:

«focus on our core competencies;
eminimizeour capital expenditures;

eparticipate in contract manufacturer economies of scale and achieveproduction scalability by adjusting to manufacturing volumesto
meet changes in demand;
eaccess best-in-class manufacturing resources; and

eoperate without dedicating space to manufacturing operations.

Webelieve that additional assembly line efficiencies are realized due to our product architecture and our commitment to process design. The
components that make up our products are supplied by a number of vendors. Direct materials for our products consist of tooled parts such as
printed circuit boards, molded plastic components, unique metal components and application-specific integrated circuits (ASICs), as well as
industry-standard components such as transistors, integrated circuits, piezo-electric filters, duplexers, inductors, resistors and capacitors, many
of whichare similar to components used in cellular telephone handsets. Although we generally use standard components for our products and
try to maintain alternative sources of supply, some components, such as printed-circuit boards, molded plastic components, unique metal
components and ASICs, are purchased from suppliers for which aternative sources are not currently available in the quantities and at the prices
we require.

We employ our own manufacturing staff that focuses on managing therelationship with our third-party manufacturers and particularly on
design-for-manufacturing, test procedures, quality, procurement and cost optimization, production scheduling and continuous improvement. We
also perform certain manufacturing
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related functionsinternally, including manufacturing engineering, quality assurance and the development of manufacturing test procedures and
fixtures.

Government Regulation

Our products are subject to certain mandatory regulatory approvals. In the United States, the FCC regulates many aspects of communications
devices, including radiation of electromagnetic energy, biological safety and rules for devices to be connected to thetelephone networks. Radio
frequency devices, whichincludes our modems, must be approved under the above regulations by obtaining FCC equipment authorization prior
to being offered for sale. FCC equipment authorization is obtained by submitting a technical description of the product and report showing

compliance with FCC technical standards. We have obtained from the FCC all necessary equipment authorization for all products we currently
manufacture and sell.

Competition

The wireless data communications market is intense, rapidly evolving and highly competitive. Itis subject to technological changesand is
significantly affected by new product introductions and the market activities of industry participants. We compete in this market on thebasis of
price, form factor, time to market, functionality, quality and variety of product offerings. Moreover, we expect that this market will experience
several new entrantsin thefuture. To maintain and improve our competitive position, we must continue to develop new products, expand our
customer base, grow our distribution network and leverage our strategic partnerships.

Our current and prospective competitors generally fall within thefollowing categories:

*Wireless modem manufacturers, such as Sierra Wireless, Wavecom, Airprime and Nokia;
*Wireless device manufacturers, such as PaAlmand Research In Motion; and

*Wireless handset manufacturers and next generation wireless technology providers, such asEricsson, Motorola, and Nokiag;

Webelieve the principal competitive factors impacting the market for our products are functionality, features, performance, convenience,
availability, brand and price. We believe that we compete better than many of our current competitors with respect to someor all of these
factors due to the broad range of products we offer, the ease-of-use in design and engineering of our products, our ability to adapt our products
to specific customer needs and our price leadership.

Therecan be no assurance that our current or potential competitors will not develop products comparable or superior to those developed by us
or adapt more quickly to new technologies, evolving industry standards, new product introductions, or changing customer requirements. Asa
result, we must continuously introduce new products and educate existing and prospective customers as to the advantages of our products
versus those of our competitors.

Many of our current and potential competitors have had longer operating histories and significantly greater financial, manufacturing, technical,
sales, customer support, marketing and other resources, as well asgreater namerecognition and alarger installed products and technologies
base. In addition, the global acceptance of our products could lead to increased competition asthird parties develop products competitive with
our own. Any of these competitors may be able to respond faster than we can to new or emerging technologies and changesin customer
requirements and to devote greater resources to the development, promotion and sale of their products than we can. Our current or potential
competitors may develop products comparable or superior to those that we develop or adapt more quickly than we do to new technologies,
evolving industry trends or changing customer requirements.

Inaddition, as thewireless data communications product market develops, a number of companies with significantly greater resources than we
have could attempt to increase their presence in the market by acquiring or forming strategic aliances with our competitors, resulting in
increased competition.
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Proprietary Technology

Our software, hardware and operations rely on and benefit from an extensive portfolio of intellectual property. We currently hold 15 United
States patents issued for our technology and have 31 United States patent applications pending. We also have four foreign patents issued and
four foreign patent applications pending.

We own a number of trademarksand servicemarks, including Contact, Expedite TM Lancer TM Lancer 3W TM Merlin TM Minstrel,
Minstrellll TM Minstrelllic TM MinstrelV TM Minstrel Plus TM MinstrelS TM Minstrel540 TM MissionONE TM Sage and Viking TM each
with its accompanying designs, and the Novatel Wireless logo.

Welicense CDMA technology from QUALCOMM, Incorporated for integration into our products. This license allows usto manufacture
CDMA-based wireless modems and sell or distribute them worldwide. The license does not have a specified term and may be terminated by us
or by QUALCOMM for cause or upon the occurrence of other specified events. In addition, we may terminate the license for any reason upon
60days prior written notice. We have also granted to QUALCOMM a nontransferable, worldwide, nonexclusive, fully paid and royalty-free
license to use, in connection with wireless communications applications, certain intellectual property of ours that is used in our products which
incorporate the CDMA technology licensed to usby QUALCOMM. Thislicense allows QUALCOMM to make, use, sell or dispose of such
products and the components therein.

We primarily rely on a combination of copyright, trade secret and trademark laws, and nondisclosure and other contractual restrictions on
copying and distribution to protect our proprietary technology. In addition, aspart of our confidentiality procedures, we generally enter into
nondisclosure agreementswith our employees, consultants, distributors and corporate partners and limit access to and distribution of our
software, documentation and other proprietary information. It may be possible for athird party to copy or otherwise obtain and use our products
or technology without authorization, or to develop similar technology. In addition, our products are licensed in foreign countries and the laws of
such countries may treat the protection of proprietary rights differently fromand may not protect our proprietary rightsto the same extent as do
laws in the United States.

Employees

Asof December31, 2002, we had a total of approximately 92 employees, including 13 in sales and marketing, 62 in engineering,
manufacturing, research and development and 17 in general and administrative functions. Our future performance depends, in significant part,
upon our ability to retain existing personnel in key areas including engineering and sales. Competition for qualified technical personnel has
been intense, especially in the San Diego area wherewe are headquartered, and we cannot be sure that we will be successful in attracting or
retaining qualified technical personnel in the future. Our employeesare not represented by any collective bargaining unit, and we consider our
relationship withour employees to be good.

Risks Related to Our Business
We need to receive shareholder approval to receive all the funds provided for under the transaction we entered into on March12, 2003.

We currently do not have sufficient working capital to continue operations through the second quarter of 2003. As a consequence, on March12,
2003, we entered into a private placement transaction in which we issued $1.2million in convertible debt securities and related common stock
purchase warrantsand agreed, subject to stockholder approval, to issue additional convertible debt as well asconvertible preferred stock, and
common stock purchasewarrants.

If stockholder approval isnot obtained, we would not be able to complete this transaction and our working capital would be insufficient to
continue operations. In addition, if stockholder approval of thistransaction is not obtained, the holders of the $1.2million convertible debt that
we issued would be entitled to require that we repay theindebtedness either in cash or in shares of Common Stock, subject to Nasdaq's rules
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and regulations. Moreover, given the recent quoted market price per share of our Common Stock, stockholder approval isall but required for
practically any issuance of equity securities that would generate net proceeds sufficient to maintain operations through the remainder of the
calendar year. Because of the length of time required to negotiate an alternative transaction with prospective investors and assuming such
transaction were an equity issuance, or an issuance of securities convertible into or exercisable for our equity securities, present it to our
stockholders for approval, inlight of our current financial condition, it isunlikely that we would be able to continue operations long enough to
pursue an aternative source of financing. Refer also to Note 2 of the Consolidated Financial Statementsincluded in Item8 of this Form10-K.

We have incurred significant operating losses since our inception and without the increase of revenues and gross margins and if we are
unable to increase our revenue and gross margins, we may continueto incur significant net losses and negative cash flows.

We have incurred significant operating losses and net losses in each quarterly and annual period sinceour inception. We incurred net 1osses of
$46.9million for theyear ended December31, 2000, $90.9million for theyear ended December31, 2001 and $28.3million for theyear ended
December31, 2002. In addition, we had negative cash flows from operations of $41.0millionfor theyear ended December31, 2000,
$55.4million for theyear ended December31, 2001 and $28.7million for the year ended December31, 2002. Asof December31, 2002, we had
an accumulated deficit of $230.4million. If we areunable to increase our revenueand gross margins sufficiently to offset our expenses, wewiill
not achieve profitability and our operating losses, net losses and negative cash flowswill continue.

If we continue to experience negative cash flow, we may need to raise additional capital to fund our working capital requirementsand
anticipated capital expenditures.

We currently anticipate that current working capital, including cash and debt relief fromthe March12, 2003 transaction, assuming sharehol der
approval, budgeted cash flow and available borrowings under our credit facility, will be sufficient to meet our working capital requirements and
anticipated capital expenditures through the point at which we achieve break-even cash flows, which isforecasted to be in the second half of
2003. However, theforecast of the period of time through which our financial resources will be adequate to support our operationsisa
forward-looking statement that involves risks and uncertainties, and actual results could vary. Our budgeted cash flowsinclude assumptions
about increased volumes and decreased expenditures. We currently do not have orders from customersthat equal the revenues assumed in our
budget. If we are unable to increase our revenue and gross margins sufficiently to offset our operating expenses, we will continue to experience
negative cash flow and may be required to raise additional fundsthrough the private or public sale of additional debt or equity securities or
through commercial bank borrowings to fund our working capital regquirements and anticipated capital expenditures. Our ability to obtain
additional capital will depend on financial market conditions, investor expectations for the wireless technology industry, the national economy
and other factors outside our control. If we are able to obtain fundsthrough the issuance of equity securities, our stockholders will experience
dilution and such newly-issued equity securities may have rights, preferences or privileges senior to the current holders of our capital stock.
There can be no assurance that such additional financing will be available on acceptableterms, or at all. If needed, the failureto secure
additional financing would have a materia adverse effect on our business, financial condition and operating results and may impair our ability
to continue our operations at their current level. Our auditors’ report on our 2002 Consolidated Financial Statements was modified to highlight
an uncertainty about our ability to continue as a going concern.

We have been operating only since 1996 and our historic operating resultsmay not be an indication of future operations.

We launched our first wirelessmodem in 1996 and we have a limited operating history. We are subject to risks, expenses and uncertainties that
young and growing companies like oursface, particularly in the evolving wireless communications market. These considerations include our
ability to continue to expand our customer base, maintain our current strategic-relationships and develop new ones, deliver products associated
with our key contracts in a profitable and timely manner, attract and retain qualified personnel and manage our growth.
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Because we have only recently commenced commercial sales of our products, our past results and rates of growth may not be meaningful, and
they should not be relied upon as an indicator of our future performance.

If wecannot deliver products associated with our supply contracts in a profitable and timely manner, our reputation could be harmed and
our revenue and profit margins may decrease.

Our ability to generate future revenue under any of our supply contracts depends upon our ability to manufacture and supply products that meet
defined specifications. To realize the benefits of these contracts, we will have to manage thefollowing risks successfully:

*We have priced these contracts on our estimate of future production costs. If we incur higher costs than anticipated, our gross margins on
these contracts will decrease and these contracts may not be as profitable asanticipated.

«If we areunable to commit the necessary resources or are unable to deliver our products as required by the termsof these contracts, our
customersmay cancel the contracts. In that event, we might not recover any costs that we incurred for research and devel opment, sales
and marketing, production and otherwise and we may incur additional costsincluding contractual penalties.

o|f wefail to meet a delivery deadline, or a customer determines that the products we delivered do not meet the agreed-upon
specifications, we may have to reduce the price we can charge for our products, or we may be liable to pay damagesto the customer.

If we are unable to successfully manage these risks or meet required deadlines in connection with one or more of our key contracts, our
reputation could be harmed and our business, financial condition, results of operations and liquidity could be materially adversely affected.

If the demand for wireless access to the enterprise networksand I nternet does not increase, our revenue and gross margins may not be
sufficient to cover our operating expenses.

The marketsfor wirelessinternet products and services arerelatively new and rapidly evolving, both technologically and competitively. Market
demand for our products has not generated sufficient revenues to cover our operating costs.

Our financial condition, results of operations and cash flows have been adversely affected since 2000 as aresult of market demand for both
wireless products and wireless access servicesfor the transmission of data developing at a slower rate than we anticipated. A significant amount
of our revenue is generated by our products for portable PCsand handheld computing devices. Inaddition, certain recent models of portable
PCs and handheld computing devices includeinternal wireless modems installed by the manufacturer which reduce the need for consumers to
purchase our wireless modem products. Our failure to generate significant revenue from new or existing products, whether due to the purchase
by more consumers of portable PCs and handheld computing devices with internal wireless modems, lack of market acceptance, competition,
technological change or otherwise, or the inability to reduce manufacturing or operating costs, will adversely impact our business, financia
condition and results of operations.

We are applying to transfer the listing of out common stock the The Nasdag SmallCap Market and we cannot provide assurance that the
average daily trading volume for our common stock while listed on the SmallCap Market will be as great as the average daily trading
volume of our common stock while it was listed on the National Market.

OnMarch27, 2003, we applied to transfer thelisting of our common stock to The Nasdag SmallCap Market because we no longer complied
with The Nasdag National Market’s minimum stockholder equity requirement of $10million. Securities listed on the SmallCap Market may
have less visibility and demand than securities listed on the National Market. As aresult, we cannot provide assurance that the average daily
trading volume for our common stock while listed on the SmallCap Market will be as great asthe average daily trading volume of our common
stock whileit was listed on the National Market. In addition, we cannot assure whether or by whenwe might qualify to return the listing of our
common stock to the National Market.

11
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The marketability of our products may suffer if wireless telecommunications operators do not deliver acceptable wireless services.

The success of our business depends on the capacity, affordability and reliability of wireless data access provided by variouswireless
telecommunications operators. Currently, various wireless telecommunications operators such as Sprint, either directly or jointly with us, sell
our products in connection with the sale of their wireless data access services to their customers. Growth in demand for wireless data access
may be limited if wireless telecommunications operators cease operations, fail to offer services which customers consider valuable, fail to
maintain sufficient capacity to meet demand for wirelessdata access, delay the expansion of their wireless networks and services, fail to offer
and maintain reliable wireless network services or fail to market their services effectively. If any of these occurs, or if for any other reason the
demand for wireless data access fails to grow, sales of our products will decline and our business, financial condition, results of operations
could be materially adversely affected.

Inaddition, our future growth depends on the successful deployment of next generation wireless data networks by third parties, including those
networks for which we currently are developing products. If these next generation networks are not deployed or widely accepted, or if
deployment is delayed, there will be no market for the products we are developing to operate on these networks. Asaresult, we will not be able

to recover our research and devel opment expenses and our financia condition and results of operations and liquidity could be materially
adversely affected.

We currently rely exclusively on third-party manufacturers to produce our products, and our ability to control their operationsislimited.

We currently outsource our manufacturing to LGInnotek Co., Ltd., asubsidiary of LG Electronics, Inc. and to Solectron de Mexico, SA.
deC.V., asubsidiary of Solectron Corporation. We expect to continueto depend exclusively on third-party manufacturers to produce our
products in atimely fashionand at satisfactory quality levels. None of these third-party manufacturersis obligated to supply products to us for
any specific quantity, except as may be provided in particular purchase orders whichwe submit to them from time to time. If our third-party
manufacturers experience delays, disruptions, capacity constraints or quality control problems in their manufacturing operations, then product
shipments to our customers could be delayed, which would negatively impact our revenuesand our competitive position and reputation. The
cost, quality and availability of third-party manufacturing operations are essentia to the successful production and sale of our products. Our
reliance on our third-party manufacturers exposes us to a number of risks, which are outside our control:

eunexpected increases in manufacturing costs;

einterruptions in shipments if our third-party manufacturers are unable to complete production in a timely manner;
«inability to control quality of finished products;

«inability to control delivery schedules;

«inability to control production levels andto meet minimum volume commitmentsto our customers;

«inability to control manufacturing yield;

«inability to maintain adequate manufacturing capacity; and

«inability to secure adequate volumes of components.

If we are unable to manage successfully our relationships with thesethird-party manufacturers, the quality and availability of our products may
be harmed. If any of our third-party manufacturers stopped manufacturing our products for any reason or reduced its manufacturing capacity,
we may be unable to replace the lost manufacturing capacity on atimely basis. In addition, if any of our third-party manufacturers negatively
changesthe termsunder which they agree to manufacture for us, and weare unable to locate a suitable aternative manufacturer, our
manufacturing costs could significantly increase.
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We generally place orders withour third-party manufacturers at least three months prior to scheduled delivery of products to our customers.
Accordingly, if weinaccurately anticipate demand for our products, wemay be unable to obtain adequate quantities of components to meet our
customers' delivery requirements or, alternatively, we may accumulate excessinventories. If one or more of these events were to occur, our
business, financial condition and results of operations could be materially adversely affected by increased costs, reduced revenue and lower
product margins.

If wefail to adopt new technology and fail to develop and introduce new products successfully, we may not be able to compete effectively.

We operate in a highly competitive environment, characterized by rapidly changingtechnology and industry standards. New productsbased on
emerging technologies or evolving industry standards may quickly render an existing product obsolete and unmarketable. Our growth and future
operating results depend in part upon our ability to enhance existing products and introduce newly developed products that conform to
prevailing and evolving industry standards, meet or exceed technological advances in the marketplace, meet changing customer requirements,
achieve market acceptance and respond to our competitors' products.

The development of new products can be very difficult and requirestechnological innovation. The development processis also lengthy and
costly. Inaddition, wireless communications service providers require that wireless data systems deployed on their networks comply with their
own standards, which may differ from the standards of other providers. If we fail to anticipate our customers needs and technological trends
accurately or are otherwise unable to complete the development of products on time and within budgeted amounts, we will be unable to
introduce new products into themarket on atimely basis, if at al. If weare unsuccessful at developing and introducing new products that are
sufficiently appealing to enterprise customersor consumers, we may be unable to recover our significant research and development costs
associated withthose products and our business, financial condition andresults of operations could be materially adversely affected. In
addition, as weintroduce new versions of our existing products or new products altogether, our current customers may not require the
technological innovations of these products and may not purchase them.

To grow our revenue and achieve profitability, we must retain our current customers and develop new ones. If consumers view our
competitors products as superior to ours, or if our products are unable to meet their expectations or requirements, we may be unable to retain
our existing customersor to develop new customers which would materially and adversely effect our business, financial condition and results of
operations.

The fluctuation of our quarterly operating results may cause our stock price to decline.

Our future quarterly operating results may fluctuate significantly and may not meet the expectations of securities analystsor investors. If this
occurs, the market price of our stock would likely decline. The following factors may cause fluctuationsin our operating results:

*Decreases in revenue or increases in operating expenses. We budget our operating expenses based on anticipated sales, and a significant
portion of our salesand marketing, research and development and general and administrative costs are fixed, at least intheshort term. If
revenuedecreases and we are unable to reduce our operating costs quickly and sufficiently, our operating results could be materially
adversely affected. We have entered into and expect to continue to enter into significant customer contractsfor the development and
supply of our products. We expect to incur significant research and devel opment, sales and marketing and other costsrelating to the
development, manufacture and sale of theseproducts prior to receiving revenue from these contracts, if any.

*Product mix. The product mix of our sales affects profit marginsin any given quarter. Asour business evolves and therevenue from the
product mix of our sales varies from quarter to quarter, our operating results will likely fluctuate.
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*New product introductions. Aswe introduce new products, thetiming of these introductions will affect our quarterly operating results.
We may have difficulty predicting thetiming of new product introductions and the market acceptance of these new products. If products
and services are introduced earlier or later than anticipated, or if market acceptance is unexpectedly high or low, our quarterly operating
results may fluctuate unexpectedly. Our quarterly operating results also fluctuate because we incur substantial upfront research and
development, sales and marketing, production and other costs to support new product introductions prior to the periods in whichwe will
recognize revenue fromthose products.

sLengthy sales cycle. In addition, thelength of time between the date of initial contact with a potential customer and the execution of a
contract may take several months, and is subject to delays over whichwe have little or no control. The sale of our products is subject to
delaysfrom our customers budgeting, approval and competitive evaluation processes that typically accompany significant information
technology purchasing decisions. For example, customers frequently begin by evaluating our products on a limited basis and devote time
and resources to testing our products before they decide whether or not to purchase a product. We commit substantial time and resources
to educate potential customers on the use and benefits of our products. Customersmay also defer orders as a result of anticipated rel eases
of newer or enhanced products by usor our competitors. As aresult, our ability to anticipate thetiming and volume of sales to specific
customersislimited, and the delay or failureto complete oneor more large transactions could cause our operating resultsto vary
significantly from quarter to quarter.

Webelievethat quarter-to-quarter comparisons of our operating resultswill not necessarily be meaningful in predicting our future
performance.

We depend upon asmall number of our customers for a substantial portion of our revenue.

A significant portion of our revenue comes from a small number of customers. Our top ten customers for the year ended December31, 2002
accounted for approximately 84.6% of our revenue and our tentop customersfor the year ended December31, 2001 accounted for
approximately 66.6% of our revenue. For theyear ended December31, 2002, Sprint accounted for 46.5% and @Road accounted for 7.0% of
our revenue. In addition, revenue from cash received in the Metricom bankruptcy settlement of approximately $1.4million accounted for 4.8%
of our revenue for theyear ended December31, 2002. For theyear ended December31, 2001, Hewlett-Packard accounted for 13.0%, Metricom
accounted for 12.4%, @Road accounted for 8.9% and Hugh Symons accounted for 7.4% of our revenue. We expect that a small number of
customers will continue to account for a substantial portion of our revenue. Our business was impacted adversely by the bankruptcy of
Metricom, which filed for bankruptcy in July 2001 and the bankruptcy of OmniSky whichfiled for bankruptcy in December 2001. If there isa
downturnin the business of one or more of thesecustomers, if one or more of these customersfiles for bankruptcy or becomesinsolvent, if we
are unable to continue to retain their business, or if we are unable to diversify our customer base, our revenue may decline.

We depend on sole source suppliers for some of our components, and our product availability and sales would be harmed if any of these
suppliers isnot ableto meet our demand and alternative components arenot available.

Our products contain a variety of components, many of which are procured from single suppliers. These components include both tooled parts
and industry-standard parts, many of which are usedin cellular telephone handsets. Currently, some components and certain integrated circuits
are in short supply worldwide. If the shortage of these components or any other key components persists or worsens, we may not be able to
deliver sufficient quantities of our products to satisfy demand. The cost, quality and availability of components are essential to the successful
production and sale of our products. Some of these components come from sole or single source suppliersfor which alternative components
may not be available. If suppliersare unable to meet our demand for sole source componentsand if we areunable to obtain an alternative
source or if the price for a substitute is prohibitive, our ability to maintain timely and cost-effective production of our products would be
seriously harmed.
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If wefail to develop and maintain strategic alliances, we may not be able to penetrate new markets.

A key element of our business strategy is to penetrate new markets by developing new products through strategic alliances with leading
companies.

Weare currently investing, and plan to continue to invest, significant resources to develop these relationships. We believe that our successin
penetrating new markets for our products will depend in part on our ability to maintain these relationships and to cultivate additional or
alternative relationships. We cannot assure you that we will be able to develop additional strategic alliances, that existing relationships will be
successful in achieving their purposes or that strategic partnerswill not form competing arrangements.

We may not be ableto maintain and expand our businessif we arenot able to hire, retain and manage additional qualified personnel.

Our success in the future depends in part on the continued contribution of our executive, technical, engineering, sales, marketing,
manufacturing and administrative personnel. Recruiting and retaining skilled personnel, including software and hardware engineers, is highly
competitive, especially in the San Diego area.

Most of our senior management and other key personnel arenot bound by employment agreements. If we are not able to attract or retain
qualified personnel in the future, or if we experience delaysin hiring required personnel, particularly qualified engineers, we will not be able to
maintain and expand our business.

Any acquisitions we make could disrupt our business and harm our financial condition and results of operations.

Aspart of our business strategy, we intend to review on an ongoing basis acquisition opportunities that we believe would be advantageous to

the development of our business. While wehave no current agreementsor plans with respect to any acquisitions, we may acquire businesses,

products, or technologies in the future. If wemake any acquisitions, we could take any or al of the following actions, any one of which could
adversely affect our business, financial condition, results of operations and the price of our common stock:

eissue equity securities that would dilute existing stockholders' percentage ownership;

eusea substantial portion of our available cash, if any;

eincur substantial debt, which may not be available to us on favorable terms and may adversely affect our liquidity;
eassume contingent liabilities; and

stake substantial chargesin connection with acquired assets.

Acquisitionsalso entail numerous other risks, including: difficulties in assimilating acquired operations, products and personnel; unanticipated
costs; diversion of management’ s attention from other business concerns; adverse effects on existing business rel ationships with suppliers and
customers, risks of entering markets in which we have limited or no prior experience; and potential loss of key employees from either our
preexisting business or the acquired organization. We may not be able to successfully integrate any businesses, products, technologies or
personne that we might acquire in the future, and our failureto do so could harm our business and operating results.

Our future resultscould be harmed by risks associated with international salesand operations.

