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As used in this report on Form 10-Q, unless the context otherwise requires, the terms “we,” “us,” “the Company” and “Novatel Wireless” refer to Novatel
Wireless Inc., a Delaware corporation and its wholly-owned subsidiaries.

Forward Looking Statements

This report contains forward-looking statements based on our current expectations, assumptions, estimates and projections about Novatel Wireless and our
industry. For this purpose, statements contained herein that are not statements of historical fact may be deemed to be forward-looking statements. Without limiting
the foregoing, the words “believes,” “anticipates,” “plans,” “expects,” “estimates” and similar expressions are intended to identify forward-looking statements.
These forward-looking statements involve risks and uncertainties and are not guarantees of future performance. Actual results may differ materially from those
indicated in such forward-looking statements. Novatel Wireless undertakes no obligation to update publicly any forward-looking statements for any reason, even
if new information becomes available or other events occur in the future.
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Trademarks

The Novatel Wireless logo, Minstrel, Minstrel III, Minstrel IIIc, Minstrel V, Minstrel Plus, Minstrel S, Minstrel 540, Merlin, Sage, Lancer, Lancer 3W,
Contact, Expedite, MissionONE, NWI Direct and Viking are trademarks of Novatel Wireless. Minstrel, Sage and NWI Direct are registered 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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PART I — FINANCIAL INFORMATION
Item 1. Financial Statements
NOVATEL WIRELESS, INC.

CONSOLIDATED BALANCE SHEETS

March 31, December 31,
2002 2001
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents $ 14,137,000 $ 29,229,000
Accounts receivable, net of allowance for doubtful accounts of $292,000 (2002) and
$294,000 (2001) 9,432,000 6,706,000
Accounts receivable — related parties 539,000 778,000
Inventories 7,452,000 6,470,000
Prepaid expenses and other 1,984,000 2,194,000
Total current assets 33,544,000 45,377,000
Property and equipment, net 6,805,000 7,744,000
Intangible assets 6,559,000 6,596,000
Other assets 192,000 192,000
$ 47,100,000 $ 59,909,000
I I
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $ 10,930,000 $ 12,321,000
Accrued expenses 2,148,000 2,261,000
Current portion of inventory purchase commitments 5,000,000 11,749,000
Line of credit 2,081,000 1,560,000
Restructuring accrual 1,474,000 1,764,000
Deferred revenues 286,000 336,000
Current portion of capital lease obligations 162,000 159,000
Total current liabilities 22,081,000 30,150,000
Long-term inventory purchase commitments 2,000,000 4,000,000
Capital lease obligations, net of current portion 130,000 171,000
Convertible and redeemable Series A preferred stock, 20,282 (2002) and 27,172 (2001) shares
issued and outstanding 1,071,000 161,000
Commitments and contingencies (Note 6)
Stockholders’ equity:
Preferred stock, par value $.001, 15,000,000 shares authorized
Common stock, par value $.001, 350,000,000 shares authorized, 69,152,178 (2002) and
54,643,762 (2001) shares issued 69,000 55,000
Treasury stock, at cost, 2,000,000 (2002) and 0 (2001) shares (1,600,000)
Additional paid-in capital 220,336,000 208,649,000
Deferred stock compensation (3,942,000) (6,341,000)
Accumulated deficit (193,045,000) (176,936,000)
Total stockholders’ equity 21,818,000 25,427,000
$ 47,100,000 $ 59,909,000
I I

See accompanying notes to consolidated financial statements.
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NOVATEL WIRELESS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Revenue
Revenue — related parties

Total revenue

Cost of revenue
Cost of revenue — related parties

Total cost of revenue
Gross margin

Operating costs and expenses:
Research and development
Sales and marketing
General and administrative
Restructuring charges
Amortization of deferred stock compensation (*)

Total operating costs and expenses

Operating loss
Other income (expense):
Interest income
Interest expense
Other, net

Net loss

Per share data:
Net loss applicable to common stockholders (Note 5)
Weighted average shares used in computation of basic and diluted net loss per
common share