We may expand our international sales and marketing activities in thefuture. We have limited experience in marketing, selling, distributing and
manufacturing our products and servicesinternationally. International sales accounted for approximately 7% of our revenuefor theyear ended
December31, 2000, approximately 16% of our revenue for theyear ended December31, 2001 and approximately 11% of our revenue for the
year ended December31, 2002. If we expand international sales, wewould become subject to a number of risks,
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which may increase our costs, lengthen our sales cycle and require significant management attention. These risks associated with doing business
internationally generally include:

echangesin international currency exchange rates;

echangesin a specific country’sor region’s political or economic conditions, particularly in emerging markets, and changes in diplomatic
andtrade relationships;

«|ess effective protection of intellectua property;

strade protection measures and import or export licensing regquirements;

epotentially negative consequences from changesin tax laws;

esincreased expenses associated with customizing products for international countries;

sunexpected changes in regulatory regquirements resulting in unanticipated costs and delays;

longer collection cycles and difficulties in collecting accounts receivable; and

edifficulty in managing widespread sales and research and devel opment operations.

Our sales and invoices are generally denominated in U.S. dollars. In the future, however, we may record sales and invoice customers in the
applicable local international currency. If that occurs, wemay be exposed to internationa currency fluctuations.

The wireless communications market is highly competitive and we may be unableto compete effectively.

The marketsfor wirelessdata access products are highly competitive and we expect competition to increase. Many of our competitors or
potential competitors have significantly greater financial, technical and marketing resources than we do. These competitors may be able to
respond more rapidly than we can to new or emerging technologies or changesin customer regquirements. They also may devote greater
resources than we do to the development, promotion and sale of their respective products.

Many of our competitors have more extensive customer bases and broader customer relationships and industry alliances that they can leverage
to establish relationships with many of our current and potential customers. These companies also have significantly more established customer
support and professional services organizations. In addition, these companies may adopt aggressive pricing policies or offer more attractive
termsto customers, may bundle their competitive products with broader product offerings and may introduce new productsand enhancements.
Current and potential competitors may establish cooperative relationships among themselves or with third parties to enhance their products. As
aresult, it is possible that new competitors or alliances among competitors may emerge and rapidly acquire significant market share.

Our wireless communi cations products compete with a variety of devices, including wirel ess modems, wireless handsets, wireless handheld
computing devices and other wireless devices. Our current and potential competitorsinclude:

swirelessmodem integrators, such as Sierra Wireless, Wavecom, Option, NextCell and Tellus;

straditional wired modem manufacturers, such as 3Com and Xircom;

swirelessdevice manufacturers, such as Palm and Research in Motion (BlackBerry);

swirelesshandset manufacturers and next generation wirel ess technology providers, such as Ericsson, Motorola, Kyocera and Nokia; and
enon-cellular digital packet data private communications network providers, such as Emotiant and Bell South.
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We expect our competitors to continue to improve the performance of their current products and to introduce new products, servicesand
technol ogies. Successful new product introductions or enhancementsby our competitors could reduce our sales and the market acceptance of
our products, cause intenseprice
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competition and make our products obsolete. To be competitive, we must continue to invest significant resources in research and development,
sales and marketing, and customer support. We cannot be sure that we will have sufficient resources to make these investments or that we will
be able to makethe technological advances necessary to remain competitive. Increased competition could result in price reductions, fewer
customer orders, reduced marginsand loss of our market share. Our failureto compete successfully could seriously harm our business, financial
condition and results of operations.

Our products may contain errorsor defects, which could decrease their market acceptance.

Our products are technologically complex and must meet stringent user requirements. We must develop our software and hardware products
quickly to keep pace with therapidly changing and technologically advanced wirel ess communications market. Products as sophisticated as
ours may contain undetected errors or defects, especially whenfirst introduced or when new models or versionsare released. Our products may
not be free from errors or defectsafter commercia shipments have begun, which could result in the rejection of our products, damage to our
reputation, lost revenues, diverted development resources, and increased customer service and support costs and warranty claims.

We could incur substantial costs defending our intellectual property from infringement or aclaim of infringement.

Our success also depends on our proprietary technology. We rely on a combination of patents, copyrights, trademarksand trade secrets,
confidentiality provisions and licensing arrangements to establish and protect our proprietary rights. We may be required to spend significant
resources to monitor and police our intellectual property rights. Before we do so, we may not be able to detect infringement and as a
consequence we may |ose competitive position in the market. Intellectual property rights also may be unavailable or limited in someforeign
countries, which could makeit easier for competitors to capture market share. The unauthorized use of our technology by competitors could
have a material adverse effect on our ability to sell our products in some markets.

Althoughwe are not currently involved in any intellectual property litigation, we may be a party to litigation in the future either to protect our
intellectual property or as aresult of an alleged infringement of others’ intellectual property. These claims and any resulting litigation could
subject usto significant liability for damages or could cause our proprietary rightsto be invaidated. Litigation, regardless of the merits of the
claim or outcome, would likely be time-consuming and expensive to resolve and would divert management time and attention away from the
operation of our business. Any potentia intellectual property litigation against us could also force usto do one or moreof the following:

estop using the challenged intellectual property and refrain from selling our products or servicesthat incorporate it;
eobtain a license to use the challenged intellectual property or to sell products or servicesthat incorporate it, which license may not be

available on reasonable terms, or at all; or
eredesign those products or services that are based on or incorporate the challenged intellectual property.

If we areforced to take any of the foregoing actions, we may be unable to manufactureand sell our products, or we may be unable to do so on
terms economically favorable to us, and our business, financial condition and results of operations may be materially adversely affected.

We may not be ableto develop products that comply with applicable government regulations.

Our products must comply with government regulations. For example, in the United States, the Federal Communications Commission regul ates
many aspects of communications devices, including radiation of electromagnetic energy, biological safety and rules for devicesto be connected
to the telephone networks. Radio frequency devices, whichinclude our modems, must be approved under the above regulations by obtaining
equipment authorization from the FCC prior to being offered for sale. Additionally, we cannot
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anticipate the effect that changes in government regulations may have on our ability to develop products in the future. Failureto comply with
existing or evolving government regulations or to obtain timely regulatory approvals or certificates for our products could materially adversely
affect our business, financial condition and results of operations. Aninability or delay in obtaining FCC authorization could result in a decline
infuture revenue.

[tem?2. Properties

Our principal executive offices arelocated in San Diego, Californiawhere we lease approximately 20,000 sgquare feet under alease that expires
in July 2005. We also lease approximately 10,000 squarefeet in San Diego under alease that expiresin March of 2005, and 23,912 square feet
in Carlsbad, California previoudly utilized for distribution purposes under aleasethat expiresin August 2003. We have subleased 9,416 square
feet of said facilities. In addition, welease approximately 42,319 square feet in Calgary, Alberta, Canada for our research and devel opment
organization under alease that expiresin September 2007 and we have subleased 9,035 squarefeet of our Calgary facility through the duration
of thislease. In San Diego, Carlsbad and Calgary, we have 8,900, 14,496 and 10,667 square feet of idle facilities, respectively. We have
subleased 1,232 squarefeet of the facilities in San Diego. We also lease space in various geographic locations primarily for sales and support
personnd or for temporary facilities. On March27, 2003 we agreed to sublease the current principal executive officesthrough the duration of
the lease and, effective May1, 2003 weare moving into the current 10,000 square foot idle facility.

Item3. Legal Proceedings
We are fromtime to time party to various legal proceedings arising in the ordinary course of business.

On February28, 2003, a class action law suitwas filed in the United States District Court for the Southern District of Florida against Credit
Suisse First Boston and approximately 50companies, including us, for whose respective initial public offering CSFB purportedly served as the
lead underwriter. The suit purports to be on behalf of al the purchasers of the common stock of the named issuing companies and alleges
violations of federal and state securities law. Specifically, the suit alleges that CSFB and each named issuer conspired to filefalse and
misleading registration statements and other reports containing knowingly inflated financial and performance projections in order to support a
knowingly inflated 1PO issue price. Although we have not yet been served in this action, we have reviewed the complaint, we believe we have
meritorious defenses, andwe intend vigoroudly to defend against it.

InJanuary of 2003, our wholly-owned subsidiary, Novatel Wireless Technologies, Ltd. (NWT)terminated one of its Canadian employees for
cause. On February26, 2003, the employee filed suit onthe judicia district of Calgary, in the Court of Queen’sBench of Alberta, claiming that
NWT had wrongfully terminated him and seeking approximately $365,000 in damages. NWT has been informed by its counsel that NWT has
meritorious defenses, and NWT intends to vigorously defend against the claim.

On April30, 2002, we entered into an employment agreement pursuant to which the employee purportedly commenced working for uson
May8, 2002. The individual has alleged that on or about May10, 2002, we breached our agreement with him by materially diminishing his
responsibilities and, as a consequence of which, he has alleged, heterminated his employment with usfor “Good Reason” as defined in the
employment agreement. The employee has filed a claim with the CaliforniaDepartment of Labor (DOL )seeking approximately $450,000. We
are currently waiting for the DOL to schedule a hearing on the matter. The Company believes this claimis without merit and intendsto
vigorously defend against the claim.
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Item4. Submission of Mattersto a Vote of Security Holders

Not Applicable.

PART II

I[tem5. Market for Registrant’s Common Equity and Related Stockholder Matters

Our common stock istraded on The Nasdaq National Market under the symbol “NVTL.” The following table setsforth the high and low sale
prices of our common stock asreported on Nasdag, without retail mark-up, mark-down or commissions, since November16, 2000, thedate the
shares of our common stock commenced trading:

High Low
2002
First quarter $ 2550 $ 915
Second quarter $ 1275 $ 165
Third quarter $ 600 $ 150
Fourth quarter $ 345 $ 090
2001
First quarter $ 23535 $ 26.25
Second quarter $ 8745 $ 28.05
Third quarter $ 4800 $ 480
Fourth quarter $ 2865 $ 435

OnMarchl1, 2003 the closing price per share of our common stock was $0.90, as reported by Nasdag. At March11, 2003 there were
approximately 150 holdersof record of our common stock. No cash dividends were declared or paid in 2002.

We currently intend to retain all available fundsfor use in our business, and do not anticipate paying any cash dividends in the foreseeable
future. Any future determination relatingto our dividend policy will be made at the discretion of our board of directors andwill depend ona
number of factors, including future earnings, capital requirements, financial condition and future prospects and other factorsthe board of
directors may deem relevant.

Item6. Selected Financial Data

The following selected consolidated financial data should be read in conjunction with our consolidated Financial Statements and the related
notes and “ Management’ s Discussion and Analysis of Financial Condition and Results of Operations’ appearing elsewherein thisForm10-K.
The selected consolidated statement of operations data presented below for each of theyears ended December31, 2002, 2001 and 2000, and the
balance sheet data at December31, 2002 and 2001 are derived from our consolidated financia statementsthat have been included elsewherein
this Form10-K. The consolidated statement of operations datafor theyears ended December31, 1999 and 1998 and consolidated balance sheet
data at December31,
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2000, 1999, and 1998 are derived from audited consolidated financial statements not included in this Form10-K.

Years Ended December 31,
2002 2001 2000 1999 1998
(inthousands, except share and per share data)
Consolidated Statement of
Operations Data:

Revenue $ 28,872 $ 43,643 $ 61,154 $ 9,556 $ 5,378
Cost of revenue 26,894 77,439 59,588 11,955 3,433
Grossmargin 1,978 (33,796 ) 1,566 (2,399 ) 1,945
Operating expenses:
Research and devel opment 13,416 20,836 13,488 3,717 2,333
Salesand marketing 4,640 12,262 18,262 4,480 2,685
Genera and administrative 5,717 7,837 5,027 4,443 2,496
Restructuring and 2,650 7,050
impairment charges
Amortization of deferred 3,556 10,360 12,833 220 115
stock compensation

Tota 29,979 58,345 49,610 12,860 7,629

operating

expenses
Loss from operations (28,001 ) (92,141) (48,044 ) (15,259 ) (5,684)
Other income (expense)net (317) 1,264 1,120 (3,210) 178
Net loss $ (28,318) $ (90,877 ) $ (46,924 ) $ (18469) $ (5,506 )
Net loss applicable to $ (53,481) $ (92,038 ) $ (50,776 ) $ (19,873) $ (6,657)

common stockholders
Netloss per common share;

Basic and diluted $ (1047)  $ (2511)  $ (4865) $ (3064) $  (10.28)
Weighted average shares 5,106,681 3,626,258 1,043,605 648,561 647,442
outstanding

December 31,
2002 2001 2000 1999 1998
(inthousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents and restricted cash $ 1676 $ 29229 $ 66826 $ 25455 S 3,497
Working capital (2,143) 15,227 67,479 15,769 3,383
Total assets 24,047 59,909 110,824 38,118 6,184
Long-termobligations, net of current portion 38 4,171 205 106

Convertible and redeemable preferred stock 665 161 43,805 14,812
Stockholders' equity (deficit) 6,501 25,427 79,222 (31,128 ) (14,625 )

Item7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

The followinginformation should be read in conjunction with the audited consolidated financial statements and the accompanying notes
included in Item8 of this form10-K.
Ourfinancial condition, results of operations and cash flowswere adversely affected during 2002 and 2001 by decreases in demand for both
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wireless products and wireless access servicesfor the transmission of data. Our business was further impacted adversely by the bankruptcy of
Metricom, which filed for protection under Chapterll of the Bankruptcy Code in July 2001. Sales to Metricom accounted for 12.4% of our
revenue during 2001. We believe that our available cash reserves, including net proceeds of $1.1million received, and theadditional $2million

cash to be received as well as the $3.5million debt relief to be effective pursuant to the financing transaction in March 2003 (see Liquidity),
together with our budgeted operating cash flows and
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available borrowingsunder our revolving line of credit will be sufficient to fund operations and satisfy our working capital requirements and
anticipated capital expenditures through the point at which we forecast break-even cash flows, which isforecasted to be in the second half of
2003. Our ahility to continue operating without additional equity financing is dependent upon achieving sales and gross margin levelssufficient
to cover our expenses which we have not historically achieved. We commenced volume shipments of our CDMA products in 2002, which have
generated higher margins and have positively impacted our results of operations, particularly as we started to realize the benefits of our
partnership with LGInnotek Co. Ltd. Simultaneously, our business has been negatively impacted by the decrease in CDPD sales, particularly
our cradle sales, which have decreased to insignificant levels asthe market for these products has decreased. As aresult, we are becoming
dependant on sales and profits from shipments of CDMA and GPRS products. Although we have made sales of these products in 2002 and
continue to make sales in 2003, the majority of thesesales have been CDMA products to one customer. Althoughwe are confident of our
ability to generate future profitable sales of CDMA and GPRS products, there can be no assurance that our sales of these products will be made
at volumes sufficient to generate enough cash flow to cover our operating expenses. A decrease in our cash flowsor our failureto generate
significant additional revenue from new or existing products, whether due to lack of market acceptance, competition, technological change or
otherwise, or the inability to reduce manufacturing and/or operating costs, will further adversely impact our business, financial condition and
results of operations, and materially adversely affect our ability to continue our business as presently conducted.

We cannot predict with any certainty whether we will be able to maintain or improve upon our historical salesvolumes with our existing
customers, or whether we will be able to attract new customersfor our wireless technology products. In the event that we do not achieveour
budgeted sales and cash flows, there can be no assurance that wewill be able to obtain additional debt or equity financing. Without such
financing, we may have to cease operations.

Critical Accounting Policies

Use of estimates. The preparation of financia statementsin conformity with accounting principles generally accepted in the United States
requires management to make estimates and assumptions. These estimates and assumptions affect the reported amounts of assets, liabilities,
revenues, expenses and disclosuresof contingent assets and liabilities. Actua results could differ from these estimates. Significant estimates
include inventory adjustments for excess and obsolete balances, allowancefor doubtful accounts receivable, warranty expense, sales returns
allowance, the use of option pricing models to establish values of equity instrumentsissued in non-monetary transactions with non-employees,
useful livesand realizability of long-ived assetsand estimates for costs recorded in restructuring accruals.

Specifically, management must make estimatesin the following aress:

Allowance for doubtful accounts: We provide areserve against our receivables for estimated losses that may result from our customers
inability to pay. We determine the amount of the reserve by analyzing known uncollectible accounts, aged receivables, economic conditions,
historical losses and our customers' credit-worthiness. Amounts later determined and specifically identified to be uncollectible are charged or
written off against this reserve. To minimize the likelihood of uncollectibility, customers' credit-worthiness isreviewed periodically based on
independent credit reporting services, our experience with the customer and the economic condition of the customer’sindustry. Should a
customer’ s account become past due, we generally place a hold on the account and discontinue further shipments to that customer, minimizing
further risk of loss. Additionaly, our policy is to generally fully reservefor all accountswith aged balances greater than one year. The
likelihood of a material loss on an uncollectible account would be mainly dependent on deterioration in the overall economic conditions in our
industry or theindustry of our customers. Reserves are fully provided for all expected or probable losses of thisnature. Trade accounts
receivable along with accounts receivable— related parties balances were $7.2million and $7.5million at December31, 2002 and December31,
2001, respectively. The allowance for doubtful accounts was$.3million at December31, 2002 and December31, 2001, respectively.
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Inventory adjustments. Inventories are stated at lower of cost (first-in, first-out method) or market. We review the components of our inventory
and our inventory purchase commitmentson aregular basis for excess, obsolete andimpaired inventory based on estimated future usage and
sales. The likelihood of any materia inventory write-down is dependent on various items, including customer demand, economic and
competitive conditions, technological advances or new product introductions by us or our customers that vary from our current expectations. In
2001, we determined that certain components in inventory had been adversely impacted by the slowing economy. Accordingly, werecorded
charges totaling $1.0million and $34.5million for excess and obsolete raw material components and finished goods during 2002 and 2001,
respectively. In accordance with Emerging Issues Task Force Issue96-9, “Classification of Inventory Markdowns and Other Costs Associated
with a Restructuring,” al inventory adjustments are classified in “Cost of revenue” in the accompanying consolidated statements of operations.
Inventories were stated at $4.3million and $6.5million at December31, 2002 and December31, 2001, respectively.

Valuation of intangible and long-lived assets: We periodically assess the impairment of intangible and long-lived assetswhich requires usto
make assumptions and judgments regarding the carrying value of these assets. The assetsare considered to be impaired if wedetermine that the
carrying value may not be recoverable based upon our assessment of the followingevents or changesin circumstances:

sthe asset’ s ability to continue to generate income from operations and positive cash flow in future periods;
*loss of legal ownership or title to the asset;
esignificant changesin our strategic business objectives and utilization of the asset(s); or

stheimpact of significant negative industry or economic trends.

If the assets are considered to be impaired, the impairment we recognize is the amount by which the carrying value of the assets exceeds the
fair value of the assets. In addition, we base the useful lives and related amortization or depreciation expense on our estimate over the period
that the assets will generate revenuesor otherwise be used by us. If a change wereto occur in any of the above-mentioned factors or estimates,
the likelihood of a material change in our reported results would increase.

Software devel opment costs: Software development costs for products sold (primarily firmware embedded in the Company’ s products)
incurred after technological feasibility is established are capitalized in accordance with SFAS N0.86, “ Accounting for the Costs of Computer
Softwareto Be Sold, Leased or Otherwise Marketed.” We determine the point at which technological feasibility hasbeen established for a
product (i.e., whenwe have completed all planning, designing, coding and testing activities that are necessary to establish that a product can be
produced to meet design specifications, and the point at which a product is available for general release to customers, by creating detail
program designs of the product). Such detail program designs take product function, feature and technical requirementsto their most detailed,
logical formand are ready for coding. Capitalized software development costs are amortized when productsare available for general release to
customers, over the estimated useful lives of the products, currently five years. At December31, 2002 and December31, 2001, our net software
development costs of $1.8million and $2.3million, respectively, relating to costsfor CDMA and GPRS, aregrouped with intangible assetsin
our consolidated balance sheets.

Accrued restructuring related costs: To the extent that exact amounts are not determinable, we have estimated amounts for direct costs of our
expenses and liabilities related to our restructurings in accordance with the Emerging Issues Task Force Issue94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Coststo Exit an Activity (Including Certain Costs Incurred in a Restructuring).” These
estimates consist of future lease obligations offset by estimated sublease income. Our accrued restructuring related costs were $1.3million and
$1.8million at December31, 2002 and December31, 2001, respectively. Such revisionsin our estimates of the potential costs or expenses could
materially impact our results of operations and financial position. During the fourth quarter of 2002, the Company recorded an impairment
charge in the amount of $870,000 for a software license that is no longer deemed recoverable from future operations.
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Litigation reserves: Litigationissuesfor claims that are probable and can be reasonably estimated are recorded as liabilities in the consolidated
balance sheets. Estimates are based upon thefacts and circumstances of each case and on advice from lega counsel regarding probable
outcomes, if determinable. The likelihood of a material change in these estimated reserves depends on new claims as they may arise and the
favorable or unfavorable outcome of the particular litigation. Asadditional information becomes available, we assess the potential liability
related to our pending litigation and revise our estimates. Such revisionsin our estimates of the potential liability could materially impact our
results of operations and financial position.

Sock-Based Compensation: In accordance with SFAS No0.123, “Accountingfor Stock-Based Compensation,” we account for costs of
stock-based employee compensation using the intrinsic value method prescribed in Accounting Principles Board Opinion No.25, “Accounting
for Stock Issued to Employees.” Additionally, we disclose the pro forma effect on net loss and related per share amounts as if the fair-value
method prescribed by SFASN0.123 had been used to account for its stock-based employee compensation (see Note8). We account for equity
instruments issued to non-employees in accordance with the provisions of SFASNo0.123 and related EITF amendments. We also follow the
disclosure requirements of SFAS N0.148, “ Accounting for Stock-Based Compensation— Transition and Disclosure,” which amends SFAS
No0.123.

Valuation of deferred income taxes. We account for income taxes in accordance with SFAS No.109, “Accounting for Income Taxes,” which
requires the use of theasset and liability method of accounting for deferred incometaxes. Under this method, deferred income taxes are
recorded to reflect the tax consequences on future years of temporary differences between thetax bases of assets and liabilities and their
financial reporting amounts at each period end. If it is more likely than not that some portion or all of a deferred tax asset will not be realized, a
valuation allowance is recognized. We have established a 100% valuation allowance against our current deferred tax assets of $6.9million and
against our long-term deferred tax assets of $52.9million, at December31, 2002, due to the uncertainty surrounding the realization of such
assets due to various factors, including therisk that we do not attain profitability, in order to utilize net operating losses. Valuation allowances
are established, when necessary, to reduce deferred tax assets to the amount expected to be realized. The likelihood of a material changein our
expected realization of these assets depends on future taxable income, our ability to deduct tax loss carryforwards against future taxable
income, the effectiveness of our tax planning and strategies among the various tax jurisdictionsin which we operate and changesin the
deductibility of interest paid on our convertible subordinated debt.

Revenue Recognition

Our revenue is generated from the sale of wireless modems to wireless telecommunications operators, wirelessdata content and service
providers, resellers and OEM customers. Revenue from product sales and development servicesis recognized upon the latest of transfer of title,
shipment of the product to the customer or rendering services. Revenues fromlong-term supply contracts are recognized as products are
shipped to customers. We record deferred revenue for cash paymentsreceived from customers in advance of product shipments. We grant price
protection provisions to certain customers and track pricing and other terms offered to customersbuying similar products to assess compliance
with these provisions. To date, we have not incurred material price protection expenses. We establish reserves for estimated product returns
allowances in the period in which revenue is recognized. In estimating our future product returns, we consider various relevant factors,
including our stated return policies and practices and our historical trends. The Securities and Exchange Commission’s Staff Accounting
Bulletin No.101, “Revenue Recognition,” (“SAB101”) provides guidance on the application of generally accepted accounting principles to
selected revenue recognition issues. We believe that our revenue recognition policy is consistent with this guidance and in accordance with
generally accepted accounting principles. If our shipping policies, including the point of title transfer such aschanging from Freight on Board
shipping point to Freight on Board destination, were to change, materially different reported resultswould be likely.
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Impact of Recently Issued Accounting Standar ds

In December 2002, the Financia Accounting Standards Board (FASB)issued SFAS No.148, Accounting for Stock-Based Compensation—
Transition and Disclosure, an amendment of FASB Statement No.123. The purpose of the proposed amendment isto enable companies that
choose to adopt the fair value based method to report thefull effect of employee stock options in their financial statementsimmediately upon
adoption. The Company will continueto apply the disclosure-only provisions of SFAS123. See Note 8 of the Notes to the Consolidated
Financia Statements for additional information regarding the Company’ s treatment of stock options. The transition provisions of the statement
are effectivefor fiscal years ending after December15, 2002. The disclosure provisions are effective for financia reports containing condensed
financial statementsfor interim periods beginning after December15, 2002.

InNovember 2002, the FASB published interpretation No,45 “ Guarantor’ s Accounting and Disclosure requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others’. The Interpretation expands on the accounting guidance of Statements No.5, 57, and 107 and
incorporates without changethe provisions of FASB Interpretation No.34, which is being superseded. The Interpretation elaborates onthe
existing disclosure requirements for most guarantees, including loan guarantees such as standby lettersof credit. It also clarifies that at thetime
acompany issues a guarantee, the company must recognize aninitial liability for the fair value, or market value, of the obligationsit assumes
under that guarantee and must disclose that information in itsinterim and annual financial statements. The initial recognition and measurement
provisions apply on a prospective basisto guarantees issued or modified after December31, 2002, regardless of theguarantor’s fiscal year-end.
The disclosure requirementsin the Interpretation are effective for financial statements of interim or annual periods ending after December15,

2002. We arecurrently evaluatingwhat effect the adoption of the recognition and measurement provision of this statement will have on the
Company’s consolidated financial statements.

InJune 2002, the FASB issued SFAS No.146, “ Accounting for Costs Associated with Exit or Disposal Activities.” SFAS N0.146 applies to
costs associated with an exit activity (including restructuring) or with a disposal of long-lived assets. Those activities can include eiminating or
reducing product lines, terminating employees and contracts, and relocating plant facilities or personnel. Under SFAS No.146, a company will
record aliability for a cost associated with anexit or disposal activity when that liability is incurred and can be measured at fair value. Under
current rules, companies can record a liability for restructuring costs when a commitment to a plan of action is made. SFAS No0.146 will require
a company to disclose information about its exit and disposal activities, the related costs, and changes in those costs in the notes to the interim
and annual financial statementsthat includethe period in which an exit activity isinitiated and in any subsequent period until the activity is
completed. SFAS N0.146 is effective prospectively for exit or disposal activities initiated after December31, 2002, with earlier adoption
encouraged. Under SFAS N0.146, a company may not restate its previoudy issued financial statements, and the new statement grandfathers the
accounting for liahilities that a company had previoudly recorded under Emerging Issues Task Force Issue 94-3.

InApril 2002, the FASB issued SFAS N0.145, Rescission of FASB Statements No.4, 44, and 64, Amendment of FASB Statement No.13, and
Technical Corrections as of April 2002 (SFAS145), whichis effective for fiscal yearsbeginning after May15, 2002. SFAS145 rescinds SFAS4
and SFAS64, whichrequired that all gainsand losses from extinguishment of debt be aggregated, and if material, classified as an extraordinary
item. Asaresult, gainsand losses from extinguishment of debt be aggregated, and if material, classified asan extraordinary item. Asaresult,
gainsand losses fromdebt extinguishment are to be classified as extraordinary only if they meet the criteriaset forth in Accounting Principles
Board Opinion No.30, Reporting the Results of Operations— Reporting the Effectsof Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Eventsand Transactions. SFAS145 also requiresthat sale-leaseback accounting be used for capital lease
modifications with economic effects similar to sale-leaseback transactions. We do not expect implementationto have a significant effect onits
results of operation or consolidated financial condition.

InJune 2001, the FASB issued SFASN0.143, Accounting for Asset Retirement Obligations, which requires that thefair value of aliability for
an asset retirement obligation be recognized in the period in which
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itisincurred if areasonable estimate of fair value can be made. The associated asset retirement costs would be capitalized as part of the
carrying amount of the long-lived asset and depreciated over the lifeof the asset. The liability is accreted at the end of each period through
charges to operating expense. If the obligation is settled for other than the carrying amount of the liability, a company will recognize a gain or
loss on settlement. The provisions of SFASN0.143 are effective for fiscal years beginning after Junel5, 2002. We have not yet determined the
impact, if any, of the adoption of SFASN0.143.

InJune 2001, the FASB issued SFASN0.141, “Business Combinations,” and SFASN0.142, “Goodwill and Other Intangible Assets.”
SFASNO0.141 requires all business combinations initiated after June30, 2001 to be accounted for using the purchase method. SFASNo0.142
requires the use of a non-amortization approach to account for goodwill and other intangible assetswith indefinite lives. In addition,
SFASNO0.142 requires that acquired intangible assets be separately identified and amortized over their individual useful lives. We were required
to adopt these statements beginning Januaryl, 2002. As the Company does not have goodwill or any intangible assets with indefinite useful
lives, theadoption of these standards did not have animpact on our financial position or results of operations.

In August 2001, the FASB issued SFASN0.144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFASNo0.144 addresses
the financial accounting and reporting for theimpairment or disposal of long-lived assets. SFASN0.144 supersedes SFASN0.121 but retains
SFASNo0.121's fundamental provisions for recognition and measurement of impairment of long-lived assets to be held and used and
measurement of long-lived assets to be disposed of by sale. SFASN0.144 also supersedes the accounting and reporting provisions of
Accounting Principles Board (“*APB”) Opinion No.30 for segments of a businessto be disposed of but retains APB Opinion No.30’s
requirement to report discontinued operations separately from continuing operations and extends that reporting to a component of an entity that
either has been disposed of or is classified as held for sale. SFASN0.144 became effective for the Company beginning January1, 2002.
Adoption of SFASN0.144 as of Januaryl, 2002 did not have a material impact on our financial position or results of operations.

Resultsof Operations

The followingtable sets forth our consolidated statements of operations expressed asa percentage of revenue for the periods indicated.

Years Ended December 31,

2002 2001 2000
(as a percent of revenue)
Revenue 100.0 % 100.0 % 100.0 %
Cost of revenue 93.1 1774 974
Gross margin 6.9 (77.4) 2.6
Operating expenses:
Research and development 46.5 47.7 221
Salesand marketing 16.1 28.1 29.9
General and administrative 19.8 18.0 8.2
Restructuring and impairment charges 9.2 16.2
Amortization of deferred stock compensation 12.3 23.7 21.0
Total operating expenses 103.9 133.7 81.2
Loss from operations (97.0) (211.1) (78.6)
Interest income 1.0 3.7 19
Interest expense (2.9) (0.8) (0.1)
Other, net
Net loss (97.9 )% (208.2 )% (76.8)

%
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Year Ended December 31, 2002 Comparedto Year Ended December 31, 2001

Revenue. Revenue for theyear ended December31, 2002 decreased $14.8 million, or 34%, to $28.9million compared to $43.6million for the
same period in 2001. For theyear ended December31, 2002, salesof our cradle products decreased by $9.6million, OEM product sales
decreased by $6.9million, PC card product sales increased by $500,000 and non-recurring engineering revenue increased by $1.2million
compared to the same period in 2001. The overall decrease in product sales is due to the weakness in demand for wireless products and
decreases in demand for wireless access services for thetransmission of data during 2002 compared to 2001. Our cradle sales have decreased to
insignificant levels asthe market for these products has decreased significantly. New product sales amounted to $13.5million withthe
introduction of the Merlin C201 PC card based on CDMA technology in January 2002. Sales of existing products decreased by $29.5million.
The results for theyear ended December31, 2002 were negatively impacted by a $1.4million product return of GPRS unitsfrom a European
distributor. The 2002 results include revenuesfor cash received in the Metricom bankruptcy settlement of approximately $1.4million. Revenues
related to the original product shipments that give riseto this settlement had been deferred pending the outcome of bankruptcy proceedings (See
Notell). However, the value of theinventory related to original product shipments wasexpensed in the period Metricom filed for bankruptcy.
Conseguently, the $1.4million recognized as revenue in thethird quarter of 2002 had a 100% gross margin.

Cost of Revenue. Our cost of revenue for the year ended December31, 2002 decreased $50.5million, or 65%, to $26.9million compared to
$77.4million for the same period in 2001. The decrease in cost of revenue was primarily the result of the weaknessin the demand for existing
products of approximately $24.0million, a decrease of $33.5millionin charges for excess and obsolete inventory and a reduction in costs
associated withour manufacturing operating capacity of approximately $3.9million, offset by sales of new products of approximately
$9.8million and anincrease in royalty costs of approximately $1.1million due to an increase in sales of new products with higher royalty costs.

Gross Margin. Our grossmargin for theyear ended December31, 2002 increased by $35.8million, to $2.0million compared to negative
$33.8million during the sameperiod in 2001. The increase in gross marginis due to thelower cost of revenuesduring theyear ended
December31, 2002 compared to the sameperiod in 2001 as described above.

Research and Development. Our research and development expenses for theyear ended December31, 2002 decreased $7.4million, or 36%, to
$13.4million compared to $20.8million for the same period in 2001. The decrease was dueto a decrease in personnel expenses of
approximately $3.4million, as aresult of our restructuring efforts, a decrease in research supplies and expendable equipment of approximately
$2.9million, a decrease in depreciation and facility overhead expenses of approximately $1.0million, a decrease in outside services of
approximately $1.0million, an increase in non-recurring engineering customer payments to us of $800,000 and a decrease in travel costs of
approximately $400,000. The Company reached technological feasibility on certain software development activities and capitalized $102,000
during the year ended December31, 2002 ascompared to $2.3million during the same period in 2001.

Salesand Marketing. Salesand marketing expenses for the year ended December31, 2002 decreased $7.6million, or 62%, to $4.6million
compared to $12.3million for the sameperiod in 2001. The decrease was due to a decrease in personnel expenses of $4.5million, as aresult of
our restructuring efforts, a decrease in advertising and marketing costs of approximately $1.1million, a decrease in facility overhead expenses
of approximately $1.0million, a decrease in travel costs of approximately $700,000 and a decrease in equipment expenses of approximately
$300,000.

General and Administrative. General and administrative expenses for the year ended December31, 2002 decreased $2.1million, or 27%, to
$5.7million compared to $7.8million for the same period in 2001. This decrease was due to a decrease in personnel expenses of approximately
$2.5million, as aresult of our restructuring efforts, a decrease in equipment expenses of approximately $200,000, adecrease in bad debt
expense of approximately $100,000 and a decrease in insurance expense of approximately $100,000, offset by anincrease in allocated facility
and overhead expenses of approximately $400,000, an increase in professional fees of approximately $200,000 and a changein foreign
currency transaction gain of approximately $200,000.
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This change in foreign currency transaction gains (losses)was the result of a gain of approximately $200,000 in 2001 compared to a $28,000
loss in 2002.

Restructuring and Impairment Charges. Restructuring and impairment charges for the year ended December31, 2002 were $2.7million
compared to $7.1million for the sameperiod in 2001. The 2002 charges wereincurred as aresult of continued restructuring activities during
2002. The costs for 2002 aremade up of personnel termination benefits of $800,000, facility closing and lease obligation costs of

approximately $1.0million and approximately $900,000 of asset impairments. The costsfor 2001 were incurred during thefirst and third
quarters of 2001 and are made up of personnel termination benefits of approximately $2.3million and facility closing, |ease obligation costs of
approximately $2.7million and approximately $2.2million of asset impairments.

The followingtable displays the activity and balances of therestructuring accrual from Januaryl1, 2001 to December31, 2002:

Employee Facility Asset
Termination Closings Impair ments Total

2001

Initial charges $ 2,200,000 $ 2,951,000 $ 1,899,000 $ 7,050,000
Cash payments (2,016,000 ) (773,000 ) (2,789,000 )
Asset impairments (598,000 ) (1,899,000 ) (2,497,000 )
Balance—December31, 2001 $ 184,000 $ 1,580,000 $ 0 $ 1,764,000
2002

Charges $ 778,000 $ 1,002,000 $ 870,000 $ 2,650,000
Cash payments (867,000 ) (981,000 ) (1,848,000 )
Asset impairments (365,000 ) (870,000 ) (1,235,000 )
Balance—December31, 2002 $ 95,000 $ 1,236,000 $ 0 $ 1,331,000

Cash paymentsfor employee separations of $95,000 are expected to be paid over the next six months and cash paymentsfor facility closings of
$1,236,000 are expected to be paid ratably over the next 57months.

Amortization of deferred stock compensation. Amortization of deferred stock compensation for the year ended December31, 2002 decreased
$6.8million or 66%to $3.6million compared to $10.4million for the same period in 2001. This decrease is due to the Company’ s use of the
attribution method of recognizing compensation expense for deferred compensation originating in fiscal 2000 and a reduction in gross deferred
compensation for stock option cancellations during 2001 and during 2002 totaling $1.5million and $1.1million, respectively.

Interest Income. Interest income for the year ended December31, 2002 decreased by approximately $1.4million, or 86%, to $221,000
compared to $1.6 million for the same period in 2001. The decrease is primarily due to reduction in the cash balances in 2002 compared to the
same period in 2001.

Interest Expense. Interest expense of $538,000 for 2002 relatesto theinterest charges on our bank line of credit, including non-cash charges of
$328,000 for theamortization of deferred financing costs and interest on capital leases. Interest expense of $330,000 for 2001 relatesto the
interest charges on our bank line of credit, including non-cash charges of $30,000 for the amortization of deferred financing costs and interest
charges on capital leases.

Net Loss. The net loss for the year ended December31, 2002 decreased $62.6million, or 69%, to $28.3million compared to $90.9million for
the sameperiod in 2001.

Year Ended December 31, 2001 Comparedto Year Ended December 31, 2000
Revenue. Revenue for 2001 decreased $17.6million, or 29%, to $43.6 million compared to $61.2million for 2000. For the year ended

December31, 2001, sales of our PC cards increased by $13.9million, while sales of our cradle products decreased by $30.2million and OEM
product sales decreased by $1.3million. The
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overall decrease in products is due to theindustry wide decrease in demand for wireless products and decrease in demand for wireless access
services for thetransmission of data during 2001 compared to 2000. New products contributed $12.1million with theintroduction of the
Minstrel 540 Wireless Modem for the HPJornada Pocket PC in October 2000, the Minstrel S for the Handspring TMW/isor TMn October 2000,
the Merlin Wireless PC Card for Metricom’s128 kbps Ricochet network in November 2000, the Minstrel m500 for the Palm m500 in July
2001, the G101 and G201 PC card for the GPRS network in November 2001 and the C200 PC card for the CDMA network in November 2001.
Sales of existing products decreased by $29.6million.

Cost of Revenue. Our cost of revenue for 2001 increased $17.9million, or 30%, to $77.4million compared to $59.6millionin 2000. The
increase in cost of revenue wasprimarily theresult of $34.5million of charges relating to excess and obsolete inventory recorded during 2001,
attributabl e to the industry wide decrease in demand for wireless products, costs attributable to sales of new products (approximately
$7.8million), offset by a decrease in costs associated with the production and sales of existing products (approximately $24.4million). See Note
4 in the consolidated financial statements.

Gross Margin. Our grossmargin for 2001 decreased by $35.4million to negative $33.8million compared to $1.6million in 2000.

Research and Development. Our research and devel opment expenses for 2001 increased $7.3million, or 54%, to $20.8million compared to
$13.5million in 2000 in connection with theintroduction of these new products during fiscal 2001. The increase wasdue to an increasein
personnel expenses of approximately $3.1million, an increase in research supplies and expendable equipment of approximately $2.9million, an
increase in depreciation and facility overhead expenses of approximately $2.6million, an increase in outside consulting services of
approximately $1.0million, an increase in travel costs of approximately $300,000, offset by non-recurring engineering customer
reimbursements of approximately $500,000. During the second quarter of 2001, the Company reached technologica feasibility with regardsto
certain software development activities and subsequently capitalized approximately $2.3 million during year ended December31, 2001
compared to none in 2000.

Salesand Marketing. Sales and marketing expenses for 2001 decreased $6.0 million, or 33%, to $12.3million compared to $18.3million in
2000. The decrease was the result of a decrease in advertising and marketing costs of $3.3million and a decrease in facility overhead expenses
of approximately $700,000, decrease in travel costs of approximately $200,000, offset by an increase in personnel expenses of approximately
$500,000, an increase in consulting and outside services of approximately $100,000 and an increase of $100,000 to support new products and
to expand distribution channels. Inaddition, included in sales and marketing expense in 2000 is a one-timenon-cash charge of approximately
$2.3million for thebeneficial conversion feature relating to preferred stock issued to a qualified institutional buyer in a private offering.
Concurrent with this private offering, the Company entered into a product purchase and licensing agreement with the sameinvestor.

General and Administrative. General and administrative expenses for 2001 increased $2.8million, or 56%, to $7.8million compared to
$5.0million in 2000. Thisincrease was due an increase in facility and overhead expenses of approximately $2.4million, an increase in insurance
expenses of approximately $600,000, a decrease in the foreign currency exchange gains of approximately $400,000, an increase in professiona
fees of approximately $200,000 and an increase in other general expenses of approximately $300,000, offset by a decrease in personnel
expenses of approximately $1.1million This change in foreign currency translation was the result of again of approximately $200,000 in 2001
compared to again of approximately $500,000 in 2000.

Restructuring and Impairment Charges. Restructuring and impairment charges for the year ended December31, 2001 amounted to $7.1million
as aresult of the implementation of our operational restructuring plan (see Note 2 in the accompanying consolidated financial statements).
These costs are made up of personnel termination benefits approximating $2.3million, facility lease termination and other closure costs of
approximately $2.6million and approximately $2.2million of asset impairments.
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Amortization of deferred stock compensation. Amortization of deferred stock compensation for 2001 decreased $2.4million to $10.4million
compared to $12.8million in 2000. This decrease is due to the Company’ s use of the attribution method for deferred compensation originating
infiscal 2000 and a reduction in gross deferred compensation for stock option cancellationsin 2001 totaling $1.5million.

Interest Income. Interest income for 2001 increased $400,000 to $1.6 million compared to $1.2million in 2000. The increase was due to
income from the investment of proceeds fromour initia public offering completed in November 2000.

Interest Expense. Interest expense of $43,000 for 2000 relatesto theinterest charges on capital leases. Interest expense of $330,000 for 2001
relates to theinterest charges on our bank line of credit andinterest charges on capital |eases.

Net Loss. The net loss for 2001 increased $44.0million, or 94%, to $90.9 million compared to $46.9million in 2000.
Liquidity and Capital Resour ces

During the fourth quarter of 2002, management determined that wehad insufficient working capital to continue operations through the second
quarter of 2003. Asa consequence, on March12, 2003, we entered into a series of agreements, including the Securities Purchase Agreement
(the “Purchase Agreement”) with a group of investors (the “Investors’) in connection with the private placement of $3.25 million of convertible
debt and equity securities, and the issuance of up to $3.505 of equity securities in satisfaction of outstanding third-party obligations. Asaresult
of these agreements, we completed, or agreed to complete subject to stockholder approval, for whichwe have scheduled a Special Meeting of
Stockholders for April30, 2003, the following transactions which are collectively referred to as the* Private Placement Transactions’:

*On March13, 2003, wereceived cash of $1.2millionin exchangefor issuing $1.2million of secured subordinated convertible promissory
notes (the “Initial Convertible Notes’), convertible subject to stockholder approval into newly authorized SeriesB Stock, and Common
Stock, and warrants to purchase an aggregate of 857,143 shares of Common Stock;

*Upon receiving Stockholder approval, we agreed to sell 2,050 additional shares of SeriesB Stock and warrants to purchase an aggregate
of 1,983,929 shares of Common Stock in exchange for $2.05million in cash; and

*Upon receiving Stockholder approval, we agreed to issue $3.505million of secured subordinated convertible promissory notes (the
“Additional Convertible Notes,”) to thelnvestors in satisfaction of presently outstanding third-party obligationsto be acquired by the
Investors from Sanmina-SCI Corporation (the “ Sanmina Obligations’). The Investors agreed subsequently to convert the Additional
Convertible Notes into 3,505 shares of Series B Stock. The purchase of the Sanmina Obligations by the Investors is conditioned upon us
receiving stockholder approval for the Private Placement Transactions asmore fully described in Note2 to the Consolidated Financial
Statements.

Approval of the Private Placement Transactionsis sought in order to satisfy the stockholder approval requirements contained in our listing
agreement with The Nasdaq Stock Market (“*Nasdaq”). Our listing agreement with Nasdaq requires stockholder approval for any issuance of
common stock or securities convertible into or exercisable for shares of common stock when theissuance or potential issuance (i)may resultin
achange in control of the issuer or (ii)will result in the issuance of securities at a per share price below the then current quoted bid price or
book value per share and which in the aggregate represent 20% or more of the value, or 20% or more of thevoting power, of thethen
outstanding common shares. Upon completion of the Private Placement Transactions and conversion of the Additional Convertible Notes to
equity, whichis scheduled to be completed four quarters after stockholder approval, or sooner at the Investors eection, and assuming we do not
issue additional sharesof capital stock of amaterial number in the interim, the Investors collectively will hold morethan 50% of our capital
stock and more than 50% of the voting power
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of our capita stock and will have paid a price per shareless than the quoted bid price per share of the Common Stock as of the date the
agreements were executed. The Convertible Notes convert into a number of shares of SeriesB Stock equal to the total amount outstanding
divided by $1,000. The SeriesB shares are convertible into shares of Common Stock equal to thetotal amount outstanding divided by $0.70.

If stockholder approval isnot obtained, we would not be ableto complete the Private Placement Transactions, and would not have sufficient
working capital to continue operations. In addition, if stockholder approval is not obtained, the holders of thelnitial Convertible Notes would
be entitled to requirethat we repay the indebtedness evidenced by the Initial Convertible Noteswithin 60days followingthe termination of the
Purchase Agreement either in cash or in shares of Common Stock, subject to Nasdaq' srules and regulations. Moreover, given the recent quoted
market price per share of our Common Stock, stockholder approval is all but required for practically any issuance of equity securities that
would generate net proceeds sufficient to maintain operations through theremainder of the calendar year. Because of the length of time required
to negotiate an alternative transaction with prospective investors and assuming such transaction were anequity issuance or anissuance of
securities convertible into or exercisable for our equity securities, we would have to present it to the Company’ s stockholders for approval, and
inlight of our current financial condition, it isunlikely that we would be able to continue operations long enough to pursue an alternative source
of financing.

If we continueto experience negative cash flow, we may be required to raise additional fundsthrough the private or public sale of additional
debt or equity securities or through commercia bank borrowings to fund our working capital requirements and anticipated capital expenditures.
Our ahility to obtain additional capital will depend on financial market conditions, investor expectations for the wireless technology industry,
the national economy and other factors outside our control. There can be no assurance that such additional financing will be available on
acceptable terms, or at all. If needed, thefailure to secure additional financing would have a material adverse effect on our business, financial
condition and operating results and may impair our ability to continue at the current level or cause usto cease our operations. Our auditors
report in our 2002 Consolidated Financial Statements wasmodified to highlight an uncertainty about our ability to continue as a going concern.

Since our inception, we have funded our operations primarily through salesof our equity securities and the issuance of debt instruments, andto
alesser extent, capital |ease arrangements and borrowingsunder our line of credit. To date, gross proceeds from these transactions have totaled
approximately $179.3 million, including gross proceeds from our initial public offering in November 2000 of $56million, gross proceeds from
the exercise of the underwriters over-allotment option in December 2000 of $8.2million, gross proceeds fromthe SeriesA Redeemable and
Convertible Preferred Stock financingin December 2001 of approximately $27.2million and gross proceeds from the common stock issuancein
September 2002 of approximately $2.8million. At December31, 2002, we had approximately $1.6million in cash and cash equivaents and
borrowings under our line of credit of $2.2million.

We are party to a credit facility with Silicon Valley Bank, Commercia Finance Division, which allowsthe Company to borrow up to the lesser
of $5million at any one time outstanding or 65% of eligible accounts receivable balances. This credit facility bearsinterest at primeplus
2.75%, provided that the interest ratein effect shall not be lessthan 7% (7.00% at December 31, 2002), is secured by substantially all of the
assets of the Company and expires on November28, 2003. Asof December31, 2002, $2.2million of borrowings, the maximum ligible
borrowings, were outstanding under this facility.

We currently anticipate the current working capital, including budgeted cash flow and available borrowingsunder our credit facility, will be

insufficient to meet our working capital requirements and anticipated capital expenditures through approximately theend of the second quarter
of 2003. Asprevioudly discussed, on March12, 2003, we entered into a transaction to raise gross cash proceeds of $3.2million and $3.5million
of debt forgiveness, subject to shareholder approval. If thetransaction is approved by the shareholders, the debt forgiveness and cash received
under this transaction is expected to provide the Company sufficient working capital until we achieve break even cash flow. There can be no
assurance that the Company will achieve break-even cash flow. If we continue to experience negative cash flow, we may be required to raise
additional funds through the private or public sale of additional debt or equity securities or
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through commercial bank borrowings to fund our working capital regquirements and anticipated capital expenditures. Our ability to obtain
additional capital will depend on financial market conditions, investor expectations for the wireless technology industry, the national economy
and other factors outside our control. There can be no assurance that such additional financing will be available on acceptableterms, or at all. If
needed, the failureto secure additional financing would have a material adverse effect on our business, financial condition and operating results
and may impair our ability to continue our operations at their current level.

The accompanying consolidated financial statements contemplate the realization of assets and satisfaction of liabilitiesin the normal course of
business. There can be no assurance that the plans discussed above will be successful or that we will become profitable or generate positive
cash flows. If wefail to complete the Private Placement Transaction and fail to significantly increase revenues, collect accounts receivable
balances and reduce costs, we will continue to experience losses and negative cash flowsfrom operations, we might not be able to continue as a
going concern. Consequently, assets and liabilities might not be realized and settled in thenormal course of business.

For the years ended December31, 2002, 2001 and 2000, we used net cash in operating activities of $28.7million, $55.4million and
$41.0million, respectively. Our operating activities during the year ended December31, 2002, included a useof cash to fund our net loss of
$28.3million, which includes depreciation and amortization expense of approximately $4.6million and a $3.6 million non-cash charge for
deferred compensation expensesrelated to stock optionsissued to employees during 2000. During the year ended December31, 2002, we used
cash by decreasing inventory purchase commitments by $6.4 million, decreasing accounts payable by $5.4million, decreasing accrued expenses
by $1.3million and decreasing the restructuring accrual by $100,000, offset by cash generated from decreasing inventories by $1.2million,
increasing deferred revenues by $641,000, decreasing prepaid expenses and other assets by $305,000 and decreasing accounts receivable by
$270,000.

Our net cash used ininvesting activities during the year ended December 31, 2002 was $300,000, whichincluded purchases of property and
equipment of $200,000 and capitalized software development costs of $100,000. Our net cash used in investing activities during theyear ended
December31, 2001 was $10.3 million, which included purchases of property and equipment of $5.9million, capitalized software devel opment
costs of $2.3million and purchases of intangibles of $2.2million. Our net cash used in investing activities during the year ended December31,
2000 was$11.4million, whichincluded purchases of property and equipment and purchases of intangibles.

Cash provided from financing activities during the year ended 2002 was $1.5million, which consists of net cash proceeds from the issuance of
common stock of $2.4million, borrowingson our line of credit of $700,000 and the exercise of stock options and proceeds from stock purchase
plan of approximately $400,000, offset by $1.6million of cash used to repurchase stock as part of the Sanmina litigation settlement (see
Notel0), $200,000 of cash used for offering costsfor the SeriesA preferred stock offering in December 2001 and $200,000 of payments under
capital lease obligations. For the years ended December31, 2001 and 2000, net proceeds from financing activities amounted to $28.0million
and 93.8million, respectively.