Net loss applicable to common stockholders

(*) Amortization of deferred stock compensation:
Cost of revenue
Research and development
Sales and marketing
General and administrative

Three Months Ended
March 31,

2002 2001
$ 7,272,000 $ 18,257,000
1,480,000
7,272,000 19,737,000
6,719,000 23,587,000
1,334,000
6,719,000 24,921,000
553,000 (5,184,000)
4,148,000 6,622,000
1,419,000 4,635,000
1,310,000 2,387,000
249,000 3,900,000
1,343,000 3,319,000
8,469,000 20,863,000
(7,916,000) (26,047,000)
104,000 807,000
(142,000) (64,000)
(2,000)
$ (7,954,000) $(25,306,000)
L} L}
$(16,109,000) $(25,306,000)
59,321,623 54,103,324
$ (0.27) $ (0.47)
$ 280,000 $ 125,000
97,000 331,000
94,000 322,000
872,000 2,541,000
$ 1,343,000 $ 3,319,000

See accompanying notes to consolidated financial statements.
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NOVATEL WIRELESS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net loss

(unaudited)

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization
Provision for bad debt
Non-cash charge for excess and obsolete inventory
Compensation for stock options issued below fair value
Changes in assets and liabilities:
Accounts receivable
Accounts receivable — related parties
Inventories
Prepaid expenses and other
Other assets
Accounts payable
Accrued expenses
Inventory purchase commitments
Restructuring accrual
Deferred revenues

Net cash used in operating activities

Cash flows from investing activities:
Purchases of property and equipment
Purchase of intangible assets
Capitalized software development costs

Net cash used in investing activities
Cash flows from financing activities:
Repurchase of common stock
Proceeds from exercise of stock options and warrants
Offering costs for convertible and redeemable preferred stock
Proceeds from line of credit borrowings
Payments under capital lease obligations

Net cash (used in) provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosures of non-cash investing and financing activities:

Conversion of convertible and redeemable preferred stock into shares of common stock

Accretion of dividends on convertible and redeemable preferred stock

Amortization of offering costs for convertible and redeemable preferred stock

Deferred compensation adjustment for stock options cancelled

Accretion of imputed value assigned to the beneficial conversion feature on Series A convertible

and redeemable preferred stock and related common stock warrants

Common stock issued for settlement of inventory purchase commitments

Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest

Three Months Ended

2002 2001
$ (7,954,000) $(25,306,000)
1,212,000 1,151,000
(2,000) (9,000)
6,000,000
1,343,000 3,319,000
(2,724,000) (1,101,000)
239,000 7,446,000
(982,000) (12,679,000)
210,000 823,000
136,000
(1,391,000) 2,616,000
(113,000) (1,518,000)
(3,349,000)
(290,000) 3,900,000
(50,000) (241,000)
(13,851,000) (15,463,000)
(135,000) (4,544,000)
(848,000)
(102,000)
(237,000) (5,392,000)
(1,600,000)
345,000 409,000
(232,000)
521,000
(38,000) (44,000)
(1,004,000) 365,000
(15,092,000) (20,490,000)
29,229,000 66,826,000
$ 14,137,000 $ 46,336,000
$ 7,011,000
469,000
440,000
1,056,000
7,246,000
5,400,000
$ 37,000 $ 26,000

See accompanying notes to consolidated financial statements.
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NOVATEL WIRELESS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Basis of Presentation

The information contained herein has been prepared by Novatel Wireless, Inc. (the “Company”) in accordance with the rules of the Securities and Exchange
Commission. The information at March 31, 2002 and for the three-month periods ended March 31, 2002 and 2001 is unaudited. The consolidated financial
statements reflect all adjustments, consisting of only normal recurring accruals, which are, in the opinion of management, necessary for a fair statement of the
results of the interim periods presented. These consolidated financial statements and notes thereto should be read in conjunction with the audited financial
statements and notes thereto included in the Company’s annual report on Form 10-K for the year ended December 31, 2001. The results of operations for the
interim periods are not necessarily indicative of results to be expected for any other interim period or for the year as a whole.

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All intercompany transactions and balances are
eliminated in consolidation. Certain reclassifications have been made to amounts included in the prior period’s financial statements to conform to the presentation
for the quarter ended March 31, 2002.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to make
estimates and assumptions that affect amounts reported in the consolidated financial statements and related notes. Changes in those estimates may affect amounts
reported in future periods.

2. Recent Operational Developments
Operational Overview

The Company is subject to a number of risks and uncertainties associated with companies at a similar stage of maturity, has only a limited operating history
and the revenue and income potential of our business and markets are unproven. Further, the markets for wireless Internet products and services are relatively new
and rapidly evolving both technologically and competitively. Market demand for our products has not yet generated sufficient revenues to cover our operating
costs. Consequently, the Company has recorded net losses in each period since its inception and had an accumulated deficit of $176.9 million at December 31,
2001 and $193.0 million at March 31, 2002. The Company incurred net losses of $18.5 million, $46.9 million, $90.9 million and $8.0 million and negative cash
flows from operations of $5.2 million, $41.0 million, $55.3 million and $13.9 million for the years ended December 31, 1999, 2000 and 2001 and the quarter
ending March 31, 2002, respectively. The negative cash flows from operations in 2001 were funded primarily using the proceeds received from the Company’s
initial public offering, which was completed in November 2000. The negative cash flows from operations in the quarter ending March 31, 2002 were funded
primarily using the proceeds received from the December 2001 equity issuance discussed below.

In December 2001, the Company successfully raised aggregate net proceeds of approximately $25.9 million, net of fees to the placement agent and offering
costs, from the issuance of 27,172 shares of Series A Convertible and Redeemable Preferred Stock (“Series A Preferred Stock”), which are initially convertible
into 35,288,311 Common Shares (net of accumulated dividends thereon). Warrants to acquire 10,586,484 Common Shares (the “Investor Warrants”) were issued
in conjunction with the Series A Preferred Stock shares. The Company’s cash balance at March 31, 2002 was $14.1 million.

The Company’s plans to reduce cash expenditures and costs consist of reductions in costs of revenue as well as employee separations and reducing other
operating expenses. The Company also plans to increase revenues with the recent introduction of GRPS and CDMA product lines. Management believes that the
Company’s plans to increase revenues, aggressively collect our accounts receivable balances, decrease costs and carefully manage the remaining proceeds,
received from the Series A Private Placement and from borrowings under the Company’s line of credit, should result in sufficient cash to fund operations and
satisfy the Company’s working capital requirements and
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anticipated capital expenditures through fiscal 2002. The Company’s failure to generate significant revenue from new or existing products, whether due to lack of
market acceptance, competition, technological change or otherwise, successfully collecting accounts receivable balances, or the inability to reduce manufacturing
and/or operating costs, will further adversely impact the Company’s business, financial condition and results of operations.

The accompanying financial statements contemplate the realization of assets and satisfaction of liabilities in the normal course of business. There can be no
assurance that the plans discussed above will be successful or that the Company will become profitable or generate positive cash flows. If the Company fails to
significantly increase revenues, collect accounts receivable balances and reduce costs, it will continue to experience losses and negative cash flows from
operations. Consequently, assets and liabilities might not be realized and settled in the normal course of business. The Company may be required to seek
additional financing in the future. The Company cannot predict with any certainty as to if or when we might need to seek additional financing, however,
management believes such financing will not be required before 2003. If the Company needs additional financing there can be no assurance that such financing
will be available on acceptable terms or, at all.