Our common stock islisted on The NASDAQ Stock Market’s National Market. On March27, 2003, we applied to transfer thelisting of our
common stock to The Nasdag SmallCap Market because weno longer complied with The Nasdag National Market’ s minimum stockhol der
equity requirement of $10million. Securities listed on the SmallCap Market may have less visibility and demand than securities listed on the
National Market. Asaresult, we cannot provide assurance that the average daily trading volume for our common stock whilelisted onthe
SmallCap Market will be asgreat as theaverage daily trading volume of our common stock whileit was listed on the National Market. In
addition, we cannot assure whether or by whenwe might qualify to return the listing of our common stock to the National Market.
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Contractual Obligations and Commercial Commitments

The following summarizes our contractual obligationsand other commitments at December31, 2002, and the effect such obligations could
have on our liquidity and cash flow in future periods:

Payments Dueby Fiscal Year

2003 2004 2005 2006 2007
Inventory purchase $ 3983000 $ — 3 — 8 — 3 —
commitments
Employee separation 95,000 — — — —
obligations
Capital lease and other 143,000 40,000 — — —
obligations
Operating leases 1,824,000 1,462,000 939,000 539,000 331,000
Total contractual cash $ 6045000 $ 1502000 $ 939000 $ 539000 $ 331,000
obligations

Related Party Transactions

We sdll products to Airlink Communications, Inc., (“Airlink™) awireless software infrastructure business, which integrates our modems into
their products. Airlink’s Chairman of the Board and Airlink’s principal stockholder isaso amember of Novatel’s Board of Directorsand a
stockholder of Novatel. Sales to Airlink were $47,000 and $1,746,000 for the year ended December31, 2002 and 2001, respectively.
Receivables from Airlink amounted to $276,000 asof December31, 2002 and $778,000 as of December31, 2001. In May 2001, Novatel and
Airlink entered into a $1.6million secured promissory note agreement for the payment of products sold to Airlink. The first payment of
$300,000, plus accrued interest was paid by Airlink on Septemberl, 2001, and the remaining principal balance, plus accrued interest, was due
in eight equal monthly installmentswith thefinal payment due May1, 2002. The note accrued interest at prime plus 3% (7.25% at December31,
2002) and was secured by all of Airlink’s assets. Novatel hassold similar productsto other parties at unit prices similar to those under our
arrangement with Airlink.

In September 2001, weentered into a second agreement with Airlink for the payment of $1.1million for additional products shipped to Airlink
during September 2001. In December 2001, Airlink returned $750,000 of the products shipped to Airlink during September 2001. At
December31, 2002 and 2001, thereceivable from Airlink under this agreement was $375,000 and $393,000, respectively, which includes
accrued interest. In accordance with Staff Accounting Bulletin No.101, “ Revenue Recognition in Financial Statements’ we will record revenue
under this agreement whenthe collection of thereceivable becomes reasonably assured. No revenues were recorded pursuant to this agreement
in 2002 or 2001.

During the first quarter of 2002, Airlink became delinquent in making scheduled payments under the termsof the above agreements and after
substantial negotiations and evaluating various collection alternatives, in May, 2002, Novatel and Airlink entered into an Agreement and Plan
of Reformation which terminated and combined the two previous separate agreements into one secured promissory note for approximately
$950,000 which is secured by substantially all of Airlink’s assets. Consistent with the previous notes, Airlink’s Chairman of the Board has also
personally guaranteed this promissory note. The terms of this note provided for Airlink to pay us afirst payment of $70,000 in June 2002,
whichwas paid, aswell as aspecified percent of Airlink’sgrossmonthly cash receipts. The outstanding balance of the note at December31,
2002 was$650,000. The note accruesinterest at prime plus 3% (7.25% at December31, 2002). No cash has been received in 2003 from
Airlink. We have sold Airlink on a prepayment basis, $7,000 during the period Januaryl, 2003 to March26, 2003. The balance from Airlink at
February28, 2003 is $658,000. Airlink isalso delinquent in making scheduled payments under thisagreement and we are evaluating our lega
remedies under the guarantee agreement. InJanuary 2003, we sent Mr.Steven Sherman demand letters requesting immediate payment under the
personal guarantee. No payment has been received to date. During 2002, Mr.Sherman performed certain consulting services for the Company
and was paid $55,000.

On June30, 2000, Aether Capital, LLC, purchased $20million of the Company’s SeriesD convertible preferred stock. Aether Capital, LLCis
the investmentarm of Aether Systems, Inc., which is the sole member of Aether Capital, LLC. David S. Oros, one of Novatel’ s directors, who
joined the Company’ s board
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in July 2000, serves asChairman, Chief Executive Officer and President of Aether Systems, Inc. Mr.Oroswas also a director of OmniSky
Corporation, in which Aether Systems, Inc. was an investor. Asaresult of this capital transaction, OmniSky Corporation, a one-time significant
customer, became arelated party and we commenced recording sales to OmniSky as “ Revenue-Related Parties’ in the third quarter of 2000.
Sales to Omni Sky amounted to $1,901,000 for theyear ended December31, 2001. Receivablesfrom OmniSky Corporation amounted to
$44,000 and $143,000 asof December3l, 2002 and 2001, respectively, which has been fully reserved, as aresult of OmniSky’s December
2001 filing for Bankruptcy protection. Aspart of this settlement, we received a payment of $99,000 during 2002.

In December 2001, we entered into a softwarelicense, maintenance and support agreement with Aether Capital LLC. Under this agreement, we
purchased a software license from Aether Capital LLC for $870,000 and a one-year maintenance and support service agreement for $130,000.
During 2002, we paid $950,000 under this agreement and the remaining $50,000 isincluded in “ Accounts Payable” at December31, 2002 and
is payable in 2003. Simultaneoudly with thislicense agreement, Aether Capital LLC purchased 3,000 shares of our SeriesA Preferred Stock for
a purchase price of $3.0million and received warrants to purchase up to 77,922 shares of the Company’s common stock at an exercise price of
$18 per share. The terms and conditions of this investment by Aether Capital LLC were identical to those on which other investors purchased
shares of our SeriesA Preferred Stock in December 2001. Inthe fourth quarter of 2002, wedecided not to pursue further development of the
technology related to thislicense, and accordingly, an impairment charge of $870,000 was recorded.

We utilized an entity to provide technical support services for $16,000 per month through June30, 2002. The Company’s former Chairman and
Chief Executive Officer was a board member and an option holder of thisentity. Payments made to this entity during theyear ended
December31, 2002 and 2001 were $96,000 and $62,000, respectively.

During 2001, we made payments of approximately $169,000 to Centurion Wireless Technologies, Inc., (“Centurion”) in connection with the
purchase of certain wireless modem antennae. Centurion is a portfolio company of Cornerstone Equity Investors, LLC (“Cornerstone”.) Two of
Cornerstone’ s managing directors serve on Novatel’ sboard of directors and Cornerstone is a stockholder of Novatel. There wereno purchases
from Centurion during 2002. In July 2002, we paid the final payable balance of $41,000 to Centurion.

Item7a. Quantitative and Qualitative Disclosures About Market Risk

Wedo not currently use derivative financial instruments. We generally place our cash and short-term investments in high-credit quality
instruments, primarily U.S. Government obligationsand corporate obligationswith contractual maturities of lessthan one year. These
investments arenot held for trading or other speculative purposes. Changesin interest rates affect theinvestment income we earn on our
investments and therefore, impact our cash flows and results of operations. The Company’s credit facility and related interest cost on
borrowings is affected by thevariations in the U.S. prime rate of interest. As of December31, 2002, we had $2,234,000 outstanding under our
lineof credit. A 2% change in the primerate would result in additional interest of $45,000 based on the $2.2million outstanding under our line
of credit at December31, 2002. We do not expect any material loss fromour cash and cash equivalents and therefore believe that our potential
interest rate exposure is not material; however, these investmentsare subject to interest rate risk. We do not currently enter into foreign
currency hedge transactions. Through December31, 2002, we had a foreign currency loss of approximately $28,000 recorded in general and
administrative expenses asaresult of foreign currency exchange transactions related to our Canadian subsidiary. Revenues generated outside
the United States, as a percentage of total revenues were 11% for the year ended December31, 2002 and 16% for the year ended December3l,
2001. Fluctuations in foreign exchange rates could impact future operating results.

Item8. Financial Statements and Supplementary Data
The index to our Consolidated Financial Statements and the Independent Auditors Report appears in Part IV of this form 10-K.
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Item9. Changesin and Disagreements With Accountants On Accounting and Financial Disclosure

OnJuly17, 2002, the Board of Directors of the Company, upon the recommendation of its Audit Committee, dismissed Arthur Andersen LLP
(“Arthur Andersen” or “AA”) as the Company’sindependent public accountants and engaged KPMG LLP (“KPMG”) to serveas the
Company’ s independent public accountants for the year ending December31, 2002.

Arthur Andersen’ s reports on the Company’ s consolidated financial statementsfor each of theyears ended December31, 2001 and 2000 did
not contain an adverse opinion or disclaimer of opinion, nor werethey qualified or modified as to uncertainty, audit scope or accounting
principles.

In connection with its audits for the Company’ s years ended December31, 2001 and 2000 and through July17, 2002, there wereno
disagreements between the Company and Arthur Andersen on any matter of accounting principle or practice, financial statement disclosure, or
auditing scope or procedure which, if not resolved to AA’s satisfaction, would have caused AA to make reference to the subject matter in

connection with AA’ s report on the Company’ s consolidated financial statementsfor such years; and there were no reportable events as defined
in [tem304(a)(1)(v) of RegulationS-K.

During the years ended December31, 2001 and 2000 and through July17, 2002, the Company did not consult KPMG with respect to the
application of accounting principles to a specified transaction, either completed or proposed, or the type of audit opinion that might be rendered

on the Company’ s consolidated financial statements, or any other mattersor reportable events listed in Items 304(a)(2)(i) and (ii)of
RegulationS-K.

PART I

Item10. Directors and Executive Officersof the Registrant

(8) Identification of Directors. The information under the caption “Election of Directors,” appearingin the Proxy Statement to be filed for the
2003 Annual Meeting of Shareholdersisincorporated herein by reference.

(b) Identification of Executive Officers. The information under the caption “Certain Information with Request to Executive Officers,”
appearing in the Proxy Statement to be filed for the 2003 Annual Meeting of Shareholders isincorporated herein by reference.

(c) Compliance with Section16(a) of the Exchange Act. The information under the caption “Compliance with Federal Securities Laws,”
appearing in the Proxy Statement to be filed for the 2003 Annual Meeting of Shareholders isincorporated herein by reference.

[tem11. Executive Compensation

The information under the heading “ Executive Compensation and Other Information” appearing in the Proxy Statement to be filed for the 2003
Annual Meeting of Shareholdersis incorporated herein by reference.

Item12. Security Ownership of Certain Beneficial Owners and Management

The information under the headings*“ Principal Stockholders’ appearing in the Proxy Statement to be filed for the 2003 Annual Meeting of
Shareholders isincorporated herein by reference.

Item13. Certain Relationships and Related Transactions

The information under the headings*“ Principal Stockholder Certain Relationships and Related Transactions,” appearing in the Proxy Statement
to be filed for the 2003 Annual Meeting of Shareholders isincorporated herein by reference.
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Item14. Controls and Procedures

The Company maintainsdisclosure controls and procedures that aredesigned to ensure that information required to be disclosed in the
Company’ s reports required to be filed under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and
reported within thetime periods specified in the Securities and Exchange Commission’ srules and forms, and that such informationis
accumulated and communicated to the Company’ s management, includingits Chief Executive Officer and Chief Financial Officer, as
appropriate, to allow timely decisions regarding required disclosure. Indesigning and evaluating the disclosure controls and procedures,
management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving the desired control objectives, and management isrequired to apply its judgment in evaluating the cost-benefit relationship of
possible controls and procedures.

Within 90days prior to thedate of this report, the Company carried out an evaluation, under the supervision and with the participation of the
Company’ s management, including the Company’s Chief Executive Officer and the Company’s Chief Financia Officer, of the effectiveness of

the design and operation of the Company’ s disclosure controls and procedures. Based on theforegoing, the Company’s Chief Executive Officer
and Chief Financial Officer concluded that the Company’ s disclosure controls and procedures were effective.

There have been no significant changesin the Company’sinternal controlsor in other factors that could significantly affect theinternal controls
subsequent to the date the Company completed its evaluation.

PART IV

Item15. Exhibits, Financial Statement Schedules and Reports On Form8-K

(a)1.Index to Consolidated Financial Statements

See Index to Consolidated Financial Statements and financial statement schedules.

(8)2.Index to Financial Statement Schedules

The following Financial Statement Schedules for the years ended December 31, 2002, 2001 and 2000 should be read in conjunction with
the Consolidated Financial Statements, and related notes thereto.

Schedule Page
Schedulell— Vauation and Qualifying Accounts 75

Schedules not listed above have been omitted because they are not applicable or are not required or the information required to be set
forth therein isincluded in the Consolidated Financial Statements or notes thereto.
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(8)3.Exhibits

The following Exhibits are filed aspart of, or incorporated by reference into, this Report on Form10-K:

Exhibit
Number Description
3.1(1) Certificate of Incorporation.
3.2(4) Caetificate of Designation of SeriesA Convertible Preferred Stock.
3.3(1) Bylaws.
4.1(2)  Specimen Common Stock Certificate.
4.2(4)  Specimen SeriesA Convertible Preferred Stock Certificate.
4.3(4)  Form of Common Stock Purchase Warrant.
4.4(5) Warrant to Purchase Stock, dated as of November29, 2001, by and between the Company and Silicon Valley Bank
45(5)  Form of Common Stock Purchase Warrant issued in connection with the Company’s SeriesB Convertible Preferred Stock
4.6(5)  Form of Common Stock Purchase Warrant issued in connection with the Company’ s SeriesC Convertible Preferred Stock
4.7(5)  Form of Common Stock Purchase Warrant issued in connection with the Company’ s SeriesC Debentures
4.8(5) Form of Common Stock Purchase Warrant issued in connection with the Company’s SeriesD Convertible Preferred Stock
4.9(7)  Form of Securities Purchase Agreement.
4.10(7)  Form of Secured Convertible Subordinated Note
4.11(7)  Form of Secured Convertible Subordinated Note
4.12(7)  Form of Common Stock Purchase Warrant
4.13(7)  Form of Security Agreement
4.14(7)  Form of Certificate of Designation with respect to SeriesA Stock
4.15(7)  Form of Certificate of Designation with respect to SeriesB Stock
4.16(7)  Form of Registration Rights Agreement
10.1(3) 1997 Stock Incentive Plan, as Amended and Restated.
10.2(6) 2000 Stock Incentive Plan, as Amended and Restated.
10.3(3) 2000 Employee Stock Purchase Plan.
10.4(2) Amended and Restated Registration Rights Agreement, dated asof Junel5, 1999, by and among Novatel Wireless, Inc.
and some of its stockholders.
10.5(2) Amended and Restated Investors' Rights Agreement, dated as of June30, 2000, by and among Novatel Wireless, Inc. and
some of itsstockholders.
10.6(2)  Form of Indemnification Agreement between Novatel Wireless, Inc. and each of its officers and directors.
10.7(5)  Loan and Security Agreement, dated as of November29, 2001, by and between the Company and Silicon Valley Bank.
10.8(5)  Silicon Valley Bank Registration Rights Agreement, dated as of November29, 2001, by and between the Company and
Silicon Valley Bank.
10.9(6)  Silicon Valley Bank Antidilution Agreement, dated as of November29, 2001, by and between the Company and Silicon
Valley Bank.
10.10(2)  Reda Property Sublease dated as of July7, 2000, by and between Sicor Inc. (formerly Gensia Sicor, Inc.) and Novatel
Wireless, Inc., for 9360 Towne Centre Drive, San Diego, California
10.11(2) Rea Property Lease, dated as of Februaryl, 1997, by and between Novatel Wireless Technologies Ltd. and Sun Life
Assurance Company of Canada, for 6715 8th St., N.E., Calgary, Alberta.
*10.12(2)  Employment Agreement, dated as of July24, 2000, by and between Novatel Wireless, Inc. and John Mgjor.
*10.13(2) Employment Agreement, dated as of August21, 1996, by and among Novatel Wireless, Inc., Novatel Wireless
Technologies Ltd. and Ambrose Tam.
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Exhibit
Number Description
10.14(6) Form of Change of Control Letter Agreement, dated as of May11, 2001, by and between Novatel Wireless, Inc. and several
executives of Novatel Wireless, Inc.
10.15(2) Standard Manufacturing Agreement, dated as of August8, 2000, by and between Novatel Wireless, Inc. and Solectron de
Mexico, SA.deC.V.
10.16(2) First Amendment to Employment Agreement, dated as of September22, 2000, by and among Novatel Wireless, Inc.,
Novatel Wireless Technologies Ltd. and Ambrose Tam.
10.17(6) Settlement Agreement and Mutual General Release, dated as of January12, 2002 by and between Novatel Wireless, Inc. and
Sanmina-SCI Corporation and Sanmina Canada UL C.
10.18(6) Security Agreement, dated as of January12, 2002 executed by Novatel Wireless, Inc. infavor of Sanmina-SCI Corporation.
10.19  Amendment to the Loan and Security Agreement, dated as of November21, 2002, by and between the Company and Silicon
Valley Bank.
21(1)  Subsidiaries of Novatel Wireless, Inc.
231  Consent of KPMG LLP, Independent Auditors
23.2  Notice regarding consent of Arthur Andersen LLP
24 Power of Attorney (See signature page)
99.1  Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

(1) Incorporated by reference to the Company’s annual report on Form10-K for the year ended December31, 2000.

(2)  Incorporated by reference to the Company’s Registration Statement on Form S-1 (N0.333-42570), filed November14, 2000, as
amended.

(3) Incorporated by reference to the Company’s Registration Statement on Form S-8 (N0.333-53692), filed January12, 2001.

(4)  Incorporated by reference to the Company’s current report on Form8-K, filed January18, 2002.

(5) Incorporated by reference to the Company’s Registration Statement on Form S-3 (N0.333-81190), filed January22, 2002, as amended.

(6) Incorporated by reference to the Company’s annual report on Form10-K for the year ended December31, 2001.

(7)  Incorporated by reference to the Company’s current report on Form8-K, filed March28, 2003.

*Management contract or compensation plan or arrangement.

(b)Reports on Form8-K

Current reports on Form8-K, filed March28, 2003.

Supplemental Information

No Annual Report to Stockholders or Proxy materialshave been sent to stockholders asof the date of this report. The Annual Report to
Shareholders and Proxy materia will be furnished to the Company’ s stockholders subsequent to the filing of this report and the Company will
furnish such material to the Securities and Exchange Commission at that time.
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SIGNATURES

Pursuant to the requirements of Section13 or 15(d) of the Securities Exchange Act of 1934, the Registrant hasduly caused this Annua Report
on Form 10-K to be signed on itsbehalf by the undersigned, thereunto duly authorized.

NOVATEL WIRELESS, INC.

By: /s PETERV. LEPARULO

Peter V. Leparulo
Chief Executive Officer

Date: March28, 2003
POWER OF ATTORNEY

Know all men by these presents, that each person whosesignature appears below constitutes and appoints Peter V. Leparulo and Melvin L.
Flowers, or either of them, as histrue and lawful attorneys-in-fact and agents, with full power of substitution, for him and in his name, place and
stead, inany and al capacities, to sign any and all amendments to this Annual Report on Form10-K, and to filethe same, with all exhibits
thereto, and other documentsin connection therewith, withthe Securities and Exchange Commission, granting unto said attorneys-in-fact and
agents, full power and authority to do and perform each and every act and thing requisite and necessary to be done in connection therewith as
fully to dl intents and purposes ashe might or could do in person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or
their substitute or substitutes may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the securities exchange act of 1934, thisannual report on form 10-K has been signed below by the
following per sons on behalf of the registrant and in the capacities and on thedates indicated.

Signature Title Date

/sl PETER V. LEPARULO Chief Executive Officer March28, 2003

Peter V. Leparulo
/s MELVIN L. FLOWERS
Melvin L. Flowers

/s ROBERT GETZ
Robert Getz
/s PENG K. LIM
Peng K. Lim
John E. Mgjor
/s DAVID S. OROS
David S. Oros

(Principal Executive Officer)
Senior Vice President, Finance,
Chief Financia Officer and
Secretary (Principal Financial and
Accounting Officer)
Director

Director

Director
Director
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Signature Title Date
/s DANIEL E. PITTARD Director March28, 2003
Daniel E. Pittard
/sy MARK ROSS| Director March28, 2003
Mark Rossi
/sl STEVEN SHERMAN Director March28, 2003

Steven Sherman
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CERTIFICATIONS

Each of theundersigned, in his capacity asthe Chief Executive Officer and Chief Financial Officer of Novatel WirelessInc., as the case may
be, providesthe following certifications required by 18 U.S.C. Section1350, asadopted pursuant to Section302 of The Sarbanes-Oxley Act of
2002, and 17 C.F.R. 240.13a-14.

Certification of Chief Executive Officer

|, Peter Leparulo, certify that:

1.1 have reviewed this annual report on Form10-K of Novatel Wireless Inc.;

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

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

4. Theregistrant’s other certifyingofficers and | are responsible for establishing and maintai ning disclosure controls and procedures (as
defined in Exchange Act Rules13a-14 and 15d-14) for theregistrant and have:

(a)designed such disclosure controls and procedures to ensure that material information relating to theregistrant, including its
consolidated subsidiaries, is made known to us by otherswithin those entities, particularly during the period in whichthis annual report is
being prepared;

(b)evaluated the effectiveness of theregistrant’s disclosure controlsand procedures asof a date within 90days prior to thefiling date of
this annual report (the “ Evaluation Date”); and

(c)presented in this annual report our conclusions about the effectiveness of thedisclosure controls and procedures based on our
evaluation as of the Evaluation Date;

5.Theregistrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to the registrant’s auditors and the
audit committee of registrant’ s board of directors (or persons performing the equivalent functions):

(a)al significant deficiencies in thedesign or operation of internal controlswhich could adversely affect the registrant’s ability to record,
process, summarize and report financial data and have identified for theregistrant’s auditors any material weaknessesin internal contrals;
and

(b)any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls; and

6.Theregistrant’s other certifyingofficers and | haveindicated in thisannual report whether or not there were significant changes in
internal controls or in other factorsthat could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

/s PETER LEPARULO
Peter Leparulo
President and
Chief Executive Officer
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Certification of Chief Financial Officer

I, Melvin L. Flowers, certify that:

1.1 have reviewed this annual report on Form10-K of Novatel Wireless Inc.;

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

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

4. Theregistrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules13a-14 and 15d-14) for theregistrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made knownto us by otherswithin those entities, particularly during theperiod in whichthis annual report is
being prepared;

(b)evaluated the effectiveness of theregistrant’s disclosure controlsand procedures asof a date within 90days prior to thefiling date of
this annual report (the “ Evaluation Date”); and

(c)presented in this annual report our conclusions about the effectiveness of thedisclosure controls and procedures based on our
evaluation as of the Evaluation Date;

5.Theregistrant’s other certifyingofficers and | have disclosed, based on our most recent evaluation, to the registrant’ s auditors and the
audit committee of registrant’s board of directors (or persons performing the equivalent functions):

(a)al significant deficiencies in thedesign or operation of internal controlswhich could adversely affect the registrant’s ability to record,
process, summarize and report financial data and have identified for theregistrant’s auditors any material weaknessesin internal controls;
and

(b)any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls; and

6.Theregistrant’s other certifying officers and | have indicated in thisannual report whether or not there were significant changes in
internal controls or in other factorsthat could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

/s MELVIN L. FLOWERS
Melvin L. Flowers
Senior Vice President and Chief Financial Officer
Dated: March28, 2003
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INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
Independent Auditors Report

Financia Statement Schedule

42

kY 2 - f—— 2003.

EDGAR Onl i ne,

I nc.

aNN~NOOP~OoODOODBDDMWOWS



Table of Contents

NOVATEL WIRELESS, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents $ 1,571,000
Restricted cash 105,000
Accounts receivable, net of alowancefor doubtful 6,937,000
accounts of $333,000 in 2002 and $294,000 in 2001.
Accounts receivable— related party (Notell) 276,000
Inventories 4,250,000
Prepaid expenses and other 1,561,000
Total current assets 14,700,000
Property and equipment, net 4,101,000
Intangible assets, net 5,054,000
Other assets 192,000
$ 24,047,000
LIABILITIESAND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 6,919,000
Accrued expenses 1,266,000
Inventory purchase commitments (Note 10) 3,983,000
Borrowings under line of credit 2,234,000
Restructuring accrual 1,331,000
Deferred revenues 977,000
Current portion of capital lease obligations 133,000
Total current 16,843,000
lighilities
Long-term inventory purchase commitments (Notel0)
Capital lease obligations, net of current portion 38,000
Convertible and redeemable SeriesA preferred stock, 3,675 665,000
in 2002 and 27,172 in 2001 shares issued and outstanding
(Notes6 and 7)
Commitments and contingencies (Notes2, 3 and 10)
Stockholders' equity:
Preferred stock, par value $.001, 15,000,000 shares 7,000
authorized (Note7) Common stock, par value $.001,
350,000,000 shares authorized, 6,984,823 (2002)and
3,642,917 (2001)shares issued and outstanding
Additional paid-in capital 238,640,000
Deferred stock compensation (1,729,000 )
Accumulated deficit (230,417,000 )
Total stockholders 6,501,000
equity
$ 24,047,000

Seeaccompanying notesto consolidated financial statements.
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$

2001

29,129,000
100,000
6,706,000

778,000
6,470,000
2,194,000

45,377,000
7,744,000
6,596,000

192,000

59,909,000

12,321,000
2,261,000
11,749,000
1,560,000
1,764,000
336,000
159,000
30,150,000

4,000,000
171,000
161,000

4,000

208,700,000
(6,341,000 )

(176,936,000 )
25,427,000

59,909,000
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NOVATEL WIRELESS, INC.

CONSOLIDATED STATEMENTSOF OPERATIONS

Revenue
Revenue— related parties (Note 11)
Total revenue
Cost of revenue
Cost of revenue— related parties
Total cost of revenue
Grossmargin
Operating costs and expenses:
Research and development
Sales and marketing(**)
General and administrative
Restructuring and impairment charges
Amortization of deferred stock compensation(*)
Total operating costs and expenses
Operating loss
Other income (expense):
Interest income
Interest expense
Other income (expense), net
Net loss
Per share data (Note 7):
Net loss applicable to common stockholders
Weighted average shares used in computation of
basic and diluted net loss per common share
Basic and diluted net loss per common share
(*) Amortization of deferred stock compensation:
Cost of revenue
Research and development
Salesand marketing
General and administrative

(**)Salesand marketing expensein 2000 includes a
$2,283,000 non-cash charge for the beneficial
conversion feature relating to the 28,985 Preferred
SeriesD sharesissued for $86.25 at adiscount of
$78.75 in October 2000

2002
28,825,000
47,000
28,872,000
26,862,000
32,000
26,894,000
1,978,000

13,416,000
4,640,000
5,717,000
2,650,000
3,556,000

29,979,000

(28,001,000 )

221,000
(538,000 )

(28,318,000 )

(53,481,000 )
5,106,681

(10.47)

363,000
307,000
316,000
2,570,000
3,556,000

&

Year Ended December 31,

2001
39,996,000
3,647,000
43,643,000
74,671,000
2,768,000
77,439,000
(33,796,000 )

20,836,000
12,262,000
7,837,000
7,050,000
10,360,000
58,345,000
(92,141,000 )

1,598,000
(332,000 )
(2,000 )
(90,877,000 )

(91,038,000 )
3,626,258

(25.11)

1,884,000
1,068,000
1,039,000
6,369,000
10,360,000

Seeaccompanying notesto consolidated financial statements.

EGAF

— Faalfdalia

2003.

44

EDGAR Onl i ne,

I nc.

LT

2000
36,947,000
24,207,000
61,154,000
37,113,000
22,475,000
59,588,000

1,566,000

13,488,000
18,262,000
5,027,000

12,833,000
49,610,000
(48,044,000 )

1,156,000
(43,000 )

7,000
(46,924,000 )

(50,776,000 )
1,043,605

(48.65 )

370,000
430,000
419,000

11,614,000

12,833,000
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Balance, January1,
2000.

Issuance of convertible
preferred stock, net of
issuancecosts

Exercise of stock
options and warrants
Deferred compensation
for stock options issued
Amortization of
deferred compensation
Accretion of dividends
onminority interest in
NWT

Accretion of dividends
on convertible and
redeemablepreferred
stock of NWI
Amortization of
offering costs for
convertibleand
redeemablepreferred
stock

Issuance of common
stock ininitial public
offering, net of issuance
costs

Conversion of
convertibleand
redeemablepreferred
stock upon the initial
public offering
Conversion of
convertible preferred
stock upon the initial
public offering

Net loss

Balance, December31,
2000.

Exercise of stock
options and warrants
Deferred compensation
adjustment for stock
options cancelled
Amortization of
deferred compensation
Sharesissued under
employeestock
purchase plan
Accretion of dividends
onSeriesA convertible
and redeemable
preferred stock
Imputed value of
beneficial conversion
feature relatingto the
issuanceof SeriesA
convertibleand
redeemablepreferred
stock

Imputed value of
warrantsissuedin
conjunctionwith
SeriesA convertibleand
redeemablepreferred
stock

Accretion of imputed
valueassigned to the
beneficial conversion
feature on SeriesA
convertible and
redeemablepreferred
stock and related
common stock warrants
Amortization of
offering costs for Series
A convertibleand
redeemablepreferred
stock

NOVATEL WIRELESS, INC.

CONSOLIDATED STATEMENTSOF STOCKHOLDERS EQUITY (DEFICIT)

PreferredStock Common Stock
Shares Amount Shares Amount
650,192 $ 1,000 $
421,795
82,170
535,000 1,000
1,897,565 2,000
(421,795 ) 421,795
3,586,722 4,000
42,809
13,386

L ! —

Additional
Paid-in
Capital

4,793,000

38,093,000

952,000

30,267,000

57,202,000

52,043,000

183,350,000

504,000

(1,533,000 )

171,000

21,338,000

4,512,000

Deferred Accumulated
Compensation Deficit
$ (800,000 ) $ (35,122,000 )
(30,267,000 )
12,833,000
(197,000 )
(3,146,000 )
(509,000 )
(46,924,000 )
(18,234,000 ) (85,898,000 )
1,533,000
10,360,000
(50,000 )
(105,000 )
(6,000 )

2003. EDGAR Online, Inc.

Total
Stockholders’
Equity (Deficit)
(31,128,000 )

38,093,000

952,000

12,833,000

(197,000

(3,146,000

(509,000 )

57,203,000

52,045,000

(46,924,000 )
79,222,000

504,000

10,360,000

171,000

(50,000 )

21,338,000

4,512,000

(105,000 )

(6,000 )



Imputed value of
warrantsissuedin
conjunctionwith
obtaininglineof credit
Net loss

Balance, December31,
2001.
Sharesissued under 333,333
the Sanmina settlement
agreement (Notel0)
Sharesrepurchased
under the Sanmina
settlement agreement
(Notel0)
Exercise of stock 18,268
options and warrants
Deferred compensation
adjustment for stock
options cancelled
Amortization of
deferred compensation
Sharesissued under 23,127
employeestock
purchase plan
Accretion of dividends
onSeriesA convertible
and redeemable
preferred stock
Accretion of imputed
vaueassigned to the
beneficial conversion
feature on SeriesA
convertibleand
redeemablepreferred
stock and related
common stock warrants
Amortization of
offering costs for
SeriesA convertibleand
redeemablepreferred
stock
Conversion of SeriesA
convertible and
redeemablepreferred
stock into sharesof
common stock

Issuance of 985,663 1,000

common

stock, netof

issuance

costs

3,642,917 4,000

(133,333 )

2,114,848 2,000

Net loss

Balance, December31, $ $
2002.

6,984,823 $ 7,000

358,000
(90,877,000 )
208,700,000 (6,341,000 ) (176,936,000 )
5,400,000
(1,600,000 )
239,000
(1,056,000 ) 1,056,000
3,556,000
135,000
(1,132,000 )
(22,656,000 )
(1,375,000 )
24,425,000
2,397,000
(28,318,000 )
238,640,000 $ (1,729,000 ) $ (230,417,000 )

Seeaccompanying notesto consolidated financial statements.
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$

358,000

(90,877,000
25,427,000

5,400,000

(1,600,000

239,000

3,556,000

135,000

(1,132,000

(22,656,000

(1,375,000

24,427,000

2,398,000

(28,318,000
6,501,000
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NOVATEL WIRELESS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flowsfrom operating activities:

Net loss $
Adjustments to reconcile net loss to net cash used
in operating activities:
Depreciation and amortization
Provision for bad debt
Inventory write-offs
Asset impairments
Compensation for stock options issued
below fair value
Amortization of deferred financing costs
in conjunction with line of credit
Non-cash sales and marketing expense for
beneficial conversion feature
Changes in assets and liabilities:
Restricted cash
Accounts receivable
Accounts receivable—related
party
Inventories
Prepaid expenses and other
Other assets
Accounts payable
Accrued expenses
Inventory purchase commitment
Restructuring accrual
Deferred revenues
Net cash used
in operating
activities

Cash flowsfrom investing activities:

Purchases of property and equipment

Purchases of licensed technologies

Capitalized software devel opment costs
Net cash used
ininvesting
activities

Cash flowsfrom financing activities:

Proceeds from borrowings on line of credit
Net proceeds from issuance of convertible and
redeemable preferred stock

Offering costsfor convertible and redeemable
SeriesA preferred stock

Net proceeds from issuance of convertible
preferred stock

Proceeds from exercise of stock options and
warrants

Proceeds from shares issued under the employee
stock purchase plan

Repurchase of common stock under Sanmina
Settlement Agreement (Note 10)

EGAF

— Faalfdalia

2002

(28,318,000 )

4,615,000
39,000
2,506,000
870,000
3,556,000

328,000

(5,000 )
(270,000 )
502,000

(286,000 )
305,000
(5,402,000 )
(1,327,000 )
(6,366,000 )
(101,000 )
641,000
(28,713,000 )

(198,000 )

(102,000 )
(300,000 )

674,000

(232,000 )

239,000

135,000

(1,600,000 )

2003. EDGAR Onli ne,

Year Ended December 31,

2001

(90,877,000 )

4,713,000
41,000
16,210,000
2,241,000
10,360,000

30,000

(100,000 )
1,346,000
6,668,000

(9,557,000 )
1,522,000
510,000
(11,508,000 )
(2,505,000 )
15,749,000
1,432,000
(1,660,000 )
(55,385,000 )

(5,887,000 )
(2,188,000 )
(2,265,000 )
(10,340,000 )

1,560,000
25,850,000

504,000

171,000

I nc.

2000

(46,924,000 )

1,853,000
72,000

12,833,000

2,283,000

(6,820,000 )
(7,446,000 )

(3,685,000 )
(2,908,000 )
(648,000 )

12,269,000
4,218,000

(6,138,000 )
(41,041,000 )

(9,170,000 )
(2,260,000 )

(11,430,000 )

35,810,000

952,000



Net proceeds from theissuance of common stock 2,398,000
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Net proceeds from initial public offering

Payments under capital lease obligation
Net cash provided by financing
activities

Net increase (decrease)in cash and cash

equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
Supplemental disclosures of non-cash investing and
financing activities:

Conversion of convertible and redeemable
preferred stock into shares of common stock upon
theinitia public offering

Accretion of dividends on minority interest
Accretion of dividends on convertible and
redeemable preferred stock

Amortization of offering costs for convertible and
redeemable preferred stock

Deferred compensation for stock options issued
Deferred compensation adjustment for stock
options cancelled

Accretion of imputed value assigned to the
beneficial conversion feature on SeriesA
convertible and redeemable preferred stock and
related common stock warrants

Common stock issued for settlement of inventory
purchase commitment (Note 10)

Conversion of SeriesA convertible and redeemable
preferred stock into shares of common stock
Cashless exercise of warrants

Property and equipment acquired under capital
lease obligations

Warrants granted in connection withline of credit,
net

Supplemental disclosuresof cash flow information:

Cash paid during the period for:
Interest

2002

(159,000 )

1,455,000

(27,558,000 )

29,129,000
1,571,000

1,132,000

1,375,000

1,056,000

22,656,000

5,400,000

24,427,000

108,000

Year Ended December 31,
2001

(57,000 )
28,028,000

(37,697,000 )

66,826,000
$ 29,129,000

$ 50,000

6,000

1,533,000

105,000

150,000

328,000

$ 222,000

Seeaccompanying notesto consolidated financial statements.

EGAF

— Faalfdalia
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2000
57,203,000

(123,000 )
93,842,000
41,371,000
25,455,000
66,826,000
52,045,000

197,000

3,146,000

509,000

30,267,000

323,000

44,000
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NOVATEL WIRELESS, INC.
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
1.Nature of Business and Significant Accounting Policies

Novatel Wireless, Inc., a Delaware corporation (the “Company”) was founded in 1996 and is headquartered in San Diego, California. The
Company isa provider of wireless data communications access solutions, including wireless data modems and softwarefor usewith handheld
computing devices and portable personal computers that allow businesses and consumers to access personal, corporate and public information
through email, enterprise networks and the Internet. The Company also offersits wireless data modems and custom engineering servicesfor
hardware integration projectsin awide range of vertical applications.

The Company’ s subsidiaries include wholly owned Novatel Wireless Solutions, Inc., incorporated in Delaware, and wholly owned Novatel
Wireless Technologies Ltd. (“NWT?”), incorporated in Alberta, Canada.

Principles of Consolidation

The consolidated financia statementsinclude the accounts of Novatel Wireless, Inc. and its wholly owned subsidiaries Novatel Wireless
Solutions, Inc. and NWT. NWT becamewholly owned in September 2000 when the holder of NWT SeriesA and SeriesB preferred shares
exchanged all of its NWT sharesfor shares of the Company’s SeriesA and SeriesB Preferred Stock. Prior to such exchange, NWT was 50%
owned by the Company. NWT wasconsolidated prior to the share exchange because the Company had financial and managerial control over
NWT and had the ability to unilaterally obtain a majority share ownership position and voting control. The other shareholder in NWT wasa
passive investor with no operational influence, no veto voting rights and no obligation to fund NWT’ s operations.

All significant intercompany transactions and balances are eliminated in consolidation. Certain reclassifications have been made to amounts
included in the prior years financial statements to conform to the presentation for the year ended December31, 2002.

Stock Split

On October29, 2002, a 1-for-15 reverse stock split that had been approved by the Company’ s stockholders became effective. All referencesin
the consolidated financial statementsto number of shares outstanding, price per share, and per share amounts have been retroactively restated to
reflect the reverse stock split for all periods presented.

Use of Estimates

The preparation of financia statementsin conformity with accounting principles generally accepted in the United States requires management
to make estimates and assumptions. These estimates and assumptions affect the reported amounts of assets, liabilities, revenues, expenses and
disclosures of contingent assets and liabilities. Actual results could differ from these estimates. Significant estimates include inventory
valuation, the use of option pricing modelsto establish valuesof equity instruments, the valuation of long-lived assets and restructuring
accruas.

Cash and Cash Equivalents
Cash and cash equivalents include highly liquid investmentswith original maturities of three monthsor less. Cash and cash equivalents consist
of money market and mutual fundsand are recorded at market value, which approximates cost. Cash on hand at December31, 2002 was

$1.6million and $29.1million at December31, 2001.

48

meres o SO irssss 2003, EDGAR Online, I nc.




Table of Contents

NOVATEL WIRELESS, INC.
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Restricted Cash

Restricted cash includes $55,000 and $50,000 at December31, 2002 and 2001, respectively, serving as collateral for the Company’s purchase
card and merchant service program. The Company also had $50,000 of restricted cash deposits serving as collateral for letters of credit relating
to an operating lease at December31, 2002 and 2001.

I nventories
Inventories are stated at the lower of cost (first-in, first-out method) or market.
Property and Equipment

Property and equipment are stated at cost and depreciated using the straight-line method. Test equipment, computer equipment and purchased
software, furniture and fixtures and product tooling are depreciated over lives ranging from two and five years and |easehold improvements are
depreciated over the shorter of therelated lease period or useful life. Amortization of assetsheld under capital leasesis included in depreciation
expense.

Expenditures for repairs and maintenance are expensed as incurred. Expenditures for mgjor renewals and bettermentsthat extend the useful
lives of existing property and equipment are capitalized and depreciated. Upon retirement or disposition of property and equipment and any
resulting gain or lossis recognized in the consolidated statement of operations.

Software Development Costs

Software devel opment costs for products sold (primarily firmware embedded in the Company’ s products) incurred after technological
feasibility is established are capitalized in accordance with Statement of Financial Accounting Standards (* SFAS”) No.86, “ Accounting for the
Costs of Computer Softwareto Be Sold, Leased or Otherwise Marketed.” Capitalized software development costs are amortized when products
are availablefor general release to customers, over the estimated useful lives of the products, currently five years.

I ntangible Assets
Intangible assets include non-exclusive and perpetual worldwide software technology licenses and software development costs. License costs

and software devel opment costs are amortized on a straight-line basis over the estimated useful lives of the assets, which range from 3 to 7years
and are amortized as the software product licenses are used in the Company’ s products sold.

Long-Lived Assets

The Company periodically evaluatesthe carrying value of the unamortized balances of its long-lived assets, includingfixed and intangible
assets, to determine whether any impairment of these assets has occurred or whether any revision to the related amortization periods should be
made. Thisevaluation is based on management’ sprojections of the discounted future cash flows associated with each class of asset. If
management’ s evaluation indicates that the carrying values of these assetsare impaired, such impairment is recognized by a reduction of the
applicable asset carrying value to its estimated fair value and expensed through operations. See Note 3 for Asset Impairment discussions.

Revenue Recognition

The Company’ s revenue hasbeen generated from the sale of wireless modems to wireless telecommunications operators, wireless data content
and service providers, resellers and OEM customersand from services
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NOTESTO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

provided under nonrecurring engineering contracts. Revenue from product sales and development servicesis recognized upon the later of
transfer of title or upon shipment of the product to the customer or upon rendering services. Revenues from long-term supply contracts are
recognized as products are shipped to customersover the period of the contract. The Company records deferred revenue for cash payments
received from customers in advance of product shipments. The Company grants price protection provisions to certain customers and tracks
pricing and other termsoffered to customersbuying similar products to assess compliance withthese provisions. To date, the Company hasnot
incurred material price protection expenses. The Company establishes reserves for estimated product returns and warranty allowances in the
period in which revenue is recognized.

In December 1999, the Securitiesand Exchange Commission (“ SEC”) issued Staff Accounting Bulletin (*SAB”) No.101, “Revenue
Recognition in Financial Statements.” SAB No.101 summarizesthe SEC’s viewsin applying generally accepted accounting principles to
revenue recognition in financial statements. SAB No.101 became effective during the fourth quarter of fiscal 2000. Management adopted the
provisions of SAB No0.101 whichdid not have a material impact onthe Company’sfinancial position or results of operations.

Research and Development Costs

Research and development costs areexpensed as incurred and consist of employee salaries and related costs, costs paid to third-party
contractors and consultants, expendable equipment costs and equipment depreciation. Research and devel opment costs also include allocations
of corporate overhead expenses, consisting primarily of facilities costs. Research and development costs are offset by non-recurring engineering
customer arrangements under which payments arerecorded as revenue with therelated costs reclassified as cost of revenues.

Warranty Costs

The Company accrues warranty costs based on estimates of future warranty related repairs or rework of products and services. The Company’s
warranty policy generally provides one or two-year coverage for product following the date of purchase. The Company’s policy isto accruethe
estimated cost of warranty coverage at thetime the sale is recorded. In estimating itsfuture warranty obligations the Company considers various
relevant factors, including the Company’ s stated warranty policies and practices, the historical frequency of claims, and the cost to replace or
repair its products under warranty.

Income Taxes

The Company accounts for income taxes in accordance with SFAS N0.109, “ Accounting for Income Taxes,” whichrequires theuse of the
asset and liability method of accounting for deferred income taxes. Under thismethod, deferred income taxes arerecorded to reflect the tax
conseguences on future years of temporary differences between thetax bases of assetsand liabilities and their financia reporting amounts at
each period end. If it is morelikely than not that some portion or al of a deferred tax asset will not be realized, a vauation allowanceis
recognized.

Stock-Based Compensation
The Company accounts for stock option plansin accordance with the provisions of Accounting Principles Board (“*APB”) Opinion No.25,
Accounting for Stock Issued to Employees , and related interpretations which recognizes compensation expense on thegrant date if the current

market price of the stock exceeds the exercise price.

In December 2002, the FASB issued SFAS N0.148, Accounting for Sock-Based Compensation— Transition and Disclosure , anamendment
of FASB Statement No.123. This Statement provides aternative
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methods of transition for a voluntary change to the fair value based method of accounting for stock-based employee compensation.
Additionally, the Statement amends the disclosure requirements of SFAS No.123, Accounting for Stock-Based Compensation , to require
prominent disclosures in both annual and interim financial statements about the method of accounting for stock-based employee compensation
and the effect of the method used on reported results. The transition guidance and annual disclosure provisions are effective for financial
statementsissued for fiscal yearsending after December15, 2002. The interim disclosure provisions are effective for financia reports
containing financial statements for interim periods beginning after December15, 2002. We will adopt the interim disclosure provisions of SFAS
No.148 in thefirst quarter of fiscal 2003.

Inaccordance with SFAS No.123, “Accounting for Stock-Based Compensation,” the Company accounts for costs of stock-based employee
compensation using theintrinsic value method prescribed in Accounting Principles Board Opinion No.25, “Accounting for Stock Issued to
Employees.” Additionally, the Company discloses the pro forma effect on net loss andrelated per share amounts as if the fair-value method
prescribed by SFAS No. 123 had been used to account for itsstock-based employee compensation (see Note8). The Company accounts for
equity instruments issued to non-employees in accordance with the provisions of SFAS No.123 and related interpretations. The weighted
averagefair value of the options granted during fiscal 2002, 2001 and 2000 was estimated as$5.49, $17.73 and $19.68, respectively, onthe
date of grant using the Black-Scholes option pricing model with the following assumptions: no dividend yield, volatility of 116%, 104% and
77% for fiscal 2002, 2001 and 2000, respectively, risk-free interest rates between 3.0% and 6.45% and expected lives of four to five years.

Had compensation expense been determined based on the fair values at the dates of grant for the years ended December31, 2002, 2001 and
2000 consistent with the provisions of SFAS N0.123, as amended by SFAS No0.148, the Company’s net |oss per share would have been
reported as the pro forma amountsindicated below:

Year Ended December 31,
2002 2001 2000

Net loss applicable to common $ (53481,000) $ (91,038,000) $ (50,776,000 )
stockholders, as reported

Net loss applicable to common $ (58,763,000) $ (97,728,000) $ (53,587,000 )
stockholders, proforma

Net loss per share, asreported $ (1047) $ (25.11) % (48.65)
Net loss per share, pro forma $ (1151) $ (2695) $ (51.35)

Computation of Net LossPer Share

SFAS No0.128, “Earnings Per Share,” requires companies to compute basic and diluted per sharedatafor al periods for which a statement of
operations is presented. Basic net loss per share is computed by dividing the net loss applicableto common stockholders by the weighted
average number of common shares that were outstanding during the period. Diluted earnings per shareis computed by giving effect to all
potentially dilutive securities that were outstanding for the periods presented. Potentially dilutive securities consisting of options, warrants,
convertible and redeemable minority interest and convertible and redeemable preferred stock were not considered in the calculation of diluted
earnings per share, as their impact would be antidilutive. For the periods presented, there is no difference between basic and diluted net loss per
share. The difference between net loss and net loss applicable to common stockholders consistsof accretion of dividends on minority interest,
accretion of dividends on convertible and redeemable preferred stock and amortization of offering costsfor convertible and redeemable
preferred stock. (see Note 7)
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Foreign Currency Trandation

Monetary balance sheet accounts of the Company’ s Canadian subsidiary aretrandated from Canadian dollars into U.S. dollars at the exchange
rate in effect at the balance sheet date, non-monetary balance sheet accounts are trandated at historical rates and revenue and expense accounts

are trandlated using an average exchange rate during the period of recognition. The functional currency of the Canadian subsidiary is the
U.S.dollar, thus trandlation gains and losses are reflected in operations. Exchange gains and losses arising from transactions denominated in

foreign currencies arerecorded using theactual exchange differenceson thedate of the transaction and are reflected in operations.
Fair Value of Financial Instruments

The carrying amounts of the Company’s cash, accounts receivable, accounts payable and accrued expenses approximate their fair value due to
their short-term nature. The Company performs credit evaluations of key customers and management believesit is not exposed to significant
credit risk onits accounts receivable in excess of established reserves. The carrying amount of the line of credit approximates fair value based
on borrowing rates currently available to the Company. The fair value of the beneficial conversion on the SeriesA preferred stock and related
common stock warrantsissued were determined using the closing price of the Company’s common stock at the date of issuance.

Comprehensive | ncome

SFAS N0.130, “Comprehensive Income,” requiresthat all items recognized under accounting standards as components of comprehensive
income be reported with the same prominence as other financial statements. The Company has no items requiring separate display of
comprehensive incomeother than net loss.

Segment Information

SFASNo0.131, “Disclosures About Segments of an Enterprise and Related Information,” requires public companies to report financial and
descriptive information about their reportable operating segments. The Company identifiesits operating segments based on how management
internally evaluates separate financial information, business activities and management responsibility. The Company operates in asingle
business segment consisting of the development, manufacture and sale of wireless Internet products.

Recent Accounting Pronouncements

InNovember 2002, the FASB published interpretation No, 45 * Guarantor’ s Accounting and Disclosure requirements for Guarantees, Including
Indirect Guarantees Indebtedness of Others.” The Interpretation expands on the accounting guidance of Statements No.5, 57, and 107 and
incorporates without changethe provisions of FASB Interpretation No.34, which is being superseded. The Interpretation elaborates onthe
existing disclosure requirements for most guarantees, including loan guarantees such as standby lettersof credit. It also clarifies that at thetime
acompany issues a guarantee, the company must recognize aninitial liability for the fair value, or market value, of the obligationsit assumes
under that guarantee and must disclose that information in itsinterim and annual financial statements. Theinitial recognition and measurement
provisions apply on a prospective basisto guarantees issued or modified after December31, 2002, regardless of the guarantor’s fiscal year-end.
The disclosure requirementsin the Interpretation are effective for financial statements of interim or annual periods ending after December15,
2002. The Company is currently evaluatingwhat effect the adoption of this statement will have the Company’s consolidated financial
Statements.

In December 2002, the FASB issued an SFAS N0.148, “Accounting for Stock-Based Compensation— Transition and Disclosure”, an
amendment of FASB Statement No.123. The purpose of the proposed
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amendment isto enable companies that choose to adopt the fair value based method to report thefull effect of employee stock options in their
financial statementsimmediately upon adoption. The Company will continue to apply the disclosure-only provisions of SFAS 123. See Note 8
of theNotes to the Financial Statementsfor additional information regarding the Company’ s treatment of stock options. The transition
provisions of SFAS No0.148 are effective for fiscal years ending after December15, 2002. The disclosure provisions are effective for financial
reports containing condensed financia statements for interim periods beginning after December15, 2002.

InJune 2001, the FASB issued SFAS No.141, “Business Combinations,” and SFAS No.142, “Goodwill and Other Intangible Assets.” SFAS
No.141 requires all business combinations initiated after June30, 2001 to be accounted for using the purchase method. SFAS No.142 requires
the use of a non-amortization approach to account for goodwill and other intangible assets withindefinite lives. Inaddition, SFAS No.142
requires that acquired intangible assets be separately identified and amortized over their individual useful lives. The Company wasrequired to
adopt these statements beginning Januaryl, 2002. The adoption of thesestandards did not have an impact on the Company’ s financial position
or results of operations.

In August 2001, the FASB issued SFAS No.144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS No.144 addresses
the financial accounting and reporting for theimpairment or disposal of long-lived assets. SFAS No0.144 supersedes SFAS N0.121 but retains
SFAS No0.121's fundamental provisions for recognition and measurement of impairment of long-lived assets to be held and used and
measurement of long-lived assets to be disposed of by sale. SFAS No.144 a so supersedes the accounting and reporting provisions of APB
Opinion No.30 for segments of a business to be disposed of but retains APB Opinion No.30's requirement to report discontinued operations
separately from continuing operations and extends that reporting to a component of an entity that either hasbeen disposed of or is classified as
held for sale. SFAS No0.144 became effective for the Company beginning January 1, 2002. Adoption of SFASNo0.144 asof Januaryl, 2002 did
not have a material impact on the Company’ sfinancial position or results of operations.

2.Realization of Assetsand Liabilities and Going Concern Considerations

The Company has sustained substantial losses from operations in each period since its inception and has used substantially all of its available
cash resources to fund the operating losses, including the $2.4million financing completed in September 2002 (see Note 7) and the $1.1million
net proceeds received in March 2003 (see below).

During the fourth quarter of 2002, management determined that the Company had insufficient working capital to continue operations through
the second quarter of 2003. Aspart of management’s plan to improve the Company’sfinancial condition, on March12, 2003, the Company
entered into a series of agreements, including the Securities Purchase Agreement (the “ Purchase Agreement”) with a group of investors (the
“Investors”) in connection with the private placement of $3.25 million of convertible debt and equity securities, and theissuance of up to
$3.505 of equity securitiesin satisfaction of outstanding third-party obligations. Asaresult of these agreements, the Company completed, or
agreed to complete subject to stockholder approval, for whichthe Company has scheduled a Special Meeting of Stockholders on April30, 2003,
the following transactions which are collectively referred to as the* Private Placement Transactions’:

*On March13, 2003, the Company received cash of $1.1million, net of $100,000 fees, in exchange for issuing $1.2million of secured
subordinated convertible promissory notes (the “Initial Convertible Notes™), convertible subject to stockholder approval into newly
authorized SeriesB Stock, and Common Stock, and warrants to purchase an aggregate of 857,143shares of Common Stock;
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*Upon receiving Stockholder approval, the Company agreed to sell 2,050 additiona shares of SeriesB Stock and warrants to purchase an
aggregate of 1,983,929 shares of Common Stock; and

*Upon receiving Stockholder approval, the Company agreed to issue $3.505million of secured subordinated convertible promissory notes
(the “Additional Convertible Notes,”) to thelnvestors in satisfaction of presently outstanding third-party obligationsto be acquired by the
Investors from Sanmina-SCI Corporation (the “ Sanmina Obligations’). The Investors agreed subsequently to convert the Additional
Convertible Notes into 3,505shares of SeriesB Stock. The purchase of the Sanmina Obligations by theInvestors is conditioned upon the
Company receiving stockholder approval for the Private Placement. The Convertible Notes convert into a number of shares of SeriesB
Stock equal to the total amount outstanding divided by $1,000. The SeriesB shares are convertible into shares of Common Stock equal to
thetotal amount outstanding divided by $0.70.

OnMarch12, 2003, concurrent withthe Purchase Agreement, the Investors and Sanmina entered into an agreement pursuant to which, subject
to certain termsand conditions, Sanminaagreed to sell to the Investors, and the Investors agreed to purchase from Sanmina, (herein, the
“SanminaPurchase”) the Sanmina Obligation at a substantial discount. Inorder to facilitate the Sanmina Purchase, Sanminagranted the
Company aforbearance fromits obligation to make paymentsto Sanminaupon the earlier of the Sanmina Purchase or Augustl, 2003. In return
for obtaining this payment forbearance, the Company agreed to continueto observe the operating covenants contained in the Amendment, such
as achieving certain revenue milestones, through the earlier of the Sanmina Purchase or Augustl, 2003. The Holders of the Initial Convertible
Notes have the right to extend the forbearance period beyond August1, 2003 by making paymentsto Sanmina at the rate of $150,000 per month
of extension. These extension paymentswill reduce the Company’ s aggregate obligationto Sanmina under the Settlement Agreement, as
amended, and will increase the principal balance of the Initial Convertible Notes.

The Sanmina Purchaseis subject to, among other things, the approval by the stockholders. The Sanmina Purchaseis also subject to the
Company and Sanmina each providing the other with a general release from any andall claimsand liabilities arising out of the Settlement
Agreement, as amended, and therelated security agreement. Upon consummation of the Sanmina Purchase, Sanminawill no longer be a
creditor of the Company.

If stockholder approval is not obtained, the Company would not be able to complete the Private Placement Transactions, and would not have
sufficient working capital to continue operations. In addition, if stockholder approval is not obtained, the holders of theInitial Convertible Note
would be entitled to require that the Company repay the indebtedness evidenced by the Initial Convertible Notes within 60daysfollowing the
termination of the Purchase Agreement either in cash or in shares of Common Stock, subject to Nasdaq's rules and regulations. Moreover,
given the recent quoted market price per share of the Common Stock, stockholder approval isall but required for practically any issuance of
equity securities that would generate net proceeds sufficient to maintain operations through the remainder of the calendar year. Because of the
length of time required to negotiate an aternative transaction with prospective investors and assuming such transaction werean equity issuance
or an issuance of securities convertible into or exercisable for equity securities, the Company would have to present it to the Company’s
stockholders for approval, and in light of the Company’s current financial condition, it is unlikely that the Company would be able to continue
operations long enough to pursue an aternative source of financing.

The Company hasincurred significant costs to develop its technologies and products. These costs have exceeded tota revenue. As aresult, the
Company has incurred losses in each year since inception. Asof December31, 2002, the Company had an accumulated deficit of $230.4million
and negative working capital of $2.1million. During theyear ended December31, 2002, the Company incurred a net loss of $28.3million and a
reduction in cash on hand from $29 million to $1.6million.
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If the Company continues to experience negative cash flow, it may be required to raise additiona funds through the private or public sale of
additional debt or equity securities or through commercial bank borrowingsto fund working capital requirements and anticipated capital
expenditures. The Company’s ability to obtain additional capital will depend on financial market conditions, investor expectations for the
wireless technology industry, the national economy and other factors outside the Company’ s control. There can be no assurance that such
additional financing will be available on acceptable terms, or at al. If needed, thefailure to secure additiona financing would have a material
adverse effect on the business, financial condition and operating results and may impair the Company’ s ability to continueat the current level or
cause it to cease operations.

Management of the Company intends to continue executing a plan to improve itsoperating resultsand financial condition. The planincludes
the successful completion of the Private Placement Transactions, strengthening sales initiatives, improving gross marginsand continuingto cut
costs as a percentage of sales. The Company commenced volume shipments of the Company’s CDMA products in 2002, which have generated
higher marginsand have positively impacted theresults of operations, particularly as the Company started to realize the benefits of its
partnership with LG Innotek Co. Ltd. Simultaneoudly, the Company’ s business has been negatively impacted by the decrease in CDPD sales,
particularly cradle sales, which have decreased to insignificant levelsas the market for these products have decreased. This hasresulted in
becoming dependant on salesand profits from shipmentsof CDMA and GPRS products. Although the Company has made sales of these
products in 2002 and continuesto makesales in 2003, the mgjority of these sales have been CDMA products to one customer. Although
management is confident of the Company’s ability to generate future profitable sales of CDMA and GPRS products, there can be no assurance
that the sales of these productswill be made at volumes sufficient to generate enough cash flow to cover the Company’ s operating expenses. A
decrease in the cash flowsor failure to generate significant revenue from new or existing products, whether due to lack of market acceptance,
competition, technological changeor otherwise, or the inability to reduce manufacturing and/or operating costs, will further adversely impact
the Company’ s business, financial condition and results of operations, and materially adversely affect the Company’s ability to continue our
business as presently conducted.

Therefore, without obtaining stockholder approval to complete the equity and debt financing described above, and without achieving increased
profitable revenues, thereis substantial doubt about the Company’ s ability to continue as a going concern. The Consolidated Financial
Statements do not include any adjustments to reflect the possible future effects on the recoverability and classification of assetsor the amounts
and classification of liabilitiesthat may result from the inability of the Company to continue as a going concern.

3.Restructuring Charges and Asset Impair ments

Asaresult of the economic slowdown in the Company’ sindustry sector, in thefirst quarter of 2001, the Company announced and began
implementing an operational restructuring planto reduce its operating costs and streamline its organizational structure. Asaresult of this plan,
which has been on-going throughout 2001 and 2002, the Company recorded restructuring charges of $2.7million during 2002 and $7.1million
during 2001. The restructuring plan provided for thereduction of employee staff, consultants and temporary labor, resulting in severance
payments and other employee related expenses of approximately $778,000 during 2002 and $2.2million during 2001. Therewere 33 employee
separations during 2002 and 183 employee separations during 2001. The restructuring also provided for the closure of the Company’s
fulfillment and distribution facility. This function hasbeen transitioned to one of the Company’s contract manufacturers. Additionally, during
late 2001 and early 2002, the Company closed certain office facilities.

Asaresult of the closure of these facilities, the restructuring charge includes $1.0million in 2002 and $2.6millionin 2001 for the impairment of
assets that will no longer be used and facility lease termination and
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other closure costs. In the fourth quarter of 2001, the Company recorded a $2.2 million impairment charge primarily for assets no longer being
utilized as aresult of headcount reductions.

During the fourth quarter of 2002, the Company recorded an impairment charge in the amount of $870,000 for a software license that is no
longer deemed recoverable from future operations.

The followingtable displays the activity and balances of therestructuring accrual from Januaryl, 2001 to December31, 2002:

Employee Facility Asset

Termination Closings Impair ments Total
2001
Initial charges $ 2,200,000 $ 2,951,000 $ 1,899,000 $ 7,050,000
Cash payments (2,016,000 ) (773,000 ) (2,789,000 )
Asset impairments (598,000 ) (1,899,000 ) (2,497,000 )
Balance—December31, 2001 $ 184,000 $ 1,580,000 $ 0 $ 1,764,000
2002
Charges $ 778,000 $ 1,002,000 $ 870,000 $ 2,650,000
Cash payments (867,000 ) (981,000 ) (1,848,000 )
Asset impairments (365,000 ) (870,000 ) (1,235,000 )
Balance—December31, 2002 $ 95,000 $ 1,236,000 $ 0 $ 1,331,000

Cash paymentsfor employee separations of $95,000 are expected to be paid over the next six months and cash paymentsfor facility closings of
$1,236,000 are expected to be paid ratably over the next 57months.

The Company determined that certain componentsin inventory had aso been adversely impacted by the slowing economy. Accordingly,
during 2001, the Company recorded charges totaling $34.5million for excess and obsolete raw material components and finished goods. In
2002, the Company recorded charges for an additional $1.0million for excess and obsolete raw material components and finished goods (see
Noted). In accordance with Emerging I ssues Task Force 96-9, “Classification of Inventory Markdowns and Other Costs Associated with a
Restructuring,” al inventory adjustments are classified in “ Cost of revenue” in the accompanying consolidated statements of operations.
4.Financial Statement Details

Inventories

Inventories consist of thefollowing:

December 31,
2002 2001
Finished goods $ 3,036,000 $ 4,533,000
Raw materials and components 1,214,000 1,937,000
$ 4,250,000 $ 6,470,000

During 2001, the Company recorded charges to writeoff $34.5million of excessand obsolete inventory relating to certain excess and obsolete
inventory on hand and under purchase commitments. In connection with these charges the Company established an inventory reserve.

kY 2 - f——
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During 2002, the Company recorded a charge to write-off $2.5million of raw material components and finished goods on handthat are
considered excess or obsolete, which was offset by $1.5million for the sale of inventory that had been previously written-off, resulting in a net
write-off of $1.0million.
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Property and Equipment

Property and equipment consists of the following:

December 31,
2002 2001

Test equipment $ 8,240,000 $ 8,143,000
Computer equipment and purchased software 6,259,000 6,184,000
Furniture and fixtures 1,433,000 1,433,000
Product tooling 1,560,000 1,534,000
Leasehold improvements 554,000 554,000
18,046,000 17,848,000

Less— accumulated depreciation and amortization (13,945,000 ) (10,104,000 )
$ 4,101,000 $ 7,744,000

Depreciation expense was $3,841,000, $4,596,000 and $1,853,000 for the yearsended December31, 2002, 2001 and 2000, respectively.
Impairment charges were$2.2million in 2001 (see Note 3). At December31, 2002 and 2001, assets held under capital |eases had a net book
value of $123,000 and $262,000, respectively net of accumulated amortization of $480,000 and $391,000, respectively.

I ntangible Assets

Intangible assets consists of thefollowing:

December 31,
2002 2001
CDMA licenses $ 2,561,000 $ 2,459,000
GPRS licences 3,384,000 3,384,000
Other software licences — 870,000
5,945,000 6,713,000
L ess—accumulated amortization (891,000 ) (117,000 )

$ 5,054,000 $ 6,596,000

During the fourth quarter of 2002, the Company recorded an impairment charge in the amount of $870,000 for a software license that was no
longer being used as aresult of the Company’ s decision not to pursue further devel opment of the technology related to this license.

Accrued Expenses

Accrued expenses consist of the following:

December 31,
2002 2001
Payroll and related $ 641,000 $ 1,329,000
Product warranty and sales returns reserve 206,000 466,000
Professional fees 69,000 150,000
Other 350,000 316,000
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$ 1266000 $ 2,261,000
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5.Lineof Credit

In November 2002, the Company amended its credit facility with a bank, which allows the Company to borrow up to the lesser of $5million or
65% of eligible accounts receivable balances. This credit facility bears interest at prime plus 2.75% (7.00% at December31, 2002), provided
that the interest ratein effect shall be not lessthan 7% and is secured by substantially all assets of the Company and expiresin November 2003.
Asof December3l, 2002, $2.2 million of borrowings were outstanding under this facility. In connection with initially entering into this facility,
the Company issued 42,689 warrants to purchase shares of the Company’s common stock at an exercise price of $9.72, as adjusted to date to
reflect dilutive equity issuances made subsequent to November 2001, theinitia date of this facility. The value of the warrantstotaling $358,000
isamortized as interest expense over theterm of thefacility. These warrants expire on November29, 2008 and may be exercised using a
cashless feature in which the number of sharesissued would be calculated by dividing theintrinsic value of the warrantsat the date of exercise
by the fair market value a share of common stock on the date of exercise.

6.Convertible and Redeemable Preferred Stock

In December 2001, the Company received aggregate net proceeds of approximately $25.9million, net of feesto the placement agent and
offering costs, from the issuance of 27,172 shares of SeriesA Convertible and Redeemable Preferred Stock (“ SeriesA Preferred Stock™), which
are convertible into Common Shares (2,356,893 as of December31, 2001). Warrants to acquire 705,765 Common Shares (the “Investor
Warrants”) were issued in conjunction withthe SeriesA Preferred Stock shares. All of the securities sold inthe2001 Private Placement were
sold solely to accredited investors, as defined in Rule 501 of RegulationD pursuant to the Securities Act of 1933, as amended. As of
December31, 2002 there were 3,675 SeriesA Preferred Stock shares outstanding which are convertible into 340,051 Common Shares.

The conversion price per common share of $11.55 (as adjusted for the 1:15 reverse stock split, see Notel) represents a 13.5% discount from
the average quoted per share price of the common stock for the 20 trading-day period ending December12, 2001, theday the commitment letter
for the offering of the SeriesA Preferred Stock was executed. On thedate of issuance of the SeriesA Preferred Stock the difference between the
conversion price per common share and the closing price of the Company’s common stock amounted to $6.75 per share. As aresult of this
difference, the Company recorded the sale of preferred stock and issuance of warrantsmeasured at fair value pursuant to theguidancein SFAS
No.123 and EITF 00-27. The Company used the fair value method in determining the value of the beneficial conversion feature at the date of
issuance of approximately $21.4million. Pursuant to SFAS 123, the Company measured thefair value of the warrants issued in conjunction with
the SeriesA Preferred Stock at the date of issuance to be approximately $4.5million. The terms of the SeriesA Preferred Stock include a
redemption feature effective on the seventh anniversary of the issuance (December 2008) and a conversion discount from fair market value of
the common stock at thetime of issuance. Accordingly, the value of thediscount plus thevalue of the detachable warrantswill be ratably
accreted as dividends during the seven-year period until the redemption rights are effective, or immediately in theperiod in which conversion
ocCurs.

58

meres o SO irssss 2003, EDGAR Online, I nc.




Table of Contents

NOVATEL WIRELESS, INC.

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

In 1999 and until the Company’s PO in November 2000, the Company had three classes of convertible and redeemable preferred stock as
follows.

December 31,
1999
Convertible and redeemable preferred stock, SeriesA, par value $.001, $ 5,870,000
16,500,000 shares authorized, 452,771 sharesissued and outstanding
Convertible and redeemable preferred stock, SeriesB, par value $.001, 10,060,000

7,500,000 shares authorized (32,349 non-voting), 416,856 sharesissued
and outstanding
Convertible and redeemable preferred stock, SeriesC, par value $.001, 27,875,000
16,500,000 shares authorized, 734,855 sharesissued and outstanding
$ 43,805,000

The holders of the SeriesA, SeriesB and SeriesC were entitled to receive, from funds legally available, a cumulative annual dividend of 8% of
the purchase price upon any liquidation, dissolution or winding up of the affairs of the Company, upon redemption, or when declared by the
Board of Directors, provided that upon optional or automatic conversion of the shares of preferred stock all accrued and unpaid dividends were
to be forfeited. Dividends on theseshares of $1,096,000 and $3,146,000 for the years ended December31, 1999 and 2000, respectively, have
been recorded in the accompanying consolidated financial statements.

Upon the closing of theinitia public offering in November 2000, all shares of the Company’s preferred stock were converted into shares of the
Company’s common stock on a one-for-one basis and the accrued dividends were forfeited and assuch, reclassifiedto Additional Paid-in
Capital.

7.Stockholders Equity

The Company is authorized to issue 350,000,000 shares of common stock, par value $.001 and 15,000,000 shares of preferred stock, par value
$.001. Common shares are voting shares and have equal rightsin the event of liquidation. Refer to Note2 for a discussion of the March 2003
equity Transaction. In connection with the SeriesA Preferred Stock financingin December 2001 (see Note6), the Company issued 27,172
shares of SeriesA Preferred Stock. During 2002, 23,497 shares of SeriesA Preferred Stock wereconverted into 2,114,848 shares of Common
Stock. The remaining 3,675 shares of Convertible SeriesA Preferred Stock are convertible into Common Shares using the conversion formula
discussed in Note 6. However, because the SeriesA Preferred Stockholders have the right to require the Company to redeem the shares on the
seventh anniversary of the issuance (December 2008), the shares are not included as a component of stockholders' equity. The holders of
SeriesA Convertible Preferred Stock will be entitled to notice of any meeting of stockholders of the Company and will vote together with the
holders of common stock as a single class upon any matter submitted to the stockholders for a vote, on an as-converted basis asof the record
date of such voteor upon the date of such written consent, asthe case may be.

Recent Financing Activities

In September 2002, the Company successfully raised aggregate net proceeds of approximately $2.4million, net of fees to the placement agent
and offering costs, from the issuance of 985,658 shares of Common Stock. Warrants to acquire 501,209 common shares at a price of $3.60,
expiring on March 12, 2006, were also issued in conjunction with this offering.

Initial Public Offering

In November 2000, the Company completed itsinitial public offering transaction, raising approximately $57.2million, net of offering costs of
approximately $7million, upon theissuance of 535,000 shares of the
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Company’s common stock. On theclosing of this transaction, all classes of previously outstanding preferred stock converted into shares of
common stock of the Company on a one-for-one basis.

SeriesD Convertible Preferred Stock

InJune and July of 2000, the Company issued 392,810 shares of SeriesD convertible preferred stock at $86.25 per shareto accredited
investorsin aprivate placement. Net proceeds from the financing amounted to approximately $33.3million, net of offering costs of
approximately $541,000. The Company also issued warrantsto purchaseatotal of 78,560 shares of its common stock at an exercise price of
$48.65, as adjusted, expiring June30, 2005.

In October 2000, the Company issued 28,985 shares of SeriesD convertible preferred stock at $86.25 per shareto a qualified institutional
buyer in a private placement. Net proceeds from the financing amounted to approximately $2.5million. The per share price represents a
discount of $78.75 compared to the fair value on the date of issuance. Concurrently, the Company entered into a product purchase and licensing
agreement with thesame investor. Asaresult of this transaction, the Company recorded the sale of the preferred stock measured at fair value
pursuant to the guidancein SFASN0.123 and EITF 00-27. The discount of approximately $2.3million for the beneficial conversion was
recorded in sales and marketing expense during the fourth quarter of 2000.

Warrants

Each of the Company and NWT haveissued warrants to purchase shares of the Company’sand NWT' s capital stock to various investors and
lenders as approved by their respective boards of directors.

A summary of warrant activity is as follows:

December 31,
2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Number Exercise Number Exercise Number Exercise
of Shares Price of Shares Price of Shares Price
NWI Warrants
Outstanding, beginning 1,430,095 $ 17.70 702,806 $ 29.40 566,326 $ 2340
of year
Y Granted 506,511 3.66 743,122 17.70 144,581 52.65
Cancelled (28,168 ) 2.79
Exercised (15,833) 17.40 (8,101 ) 21.15
Outstanding, end of 1,908,438 $ 1171 1,430,095 $ 17.70 702,806 $ 2940
year
NWT Warrants
Outstanding, beginning 66,021 12.75
of year
Granted 12.75
Cancelled (66,021 )
Outstanding, end of
year

In connection with the Common Stock issuance in September 2002, the Company issued warrantsto buy 501,209 shares of common stock.
These warrants may be exercised at $3.60 per share at any time between March12, 2003 and March12, 2006. Under thefair valuemethod,
these warrantsat the date of issuance was nominal and, accordingly, no value has been assigned to them.
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In connection with the SeriesA Preferred Stock financing in December 2001 (see Note 6), the Company issued to the purchasers of the SeriesA
Preferred Stock warrants exercisable for the purchase of 705,765 newly-issued shares of common stock. These warrantsmay be exercised at
$18 per share at any time up to December21, 2005. The Company estimated the fair market value of these warrantsat the date of issuance to be
$4,512,000, which will be ratably accreted in dividends and recorded asa component of Additional Paid in Capital over a seven year period
until the redemption rights on the SeriesA redeemable convertible preferred stock are effective, or immediately in the period in which
conversion of the SeriesA Preferred Stock into shares of common stock occurs.

In connection with the November 2001 line of credit facility (see Noteb), the Company issued warrants to buy 37,387 shares of common stock.
These warrants may be exercised at $9.72 per share, adjusted per warrant terms, at any time up to expiration on November29, 2008. Under the

fair value method, these warrantsat the date of issuance was $358,000, which will be amortized over the term of the facility. In September
2002, in connection withthe Common Stock Issuance, pursuant to the Antidilution provision of the SVB warrant, Company issued additional
warrants to buy 5,302 shares of common stock. These warrantsmay be exercised at $9.72 per share, adjusted per warrant terms, at any time up
to expiration on November29, 2008. Under the fair value method, the value of these warrants at the date of issuance was nominal and,
accordingly, no value has been assigned to them.

In connection with the SeriesD financing in 2000 (see Note6), the Company issued warrantsto purchase 78,560 shares of common stock of the
Company. These warrantsmay be exercised at $48.65 per share, adjusted per warrant terms, at any time up to June30, 2005. Under the fair
value method, thevalue of these warrants at the date of issuance was nominal and, accordingly, no value has been assigned to them.

Common Shares Reserved for Future | ssuance

The Company hasreserved shares of common stock for future issuance asfollows:

December 31,
2002

Stock options outstanding 975,483
Stock options available for future grant 201,774
Stock warrants outstanding 1,908,438
Conversion of SeriesA Preferred Stock 340,051
Shares available under the Employee Stock Purchase Plan 63,489

Total reserved sharesfor issuance of common 3,489,235

stock
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Net Loss Applicable to Common Stockholders

A reconciliation of the net loss applicable to common stockholders is as follows:

Year Ended December 31,

2002 2001 2001
Net loss $ (28,318,000) % (90,877,000) $ (46,924,000 )
Adjustments to net lossused in
computing basic and diluted net loss
applicable to common stockholders:
Accretion of dividends on convertible (1,132,000 ) (50,000 ) (3,146,000 )
and redeemable preferred stock
Accretion of dividends on minority (197,000 )
interest
Amortization of offering costsfor (1,375,000 ) (6,000 ) (509,000 )
convertible and redeemable preferred
stock
Accretion of imputed value assigned to (22,656,000 ) (105,000 )
the beneficial conversion feature of
SeriesA convertible and redeemable
preferred stock and related common
stock warrants
Net loss applicable to common $ (53481,000) $ (91,038,000) $ (50,776,000 )
shareholders

8.Stock Option and Employee Stock Purchase Plans
Stock Option Plans

The Company’ s amended and restated 1997 stock option plan (the “1997 Plan™) for employeesauthorizes the granting of options for up to
800,000 shares of the Company’ s common stock. Generally, options are to be granted at prices equal to at least 100% of the fair value of the
stock on the date of grant, expire not later than ten yearsfrom the date of grant and vest ratably over afour-year period following the date of
grant. From timeto time, as approved by the Company’s Board of Directors, options with differing termshave also been granted. The 1997
Plan provides that any shares issued come from the Company’ s authorized but unissued or reacquired common stock.

InJuly 2000, the Company’s Board of Directors approved the 2000 Stock Incentive Plan (the* 2000 Plan™) authorizing the granting of options
for up to 1,100,000 shares of the Company’s common stock, includingthe 800,000 shares authorized under the 1997 Plan, plus anautomatic
annual increase, to be added on thefirst day of the fiscal year beginning in 2001, equal to the lesser of (2)0.5% of the outstanding shares on the
last day of the prior fiscal year, (b)100,000 shares, or (c)such lesser number of shares as may determined by the Board in its sole discretion. The
Company implemented the 2000 Plan upon the effective date of theinitial public offeringin November 2000 (see Note3). Under the 2000 Plan,
25% of each option grant vests on the first anniversary of thegrant date. Thereafter, the balance of the grants vest monthly over a 36month
period of the grant holders continued employment or serviceto the Company.
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A summary of stock option activity is asfollows:

Options Weighted Average
Options Available Exercise Price

Outstanding for Grant Per Share

Options outstanding, Januaryl, 2000. 268,800 128,450 $ 1245
New authorized options 700,000

Granted 587,760 (587,760 ) $ 1425

Exercised (74,068 ) $ 1020

Cancelled (85,773 ) 85,773 $ 1920

Options outstanding, December31, 2000 696,719 326,463 $ 79.65
New authorized options 100,000

Granted 169,500 (169,500 ) $ 39.45

Exercised (27,657 ) $ 1365

Cancelled (229,439 ) 229,439 $ 7530

Options outstanding, December31, 2001 609,123 486,402 $ 7395
New authorized options 100,000

Granted 576,942 (576,942 ) $ 828

Exercised (18,268 ) $ 1312

Cancelled (192,314 ) 192,314 $ 54.65

Options outstanding December31, 2002 975,483 201,774 $ 39.96

Exercisable, December31, 2000. 134,584 $ 45.30

Exercisable, December31, 2001. 255,402 $ 70.05

Exercisable, December31, 2002. 319,723 $ 77.05

Additional information relating to stock options outstanding and exercisable at December31, 2002, summarized by exercise priceis as follows:

Exercisable Weighted
Outstanding Weighted Aver age Average
Life Exercise Exercise
Rangeof Exercise Prices Shares (Years) Price Shares Price
$1.68-16.50 374,865 941 $ 321 31,383 $ 11.49
$16.80-19.80 227,079 8.95 17.06 19,516 17.87
$25.00-90.47 257,315 7.53 68.05 193,805 69.12
$112.50-193.13 116,224 7.78 141.06 75,019 140.37
975,483 319,723

The Company amortizes stock-based employee compensation over the vesting periods of therelated options using the attribute method
prescribed by FASB Interpretation No.28 and SFAS No.123. Under this method, each vested tranche of options is accounted for as a separate
option grant awarded for services. Accordingly, the compensation expense is recognized over the period during which the servicesare
provided. This method results in higher compensation expense intheearlier vesting periods of the related options.

In August 2000, the Company granted options to employees to purchase 129,410 shares of common stock at an exercise price of $112.50 per
share. In connection with these grants, the Company recorded $6,794,000 of grossdeferred stock compensation.

InJuly 2000, the Company granted options to employees to purchase 263,216 shares of common stock at an exercise price of $75.00 per share.
In connection with these grants, the Company recorded $22,350,000 of
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gross deferred stock compensation. Additionally, $659,000 of gross deferred compensation expense related to 4,375 options was recorded for
the extension of the vesting period related to a terminated employee. In July 2000, the Company appointed a new Chief Executive Officer, and
granted this officer options to purchase 202,436 shares of common stock at an exercise price of $75.00 per share. The options vest and become
exercisable as follows: 40,487 options were immediately exercisable; 25,304 options became exercisable on July24, 2001; 25,304 options vest
and become exercisable on July24, 2002; and 20,243 options vest and become exercisable on each July24 of 2001, 2002, 2003 and 2004. In
addition, 30,365 options vested and became exercisable upon the closing of the Company’s IPO. The remaining 60,733 options granted in July
2000 vest over afour-year period, with 25% of the optionsvesting each year fromthe date of grant.

InApril and May 2000, the Company granted options to employeesto purchase 60,530 shares of common stock at an average price of $49.95
per share. In connection with this grant, the Company recorded $169,000 of gross deferred stock compensation.

In February 2000, the Company granted options to purchase 25,000 shares of common stock at an exercise price of $25.05 per share. In
connection with this grant, the Company recorded $295,000 of gross deferred stock compensation.

Amortization of stock-based compensation was $3.6million, $10.4million and $12.8million for the years ended December31, 2002, 2001 and
2000, respectively. The Company expects to amortize $1.3million in 2003 and $400,000 in 2004, assuming no cancellations or additional stock
option grants below fair value.

Employee Stock Purchase Plan

InJuly 2000, the Company’s Board of Directors approved the 2000 Employee Stock Purchase Plan “ESPP’ and in September 2000, the
Company’ s stockholders approved the ESPP. The Company implemented the ESPP upon the completion of theinitial public offering in
November 2000 (see Note 3). The ESPP, subject to certain limitations, permits eligible employees of the Company to purchase common stock
through payroll deductions of up to 10% of their annual compensation. The ESPP provides for the issuance of 100,000 shares of common stock
under the ESPP, plus an automatic annual increase, to be added on the first day of thefiscal year beginning in 2001, equal to thelesser of
(8)0.5% of the outstanding shares on thelast day of the prior fiscal year, (b)18,000 shares, or (c)such lesser number of sharesas may be
determined by the Board in its sole discretion. If purchases of stock through the plan deplete this supply, the Company will limit, suspend or
discontinue purchases under the plan until additional shares of stock are available. During 2002, the Company sold 23,126 sharesunder this
plan and received $135,000 in cash. During 2001, the Company sold 13,385 shares under this plan and received $171,000 in cash.
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9.lncome Taxes

The Company’ s deferred tax assets and liabilities consist of the following:

December 31
2002 2001
Current deferred taxes:
Accounts receivable reserve $ 123,000 $ 109,000
Accrued expenses 2,621,000 1,173,000
Inventory reserve 4,065,000 10,922,000
Other 133,000 133,000
Deferred tax asset—current 6,942,000 12,337,000
Valuation allowance (6,942,000 ) (12,337,000 )
Net current deferred taxes
Long-term deferred taxes:
Depreciation and amortization 1,598,000 866,000
Deferred revenue 231,000 171,000
Research and development costs 125,000
Net operating loss and credit carryforwards 51,115,000 38,016,000
Deferred tax asset—noncurrent 52,944,000 39,178,000
Valuation allowance (52,944,000 ) (39,178,000 )
Net long-term deferred taxes
Net deferred income taxes $ $

Management hasestablished a valuation allowanceagainst its net deferred tax assetsdue to the uncertainty surrounding therealization of such
assets.

At December3l, 2002, the Company hasU.S. federa net operating loss carryforwards of approximately $135.5million, which expire at various
dates through 2022. The Company has California net operating loss carryforwards of approximately $38.7million, which expire at various dates
through 2012. The Company has Arizona net operating loss carryforwards of approximately $3.5 million, which expire at variousdates through
2007. In addition, the Company has Canadian net operating loss carryforwards of approximately $6.7million, which do not expire. Asaresult
of ownership changes (as defined by Section 382 of thelnternal Revenue Code), which occurred in 1996, 1999, and 2000, tax loss
carryforwards generated prior to November 2000 have been limitedto atotal of approximately $37.2million, of which approximately
$21.1million can be utilized per year in years subsequent to December31, 2002. Any additional ownership changes may further limit the
utilization of net operating loss carryforwards.

Itisthe Company’sintention to reinvest undistributed earnings of it’'sforeign subsidiary and thereby indefinitely postpone their remittance.
Accordingly, no provision has been made for foreign withholding taxes on United Statesincome taxeswhich may become payableif
undistributed earnings of theforeign subsidiary were paid as dividends to the Company.
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The provision for income taxesreconciles to theamount computed by applying the statutory federal incometax rateto income before provision
for income taxes as follows:

Year Ended December 31,
2002 2001 2000

Federal tax provision, at statutory rate $ (9628000) $ (30,898,000) $ (16,424,000 )

State tax, net of federal benefit (870,000 ) (2,154,000 ) (1,364,000 )
Change in valuation alowance 8,371,000 29,401,000 11,447,000
Interest expense on convertible

Subordinated debentures

Deferred compensation 1,316,000 4,144,000 5,262,000

Customer acquisition costs 936,000

Other 811,000 (493,000 ) 143,000
$ $ $

10.Commitments and Contingencies
Operating and Capital Leases
The Company leases its office space and certain equipment under non-cancel able operating and capital leases. Rental expense under operating

leasesin fiscal 2002, 2001 and 2000 was approximately $1,935,000, $1,428,000 and $1,223,000, respectively. The minimum future lease
payments under non-cancel able operating leases and future minimum capital |ease payments as of December31, 2002 are:

Operating Capital

2003 $ 1,824,000 $ 143,000
2004 1,462,000 40,000
2005 939,000 —
2006 539,000 —
2007 331,000 —

Total minimumlease payments $ 5,095,000 $ 183,000
Less—amount representing interest (at rates ranging from 9.9% to 20.3%) (12,000 )
Present value of net minimum|ease payments 171,000
Less—current portion of capital lease obligations (133,000 )
Obligations under capital leases, net of current portion $ 38,000

Royalties

The Company is required to make royalty paymentsfor itsproducts shipped with CDPD technology. The Company incurred royalty expenses
of $62,000, $239,000 and $284,000 in fiscal 2002, 2001 and 2000, respectively. The Company is also required to make royalty paymentsfor its
products shipped withCDMA technology at an amount of 6.5% of the net selling price, as defined in the royalty agreement. In 2002 and 2001,
the Company incurred CDMA royalty expense of $683,000 and $14,000, respectively.

Employment Agreements and Contract Commitments
InMay 2001, the Company entered into management retention agreements with the Company’ s named executive officers. The agreements

entitle those employees to enumerated severance benefits if, within 24months followinga change of control (or at thedirection of an acquirer in
anticipation of such an event),
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the Company terminatesthe employee’ s employment other than for cause or disability or the employee terminates his employment for good
reason. These severance benefits include a payment of two times the sum of the employee’ s annual base salary then in effect and the applicable
targeted annual bonus, continued employee benefits, full acceleration of vesting of the employee’ s stock options, atax equalization payment to
eliminate the effects of any applicable excise tax, and the issuance to the employee of an option to purchase additional shares of the Company’s
common stock. As acondition of the March12, 2003 Purchase Agreement (see Note2), the remaining management retention agreements were
terminated under mutual agreement between the named executive officers and the Company.

Effective January13, 2003, the Company’s former Chief Executive Officer was replaced. The former CEO’ s employment agreement with the
Company provides that in the event that the Company terminates himwithout cause, or in the event he terminates his employment with the
Company because the Company hasmaterially breached the termsof his employment agreement or because a change of control occurs, heis
entitled to receive in alump sum payment an amount equal to his annual base salary thenin effect and all unvested optionswill immediately
vest and become exercisable. He would then also be entitled to a bonus equal to the amount of the bonus he had earned as of the date of his
termination as well as to the continuation of certain employee benefits pursuant to theterms of existing company plans. If the Company
terminates his employment for cause, or he terminates his employment without good reason, he will be entitled to receive severance and other
benefits only as may then be established under the Company’s existing severance and benefit plansand policies at the time of such termination.
The Company is currently evaluating the amounts that might be owed to himunder the termsof his employment agreement. Management
believes the maximum amount owned, if any, could be his base salary, whichwas $325,000 upon his termination. Management doesnot believe
any amounts are due to him under the management retention agreement. No payments have been made to date to him under any of these
agreements. The amounts owed, if any, will be recorded in 2003.

Effective October31, 2002, Ambrose Tam, the Company’s President and Chief Operating Officer, resigned his employment with the Company.
Pursuant to theterms of Mr.Tam’s employment agreement Mr.Tam is entitled to receive from the Company, as a conseguence thereof,
Canadian $250,000 in two equal installments, thefirst of which occurred on October31, 2002 and the second of whichMr.Tam isentitled to
receive six months thereafter. In addition, Mr.Tam is entitled to continued participation in his employee benefit package for the 12month period
following hisresignation.

The Company also has employment agreementswith certain other key employees providing for four months salary payment in the event of
termination without cause.

Legal Matters

On February28, 2003, a class action law suitwas filed in the United States District Court for the Southern District of Florida against Credit
Suisse First Boston (CSFB) and approximately 50 companies, including Novatel Wireless, for whoserespective initial public offering CSFB
purportedly served asthe lead underwriter. The suit purports to be on behalf of all the purchasers of the common stock of the named issuing
companies and alleges violations of federal and state securities law. Specifically, the suit alleges that CSFB and each named issuer conspired to
file false and misleading registration statements and other reports containing knowingly inflated financial and performance projections in order
to support an aggressive PO issue price. Although the Company has not yet been served in this action, the Company has reviewed the
complaint, believes to have meritorious defenses, and the Company intendsto vigorously defend against it.

InJanuary of 2003, our wholly-owned subsidiary, Novatel Wireless Technologies, Ltd. (NWT)terminated one of its Canadian employees for
cause. On February26, 2003, the employee filed suit onthe judicia district of Calgary, in the Court of Queen’sBench of Alberta, claiming that
NWT had
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wrongfully terminated him and seeking approximately $365,000 in damages. NWT has been informed by its counsel that NWT has meritorious
defenses, and NWT intends to vigorously defend against the claim.

On April30, 2002, the Company entered into an employment agreement pursuant to which the employee purportedly commenced working for
uson May8, 2002. The individual has alleged that on or about May10, 2002, we breached our agreement with him by materially diminishing his
responsibilities and, as a consequence of which, he has aleged, heterminated his employment with the Company for “Good Reason” as defined
in the employment agreement. The employee has filed a claim with the California Department of Labor (DOL )seeking approximately $450,000.
The Company is currently waiting for the DOL to schedule ahearing on the matter. The Company believes this claimis without merit and
intends to vigorously defend against the claim.

The Company is party to various legal matters and subject to claimsin the ordinary course of business. In the opinion of management, based in
part on theadvice of legal counsel, noneof these matters will have a material adverse effect onthe Company’sfinancia position or results of
operations.

Sanmina Settlement

On January12, 2002, the Company entered into a settlement agreement (the “ Settlement Agreement”) with Sanminarelatedto claimsfiled in
October 2001.

In October 2001 Sanmina Corporation (now known as Sanmina-SCI Corporation) (“Sanmind”) filed suit against the Company in Santa Clara
County Superior Court seeking approximately $27million of claimsfor breach of contract under a contract manufacturing arrangement. The
Company reached asettlement with Sanminato end any and all disputes and litigation arising from the claims and signed a settlement
agreement and mutual general release (the “ Settlement”). Under the Settlement, which became effective on January28, 2002, the Company
made a cash payment to Sanmina of $1,300,000 and issued to Sanmina 333,333 shares of common stock. Aspart of this issuance, we also
granted to Sanminatheright to obligate us to repurchase up to 133,333 of the shares of common stock at a price of $12.00 per share. In
addition, the Company agreed to take delivery of inventory held by Sanmina and make paymentstotaling $5million in 2002 and $4million in
2003 and up to an additional $2million in the event the Company fails to make any of the agreed upon payments.

On February7, 2003, the Company and Sanmina amended the Settlement Agreement to extend the time period during which the Company
would be permitted to satisfy its remaining payment obligations (the “ Amendment”). Pursuant to the terms of the Amendment, the Company
agreed that for so long as the Company owed monies to Sanmina pursuant to the Settlement Agreement (the “ SanminaDebt”) the Company
would make specified pre-payments on the Sanmina Debt in the event that the Company failed to meet agreed upon performance targets, met or
exceeded other performance targets, or raised additional working capital. Asof February10, 2003, the Sanmina Debt totaled approximately
$3.505million. See Note2 for further discussion of the Company’s obligation to Sanminain connection withthe Purchase Agreement.

11.Segment Information and Concentrations of Risk and Related Parties
Segment Information

The Company operatesin thewireless data modem technology industry and all sales of the Company’s products and services are made in this
segment. Management makes decisions about allocating resources based on this oneoperating segment.

The Company hasoperations in the United States and Canada. The distribution of the Company’ s assetsin the United States and Canada as of
December31, 2002 and 2001 are $21.3million and $2.7million, and
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$54.6 million and $5.3million, respectively. For theyears ended December31, 2002 and 2001, approximately 11% and 16% of revenues were
derived frominternational accounts.

Concentrations of Risk and Related Parties

Substantially all of the Company’ s revenues come from wireless Internet products. Any further decline in market acceptance of the Company’s
products or afurther decline in thefinancial condition of the Company’ s existing customersmay impair the Company’ s ability to operate
effectively.

The Company sells products to Airlink Communications, Inc., (“Airlink”) awireless software infrastructure business, which integrates the
Company’s modemsinto their products. Airlink’ s Chairman of the Board and Airlink’s principal stockholder isalso a member of the
Company’s Board of Directors and astockholder of the Company. Sales to Airlink were $47,000 and $1,746,000 for the year ended
December31, 2002 and 2001, respectively. Receivables from Airlink amounted to $276,000 and $778,000 as of December31, 2002 and 2001,
respectively. In May 2001, the Company and Airlink entered into a $1.6million secured promissory note agreement for the payment of products
sold to Airlink. The first payment of $300,000, plus accrued interest was paid by Airlink on Septemberl, 2001, and the remaining principal
balance, plus accrued interest, was due in eight equal monthly installmentswith thefinal payment due May1, 2002. The note accrued interest at
prime plus 3% (7.25% at December31, 2002) and was secured by al of Airlink’s assets. Airlink’s Chairman of the Board had personally
guaranteed the note. The Company has sold similar products to other parties at unit prices similar to those under the Company’ s arrangement
with Airlink.

In September 2001, the Company entered into a second agreement with Airlink for the payment of $1.1million for additional products shipped
to Airlink during September 2001. In December 2001, Airlink returned $750,000 of the products shipped to Airlink during September 2001. At
December31, 2002 and 2001, thereceivable from Airlink under this agreement was $375,000 and $393,000, respectively, which includes
accrued interest. In accordance with Staff Accounting Bulletin No.101, “Revenue Recognition in Financial Statements’ the Company will
record revenue under this agreement whenthe collection of thereceivable becomes reasonably assured. No revenues were recorded pursuant to
this agreement in 2001 or 2002.

During the first quarter of 2002, Airlink became delinquent in making scheduled paymentsunder the termsof the above agreements and after
substantial negotiations and evaluating various collection alternatives, in May, 2002, the Company and Airlink entered into an Agreement and
Plan of Reformation whichterminated and combined thetwo previous separate agreementsinto one secured promissory note for approximately
$950,000 which is secured by substantially all of Airlink’s assets. Consistent with the previous notes, Airlink’s Chairman of the Board has also
personally guaranteed this promissory note. The terms of this note provided for Airlink to pay the Company afirst payment of $70,000 in June
2002, which waspaid, as well as a specified percent of Airlink’sgross monthly cash receipts. The outstanding balance of the note at
December31, 2002 was $650,000. The note accrues interest at prime plus 3% (7.25% at December31, 2002). Airlink isalso delinquent in
making scheduled payments under this agreement and the Company is evaluatingits legal remedies under theterms of thisagreement. In
January 2003, the Company sent Airlink’s Chairman of theBoard demand letters requesting immediate payment under the personal guarantee.
The Company intends to enforce its rights under the personal guarantee. No payment hasbeen received to date. The Company has sold Airlink
on a prepayment basis, $7,000 during the period January1, 2003 to March26, 2003. During 2002, this individua performed certain consulting
services for the Company and was paid $55,000.

OnJune30, 2000, Aether Capital, LLC, purchased $20million of the Company’s SeriesD convertible preferred stock. Aether Capital, LLC is
the investment arm of Aether Systems, Inc., which isthe sole member of Aether Capital, LLC. DavidS. Oros, one of the Company’s directors,
who joined the Company’s board in July 2000, serves asChairman, Chief Executive Officer and President of Aether Systems, Inc.
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Mr.Oros wasalso adirector of OmniSky Corporation, in which Aether Systems, Inc. wasan investor. As aresult of this capital transaction,
OmniSky Corporation, a one-time significant customer, became arelated party and the Company commenced recording sales to OmniSky as
“Revenue-Related Parties’ in thethird quarter of 2000. Sales to Omni Sky amounted to $1,901,000 for the year ended December31, 2001.
Receivables from Omni Sky Corporation amounted to $44,000 and $143,000 as of December31, 2002 and 2001, respectively, which hasbeen
fully reserved, as aresult of OmniSky’s December 2001 filing for Bankruptcy protection. Aspart of this settlement, the Company received a
payment of $99,000 during 2002.

In December 2001, the Company entered into a software license, maintenance and support agreement with Aether Capital LLC. Under this
agreement, the Company purchased a softwarelicense from Aether Capital LLC for $870,000 and a one-year maintenance and support service
agreement for $130,000. During 2002, the Company paid $950,000 under this agreement and theremaining $50,000 isincluded in “ Accounts
Payable” at December3l, 2002 and is payable in 2003. Simultaneously with thislicense agreement, Aether Capital LLC purchased 3,000 shares
of our SeriesA Preferred Stock for a purchase price of $3.0million and received warrantsto purchase up to 77,922 shares of the Company’s
common stock at an exercise price of $18 per share. The termsand conditions of this investment by Aether Capital LLC wereidentical to those
on which other investors purchased shares of our SeriesA Preferred Stock in December 2001. In thefourth quarter of 2002, the Company
decided not to pursue further development of the technology related to thislicense, and accordingly, an impairment charge of $870,000 was
recorded.

The Company utilized an entity to provide technical support servicesfor $16,000 per month through June30, 2002. The Company’s former
Chairman and Chief Executive Officer isaboard member and an option holder of this entity. Payments made to thisentity during theyears
ended December31, 2002 and 2001 were $96,000 and $62,000.

During 2001, the Company made payments of approximately $169,000 to Centurion Wireless Technologies, Inc., (“Centurion”) in connection
with the purchase of certain wireless modem antennae. Centurion is a portfolio company of Cornerstone Equity Investors, LLC
(“Cornerstone”). Two of Cornerstone’s managing directors serve on the Company’ s board of directors and Cornerstone is a stockholder of the
Company. There were no purchases from Centurion during 2002. InJuly 2002, the Company paid thefinal payable balance of $41,000 to
Centurion.

A significant portion of the Company’ s revenue comes from a small number of customers. The Company’stop ten customers for the year
ended December31, 2002 and 2001 accounted for approximately 84.6% and 66.6%, respectively, of the Company’ s revenue. One customer
accounted for 46.5% of 2002 revenues. Two customers accounted for 13% and 12%, respectively, of 2001 revenues. One customer, Omni Sky,
accounted for 45% of therevenues for the year ended December31, 2000.

The Company’sfinancial condition, results of operations and cash flowswere adversely affected during fiscal 2002 and 2001 asaresult of
further slowing of demand for both wireless products and wireless access servicesfor thetransmission of data. The Company’s business was
particularly impacted adversely by the bankruptcy of Metricomin July 2001. Salesto Metricom accounted for 12.4% of the Company’s
revenue for the year ending December31, 2001. Additionally, the Company’ s business was impacted adversely by the bankruptcy of OmniSky,
whichfiled for bankruptcy in December 2001. Sales to OmniSky accounted for 45.4% and 3.3% of the Company’s revenue for the yearsending
December31, 2000 and 2001.

12 Retirement Savings Plan
The Company hasa defined contribution 401(k) retirement savings plan (the “Plan”). Substantially al of the Company’s U.S. employees are
eligibleto participatein the Plan after meeting certain minimum age and service requirements. Employees may make discretionary

contributions to the Plan subject to Internal

70

meres o SO irssss 2003, EDGAR Online, I nc.




Table of Contents

NOVATEL WIRELESS, INC.

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Revenue Service limitations. Asof December31, 2002, there areno provisions for employer contributions to the Plan. Participants are fully
vested in all contributions to the Plan.

The Company hasa Registered Retirement Savings Plan for its Canadian employees. Substantially all of the Company’s Canadian employees
are eligible to participate in the Plan. Employees make discretionary contributions to the plan subject to local limitations. Employer
contributions amounted to $116,000, $101,000 and $83,000 for the years ended December31, 2002, 2001 and 2000, respectively.
13.Quarterly Financial Information (Unaudited)

The followingis a summary of unaudited quarterly results of operations for the years ended December31, 2002, 2001 and 2000.

Quarter
First Second Third Fourth
(inthousands, except per share amounts)

2002:

Total revenues $ 7,272 $ 7,731 $ 5,905 $ 7,964
Gross margin 553 420 1,401 (396)
Net loss (16,109 ) (15,633 ) (5,833) (15,909 )
Net loss per share (4.07) (3.16) (111) (254)
2001

Total revenues $ 19,737 $ 12,508 $ 4,140 $ 7,258
Gross margin (5,184 ) (12,419) (5,268 ) (10,925)
Net loss (25,306 ) (25,786 ) (17,439 ) (22,507 )
Net loss per share (7.02) (7.12) (4.80) (6.18)
2000:

Total revenues $ 6,837 $ 9,094 $ 17,477 $ 27,746
Gross margin (1,028 ) (1,055) 521 3,128
Net loss (7,369 ) (10,769 ) (15,435 ) (17,203)
Net loss per share (11.03) (15.90) (22.62) (17.19)
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INDEPENDENT AUDITORS REPORT

The Board of Directors
Novatel Wireless, Inc.:

We have audited the accompanying consolidated balance sheet of Novatel Wireless, Inc. and subsidiaries as of December31, 2002, and the
related consolidated statements of operations, stockholders' equity, and cash flows for the year then ended. In connection with our audit of the
consolidated financia statements, we also have audited thefinancial statement Schedulell for theyear ended December31, 2002. These
consolidated financia statementsand financial statement schedule are the responsihility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements and financial statement schedule based on our audit. The consolidated financial
statements and financial statements schedule of Novatel Wireless, Inc. as of December31, 2001, and for each of theyears in the two-year period
then ended were audited by other auditors who have ceased operations. Those auditors expressed anunqualified opinion on those consolidated
financia statementsand financial statement schedule, before therevision described in Note 1to the consolidated financial statements, in their
report dated Februaryl, 2002.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on atest basis, evidence supporting the amounts and disclosures in the financia statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financia statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

Inour opinion, the consolidated financia statements referred to above present fairly, in all material respects, the financial position of Novatel
Wireless, Inc. and subsidiaries as of December31, 2002, and theresults of their operations andtheir cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, therelated financial statement
Schedulell for theyear ended December31, 2002, when considered in relation to thebasic financial statements taken asa whole, presents fairly,
inall material respects, theinformation set forth therein.

Asdiscussed above, the consolidated financial statements of Novatel Wireless, Inc. and subsidiaries asof December31, 2001, and for each of
the yearsin the two-year period then ended were audited by other auditors who have ceased operations. As described in Note 1, these
consolidated financia statements have been revised to retroactively reflect a 1-for-15 reverse stock split of the Company’ s common stock
approved on October29, 2002. In our opinion, the adjustmentsapplied to retroactively reflect the 1-for-15 reverse stock split to these
consolidated financia statements are appropriate. However, we were not engaged to audit, review, or apply any procedures to the consolidated
financial statements of Novatel Wireless, Inc. as of December31, 2001 and for each of theyears in the two-year period then ended, other than
with respect to such 1-for-15 reverse stock split and, accordingly, we do not express an opinion or any other form of assurance on those
consolidated financia statementstaken as awhole.

The accompanying consolidated financial statements and financial statement schedule have been prepared assuming that the Company will
continue asa going concern. Asdiscussed in Note 2 to the consolidated financial statements, the Company has incurred significant losses from
operations in each period since inception and hasused substantially all of their cash resources to fund such losses. Management believes the
Company needs an immediate infusion of financing in order to sustain operations and has negotiated afinancing transaction that is contingent
upon stockholder approval. Without successful completion of the transaction, management believes the Company will have insufficient working
capital to continue operations. Even if the transaction is successfully completed, the Company needs to increase revenues in order to achieve
budgeted cash flows sufficientto allow the Company to continue operating. These mattersraise substantial doubt about the Company’ s ability
to continue as a going concern. Management’s plansin regard to these
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meatters are also described in Note 2. The consolidated financial statements do not include any adjustments that might result from the outcome
of this uncertainty.

/s KPMGLLP
San Diego, Cdlifornia

March14, 2003
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Thisisacopy of the audit report previously issued by Arthur Andersen LLP in connection with Novatel Wireless, Inc.’s filing on Form10-K for
the year ended December31, 2001. This audit report has not been reissued by Arthur Andersen LLP in connection withthis filing on Form10-K.
The Consolidated Financial Statements included herein have been revised to retroactively reflect a 1-for-15 stock split on the Company’s
common stock approved on October29, 2002. See Exhibit23.2 for further discussion. The consolidated balance sheet as of December31, 2000
and the consolidated statements of operations, stockholders' equity and cash flowsfor the year ended December 31, 1999, referred toin this
report hasnot been included in the accompanying financia statements.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To Novatel Wireless, Inc.:

We have audited the accompanying consolidated balance sheets of Novatel Wireless, Inc. (a Delaware corporation) and Subsidiaries as of
December31, 2001 and 2000, and therelated consolidated statements of operations, stockholders' equity (deficit)and cash flows for each of the
three years in the period ended December31, 2001. These financial statements are the responsibility of the Company’ s management. Our
responsibility isto express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether thefinancial statements arefree of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosuresin thefinancial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financia statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

Inour opinion, thefinancial statements referred to above present fairly, in all material respects, thefinancial position of Novatel Wireless, Inc.
and Subsidiaries as of December31, 2001 and 2000, and the results of their operations and their cash flowsfor each of the three yearsin the
period ended December31, 2001, in conformity with accounting principles generally accepted in the United States.

Our audits weremade for the purpose of forming an opinion on thebasic financial statements taken asa whole. Schedulell—Va uation and
Qualifying Accountsis presented for purposes of complying with the Securities and Exchange Commission’s rules and is not part of thebasic
financial statements. The schedule has been subjected to the auditing procedures applied in the audits of thebasic financia statementsand, in
our opinion, fairly states in all material respects the financial data required to be set forththerein in relation to the basic financial statements
taken as awhole.

/s ARTHUR ANDERSEN LLP

San Diego, California
Februaryl, 2002

(Except withrespect to the matters

discussed in Note 15 as to whichthe

date is February22, 2002)
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SCHEDULE 11

NOVATEL WIRELESSINC.

Valuation and Qualifying Accounts
For the Years Ended December 31, 2002, 2001 and 2000

Balance At
Beginning
of Year

Allowance for Doubtful Accounts:

December31, 2002
December3l, 2001
December31, 2000

Warranty and Sales Returns
Reserve:

December31, 2002
December3l, 2001
December31, 2000

Deferred Tax Asset Valuation
Allowance:

December31, 2002
December31, 2001
December31, 2000

$ 294,000
253,000
181,000

466,000
675,000
236,000

51,515,000
22,114,000
10,667,000

EGAF

— Faalfdalia

75

2003.

Additions Deductions
Chargedto From
Operations Reserves

39,000
114,000 $ 73,000
72,000

260,000

209,000
439,000
8,371,000
29,401,000
11,447,000

EDGAR Online, Inc.

Balance
At End
of Year

333,000
294,000
253,000

206,000
466,000
675,000

59,886,000
51,515,000
22,114,000
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Exhibit
Number
3.1(1)
3.2(4)
3.3(1)
4.1(2)
4.2(4)
4.3(4)
4.4(5)
4.5(5)
4.6(5)
4.7(5)
4.8(5)
4.9(7)
4.10(7)
4.11(7)
4.12(7)
4.13(7)
4.14(7)
4.15(7)
4.16(7)
10.1(3)
10.2(6)
10.3(3)
10.4(2)

10.5(2)
10.6(2)
10.7(5)
10.8(5)
10.9(6)
10.10(2)
10.11(2)

*10.12(2)
*10.13(2)

10.14(6)

EXHIBIT INDEX

Description

Certificate of Incorporation.

Certificate of Designation of SeriesA Convertible Preferred Stock.

Bylaws.

Specimen Common Stock Certificate.

Specimen SeriesA Convertible Preferred Stock Certificate.

Form of Common Stock Purchase Warrant.

Warrant to Purchase Stock, dated as of November29, 2001, by and between the Company and Silicon Valley Bank
Form of Common Stock Purchase Warrant issued in connection with the Company’s SeriesB Convertible Preferred Stock
Form of Common Stock Purchase Warrant issued in connection with the Company’s SeriesC Convertible Preferred Stock
Form of Common Stock Purchase Warrant issued in connection with the Company’s SeriesC Debentures

Form of Common Stock Purchase Warrant issued in connection with the Company’ s SeriesD Convertible Preferred Stock
Form of Securities Purchase Agreement.

Form of Secured Convertible Subordinated Note

Form of Secured Convertible Subordinated Note

Form of Common Stock Purchase Warrant

Form of Security Agreement

Form of Certificate of Designation with respect to SeriesA Stock

Form of Certificate of Designation with respect to SeriesB Stock

Form of Registration Rights Agreement

1997 Stock Incentive Plan, as Amended and Restated.

2000 Stock Incentive Plan, as Amended and Restated.

2000 Employee Stock Purchase Plan.

Amended and Restated Registration Rights Agreement, dated asof Junel5, 1999, by and among Novatel Wireless, Inc.
and some of its stockholders.

Amended and Restated Investors' Rights Agreement, dated as of June30, 2000, by and among Novatel Wireless, Inc. and
some of itsstockholders.

Form of Indemnification Agreement between Novatel Wireless, Inc. and each of its officers and directors.

Loan and Security Agreement, dated as of November29, 2001, by and between the Company and Silicon Valley Bank.
Silicon Valley Bank Registration Rights Agreement, dated as of November29, 2001, by and between the Company and
Silicon Valley Bank.

Silicon Valley Bank Antidilution Agreement, dated as of November29, 2001, by and between the Company and Silicon
Valley Bank.

Real Property Sublease dated as of July7, 2000, by and between Sicor Inc. (formerly Gensia Sicor, Inc.) and Novatel
Wireless, Inc., for 9360 Towne Centre Drive, San Diego, California

Real Property Lease, dated as of Februaryl, 1997, by and between Novatel Wireless Technologies Ltd. and Sun Life
Assurance Company of Canada, for 6715 8th St., N.E., Calgary, Alberta.

Employment Agreement, dated as of July24, 2000, by and between Novatel Wireless, Inc. and John Mgjor.
Employment Agreement, dated as of August21, 1996, by and among Novatel Wireless, Inc., Novatel Wireless
Technologies Ltd. and Ambrose Tam.

Form of Change of Control Letter Agreement, dated as of May11, 2001, by and between Novatel Wireless, Inc. and
several executives of Novatel Wireless, Inc.
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Number Description

10.15(2) Standard Manufacturing Agreement, dated as of August8, 2000, by and between Novatel Wireless, Inc. and Solectron de
Mexico, SA.deC.V.

10.16(2) First Amendment to Employment Agreement, dated as of September22, 2000, by and among Novatel Wireless, Inc.,
Novatel Wireless Technologies Ltd. and Ambrose Tam.

10.17(6)  Settlement Agreement and Mutual General Release, dated as of January12, 2002 by and between Novatel Wireless, Inc. and
Sanmina-SCI Corporation and Sanmina Canada UL C.
10.18(6) Security Agreement, dated as of January12, 2002 executed by Novatel Wireless, Inc. infavor of Sanmina-SCI Corporation.
10.19  Amendment to the Loan and Security Agreement, dated as of November21, 2002, by and between the Company and Silicon
Valley Bank.
21(1)  Subsidiaries of Novatel Wireless, Inc.
231  Consent of KPMG LLP, Independent Auditors
23.2  Notice regarding consent of Arthur Andersen LLP
24 Power of Attorney (See signature page)
99.1  Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

(1) Incorporated by reference to the Company’s annual report on Form10-K for the year ended December31, 2000.
(2) Incorporated by reference to the Company’s Registration Statement on Form S-1 (N0.333-42570), filed November14, 2000, as
amended.

(3) Incorporated by reference to the Company’s Registration Statement on Form S-8 (N0.333-53692), filed January12, 2001.
(4)  Incorporated by reference to the Company’s current report on Form8-K, filed January18, 2002.

(5) Incorporated by reference to the Company’s Registration Statement on Form S-3 (N0.333-81190), filed January22, 2002, as amended.
(6) Incorporated by reference to the Company’s annual report on Form10-K for the year ended December31, 2001.
(7)  Incorporated by reference to the Company’s current report on Form8-K, filed March28, 2003.

* Management contract or compensation plan or arrangement.

(b)Reports on Form8-K

Current reports on Form8-K, filed March28, 2003.
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EXH BI T
10. 19

SI LI CON VALLEY BANK

AVENDMENT TO LOAN DOCUMENTS
BORROVER: NOVATEL W RELESS, | NC.
DATE: NOVEMBER 21, 2002

THI' S AVENDMENT TO LOAN DOCUMENTS is entered into between Silicon Valley

Bank ("Silicon") and the borrower named above ("Borrower").

The Parties agree to amend the Loan and Security Agreement between them, dated November 29, 2001 (as otherwise amended, if at all, the
"Loan Agreement"), asfollows, effective as of thedate hereof. (Capitalized terms used but not defined in thisAmendment shall have the
meanings set forth in the Loan Agreement.)

1. MODIFIED AUDIT FEES. That certain sentencein Section 5.4 of the Loan Agreement that currently reads as follows:

"The foregoing inspections and audits shall be at Borrower's expense and the charge therefor shall be $700 per person per day (or such higher
amount as shall represent Silicon's then current standard charge for the same), plus reasonable out of pocket expenses.”

is hereby amended to read as follows:

"The foregoing inspections and audits shall be at Borrower's expense and the charge therefor shall be $750 per person per day (or such higher
amount as shall represent Silicon's then current standard charge for the same), plus reasonable out of pocket expenses.”

2. MODIFIED CREDIT LIMIT. Section 1 of the Schedule to Loan and Security Agreement entitled "1. CREDIT LIMIT" is hereby amended in
its entirety to read asfollows:

1. CREDIT LIMIT (Section 1.1): Anamount equal to the sumof (a) and (b) and (c) below:

(8 Anamount not to exceed the lesser of: (i) $5,000,000 at any onetime outstanding (the "Maximum Credit Limit"); or (ii) 65% of the amount
of Borrower's Eligible Receivables (as defined in Section 8 above);

plus
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AVENDMENT TO LOAN
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(b) STANDBY LETTER OF CREDIT.
Silicon previously issued for the
account of Borrower a Standby

of Credit in the anount of $50, 000
(the "Standby Letter of Credit"),
whi ch Standby Letter of Credit is
secured by a certificate of deposit
pl edged to Silicon on Silicon's
standard form docunentation

pl us

(c) BUSINESS CREDI T CARD SERVI CES
Borrower is party to certain
standard form applications and
agreenents of Silicon in connection
with Silicon's business credit card
services contenplated therein
("Business Credit Card Services"),
with a credit Iimt thereon of

$50, 000 (or such higher anount as
Silicon may agree to in witing,

"Business CC Limt"), and, wthout
limting any of the terns of such
applications and agreenents,
Borrower will pay all standard fees
and charges of Silicon in

with the Business Credit Card
Services. Al anpbunts that Silicon
pays or expends in respect of any
Business Credit Card Services shall
constitute Obligations hereunder
Borrower hereby agrees to

save, and hold Silicon harn ess

any | oss, cost, expense, or
liability, including paynments nade
by Silicon, expenses, and

attorneys' fees incurred by Silicon
arising out of or in connection

any Business Credit Card Servi ces.
Borrower's bligations arising out
of or in connection with the
Business Credit Card Services (the
"Busi ness CC hligations") shall be
fully cash-secured (including,
without limtation, cash security

the form of one or nore

of deposit) pursuant to Silicon's
standard form pl edge docunentation
(such cash security, the "Business
CC Cash Collateral"™; it being
under st ood and agreed that the
Busi ness CC Cash Col |l atera

2003. EDoAshitiukes! naddi tional Col lateral).

Borrower hereby covenants and

that the ampbunt of cash coll atera

I R U D T o A - T T PR o Y
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SI LI CON VALLEY BANK AVENDMENT TO LOAN
DOCUMENTS

shall count toward the Credit Limt
under this Agreenent.

LETTER OF CREDIT SUBLIM T
(Section 1.5): $400, 000.

FOREI GN EXCHANGE
CONTRACT SUBLIM T: $400, 000. Borrower may enter into
foreign exchange forward contracts
with Silicon, on its standard
forns,
under which Borrower commits to
purchase fromor sell to Silicon a
set anmount of foreign currency nore
than one business day after the
contract date (the "FX Forward
Contracts"); provided that (1) at
the tine the FX Forward Contract is
entered into Borrower has Loans
available to it under this
Agr eenment
in an anount at |east equal to 10%
of the anmount of the FX Forward
Contract; and (2) the total FX
Forward Contracts at any one tine
out standi ng nay not exceed 10 tinmes
t he anount of the Foreign Exchange
Contract Sublimt set forth above.
Silicon shall have the right to
wi t hhol d, from the Loans ot herw se
available to Borrower under this
Agreement, a reserve (which shall
be
in addition to all other reserves)
in an anpbunt equal to 10% of the
total FX Forward Contracts from
tine
to time outstanding, and in the
event at any tinme there are
i nsufficient Loans available to
Borrower for such reserve, Borrower
shal | deposit and maintain with
Silicon cash collateral in an
anmount
at all tines equal to such
deficiency, which shall be held as
Collateral for all purposes of this
Agreement. Silicon may, in its
di scretion, termnate the FX
Forwar d
Contracts at any tinme that an Event
of Default occurs and is
conti nui ng.
Borrower shall execute all standard
form applications and agreenents of
Silicon in connection with the FX
Forward Contracts, and without
limting any of the terns of such
applications and agreenents,
Borrower shall pay all standard

f ees _
poernt o SO w2003, EmeR chiamgesinef Silicon in

with the FX Forward Contracts.

connecti on
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SILICON VALLEY BANK AMENDMENT TO L OAN DOCUMENTS

3. MODIFIED INTEREST RATE. Section 2 of the Schedule to Loan and Security Agreement is hereby amended by modifying the words
which presently read "A rate equal to the Prime Rate' in effect fromtimeto time, plus 2.0% per annum, provided that the interest rate in effect
each month shall not be lessthan 7.0% per annum." to read as follows:

A rateequal to the "Prime Rate' in effect from timeto time, plus 2.75% per annum, provided that theinterest rate in effect each month shall not
be lessthan 7.0% per annum.

4. MODIFIED MATURITY DATE. Section 4 of the Schedule to Loan and Security Agreement is hereby amended in its entirety to read as
follows:

4. MATURITY DATE (Section 6.1): November 28, 2003.

5. ADDITION OF MINIMUM CASH LIQUIDITY COVENANT. The following Minimum Cash Liquidity Covenant is hereby added in
Section 5 of the Schedule to Loanand Security Agreement and shall read as follows:

MINIMUM CASH

L]ICQJIDITY: In addition to the Standby Letter

o]
Credit and the Business CC Cash
Col | ateral, Borrower shall at all
tinmes maintain a mnimum of Loans
avai l able to Borrower under this
Agreenment plus unrestricted cash in
accounts maintained at Silicon in

an
amount of not |ess than $500, 000;
provi ded, however, that the anount
of unrestricted cash in accounts
mai ntai ned at Silicon shall not at
any tine be |less than $350, 000.

6. DELETION OF MINIMUM QUICK RATIO AND MINIMUM TANGIBLE NET WORTH
FINANCIAL COVENANTS. The Minimum Quick Ratio and Minimum Tangible Net Worth Financial Covenants set forth in Section 5 of the
Schedule to Loan and Security Agreement are hereby deleted.

7. DEPOSIT REQUIREMENT. Paragraph (1) of Section 9 of the Schedule to Loan and Security Agreement is hereby amended to read as
follows:

(1) BANKING RELATIONSHIP. Borrower shall at al times maintain its primary banking relationship with Silicon. Without limiting the
generality of theforegoing, Borrower shall, at al times, maintain not less than 80% of itstotal cash (including without limitation Borrower's
deposit accounts and operating accounts) on deposit with Silicon.

8. FEE. Asconsideration for Silicon entering into this Amendment, Borrower shall concurrently pay Silicon afeein the amount of $50,000,
which shall be non-refundable and in

-4-
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SILICON VALLEY BANK AMENDMENT TO L OAN DOCUMENTS

addition to all interest and other fees payable to Silicon under the Loan Documents. Silicon is authorized to charge said feeto Borrower's loan
account.

9. REPRESENTATIONS TRUE. Borrower represents and warrants to Silicon that al representations and warranties set forth in the Loan
Agreement, as amended hereby, are true and correct.

10. GENERAL PROVISIONS. This Amendment, the Loan Agreement, any prior written amendments to the Loan Agreement signed by Silicon
and Borrower, and the other written documents and agreements between Silicon and Borrower set forth in full all of the representations and
agreements of the parties with respect to the subject matter hereof and supersede al prior discussions, representations, agreements and
understandings between the parties with respect to the subject hereof. Except as herein expressly amended, all of the termsand provisions of the
Loan Agreement, and all other documents and agreements between Silicon and Borrower shall continue in full force and effect and the sameare
hereby ratified and confirmed.

BORROVER: S| LI CON:

NOVATEL W RELESS, | NC. SI LI CON VALLEY BANK

BY /S/ JOHN MAJCR BY /' S/ ROBERT ANDERSEN
CHAI RVAN AND CEO VI CE PRESI DENT
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EXHIBIT 23.1
INDEPENDENT AUDITORS CONSENT

The Board of Directors
Novatel Wireless, Inc.:

We consent to theincorporation by reference in theregistration statements (No. 333-53692) on Form S-8 and (Nos. 333-81190 and
333-100633) on Form S-3 of Novatel Wireless, Inc. and subsidiaries of our report dated March 14, 2003, with respect to the consolidated
balance sheet of Novatel Wireless, Inc. as of December 31, 2002, and therelated consolidated statements of operations, stockholders equity,
and cash flows, for the year then ended, which report appears in the December 31, 2002, annual report on Form 10-K of Novatel Wireless, Inc.
Our report dated March 14, 2003 refersto revisionsthat were applied to the consolidated financia statementsto retroactively reflect a 1-for-15
reverse stock split of Novatel Wireless, Inc.'s common stock approved on October 29, 2002.

Our report dated March 14, 2003 contains an explanatory paragraph that statesthat the Company has incurred significant 1osses from operations
in each period since inception and has used substantially all of its cash resources to fund such losses, which raises substantial doubt about the
Company'sability to continueas a going concern. The consolidated financial statementsdo not include any adjustments that might result from
the outcome of this uncertainty.

/'s/ KPMG LLP

San Di ego,
California
March 28, 2003
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EXHIBIT 23.2
NOTICE REGARDING CONSENT OF ARTHUR ANDERSEN LLP

Section 11(a) of the SecuritiesAct of 1933, as amended (the "Securities Act"), provides that if any part of aregistration statement at the time
such part becomes effective contains an untrue statement of a material fact or an omission to state a material fact required to be stated therein or
necessary to make the statementstherein not misleading, any person acquiring asecurity pursuant to such registration statement (unlessit is
proved that at the time of such acquisition such person knew of such untruth or omission) may sue, among others, every accountant who has
consented to be named ashaving prepared or certified any part of theregistration statement, or as having prepared or certified any report or
valuation which is used in connection with theregistration statement, with respect to the statement in such registration statement, report or
valuation which purports to have been prepared or certified by the accountant.

Asprevioudly disclosed in the company's form 8-k filed on July 17, 2002, the Company dismissed Arthur Andersen LLP as its independent
public accountants and announced that the company had appointed KPMG LLP to replace Arthur Andersen LLP as itsindependent public
accountants.

Novatel's understanding isthat the staff of the Securities and Exchange Commission has taken the position that it will not accept consentsfrom
Arthur Andersen LLP if the engagement partner and the manager for the Novatel audit are no longer with Arthur Andersen LLP. Both the
engagement partner and the manager for the Novatel audit are no longer with Arthur Andersen LLP. As aresult, Novatel hasbeen unable to
obtain Arthur Andersen LLP's written consent to the incorporation by reference into the Registration Statements of its audit report with respect
to Novatel's financial statements as of December 31, 2001 and 2000 for the yearsthen ended.

Under these circumstances, Rule 437a under the Securities Act permits Novatel to filethis Form 10-K without a written consent from Arthur
Andersen LLP. As aresult, however, Arthur Andersen LLP will not have any liability under Section

11(a) of the Securities Act for any untrue statements of a materia fact contained in the financial statements audited by Arthur Andersen LLP or
any omissions of a material fact required to be stated therein. Accordingly, you would be unable to assert a claim against Arthur Andersen LLP
under Section

11(a) of the Securities Act for any purchases of securities under the Registration Statements made on or after the date of this Form 10-K. To the
extent provided in Section 11(b)(3)(C) of the Securities Act, however, other persons who areliable under Section 11(a) of the SecuritiesAct,
including the Company's officers and directors, may still rely on Arthur Andersen LLP's original audit reports as being made by an expert for
purposes of establishing a due diligence defenseunder Section 11(b) of the Securities Act.
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EXHIBIT 99.1

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

Each of the undersigned, in his capacity as an officer of NOVATEL WIRELESS, INC. (the "Registrant"), hereby certifies, for purposes of 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

- theannual report of the Registrant on Form 10-K for the year ended December 31, 2002 ("the Report"), which accompanies this certification,
fully complies with the requirements of Section
13(a) or 15(d) of the Securities and Exchange Act of 1934; and

- theinformation contained in the Report fairly presents, in all material respects, thefinancia condition of the Registrant at the end of such year
and the results of operations of the Registrant of such year.

Date: March 28, 2003

/sl Peter Leparulo

Peter Leparul o
Presi dent and Chi ef Executive
O ficer

/s/ Melvin L. Flowers

Melvin L. Flowers
Seni or Vice President and
Chi ef Financial Oficer

Note: A signed original of this written statement required by Section 906 hasbeen provided to Novatel Wireless, Inc. and will be retained by
Novatel Wireless, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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End of Filing

swneest ox B asim 2003, EDGAR Online, I nc.