Sanmina Settlement

In October 2001, Sanmina Corporation (now known as Sanmina-SCI Corporation) (“Sanmina”) filed suit against the Company in Santa Clara County Superior
Court seeking approximately $27 million of claims for breach of contract under a contract manufacturing arrangement. The Company reached a settlement with
Sanmina to 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 January 28, 2002, the Company made a cash payment to Sanmina of $1.3 million and issued to Sanmina 5,000,000
shares of common stock. As part of this issuance, the Company also granted to Sanmina the right to obligate the Company to repurchase up to 2,000,000 of the
shares of common stock at a price of $0.80 per share. In addition, the Company agreed to take delivery of inventory held by Sanmina and make payments totaling
$5 million throughout 2002 ($2 million of which was paid during the first quarter of 2002) and $4 million throughout 2003 and up to an additional $2 million in
the event the Company fails to make any of the agreed upon payments. Additionally, if the Company fails to make payments when due to Sanmina, the entire
remaining balance owed will become due and payable, which would adversely impact the Company’s financial position. Sanmina holds a second priority security
interest in the Company’s assets in the amount of $4 million, which secures these payments to Sanmina. All of the inventory to be received by the Company
under this settlement is related to the Company’s CDPD products. Based on management’s estimates of future CDPD sales, certain of the inventory to be received
under the purchase commitment was determined to be excess and, accordingly, the purchase commitments were recorded as liabilities with a corresponding
charge to cost of revenue in 2001.

Sanmina exercised its right to obligate the Company to repurchase up to 2,000,000 of the shares of common stock at a price of $0.80 per share and on
February 14, 2002, the Company repurchased the 2,000,000 shares for $1.6 million and is holding these as Treasury Shares.

Restructuring Charges and Asset Impairment

As a result of the economic slowdown in the Company’s industry sector, in the first quarter of 2001, the Company announced and began implementing an
operational restructuring plan to reduce its operating costs and streamline its organizational structure. As a result of this plan, the Company recorded a
restructuring charge of $3.9 million during the first quarter of 2001, additional charges of $919,000 and $249,000 during the third quarter of 2001 and the first
quarter of 2002, respectively. The restructuring plan provides for the reduction of employee staff, consultants and temporary labor, resulting in severance
payments and other employee related expenses of approximately $2.2 million. During 2001, there were 183 employee separations and 4 employee separations
during 2002. The restructuring also provided for the closure of the Company’s fulfillment and distribution facility. This function has been transitioned to one of
the Company’s contract manufacturers. As a result of the closure of facilities, the restructuring charge includes $2.6 million of the impairment for assets that will
no longer be used and facility lease termination and other closure costs. In the fourth quarter of 2001, the Company recorded a $1.9 million impairment charge
primarily for assets no longer being utilized as a result of headcount reductions and $332,000 charges to facility closing costs.
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The following table displays the activity and balances of the restructuring reserve from December 31, 2001 to March 31, 2002:

December 31, Asset Cash March 31,
Type of Cost 2001 Additions Disposals Payments 2002
Employee separations $ 184,000 $249,000 $(239,000) $ 194,000
Facility closings and asset
impairments 1,580,000 $(71,000) (229,000) 1,280,000
$1,764,000 $249,000 $(71,000) $(468,000) $1,474,000
3. Inventories
Inventories consist of the following:
March 31, December 31,
2002 2001
(unaudited)
Finished goods $5,475,000 $4,533,000
Raw materials and components 1,977,000 1,937,000
$7,452,000 $6,470,000
I I

4. Segment Information and Concentrations of Risk
Segment Information

The Company operates in the wireless 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 one operating segment.

The Company has operations in the United States and Canada. The distribution of the Company’s assets in the United States and Canada as of March 31, 2002,
and December 31, 2001 are $42.8 million and $4.3 million, and $54.6 million and $5.3 million, respectively.

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 a
further decline in the financial condition of the Company’s existing customers may impair the Company’s ability to operate effectively.

A significant portion of the Company’s revenue comes from a small number of customers. The Company’s top ten customers for the year ended December 31,
2001 accounted for approximately 66.6% of the Company’s revenue. Three customers accounted for 26%, 20% and 13% of revenues, respectively for the three
months ended March 31, 2002. Three customers accounted for 18.3%, 17.4% and 13.7% of revenues, respectively, for the three months ended March 31, 2001.

The Company sells products to Airlink Communications, Inc., (“Airlink”) a wireless software infrastructure business, which integrates the Company’s
modems into their products. Airlink’s Chairman of the Board and Airlink’s principal stockholder is also a member of the Company’s Board of Directors and a
stockholder of the Company. Sales to Airlink were $1,746,000 for the year ended December 31, 2001 and $0 for the quarter ended March 31, 2002. Receivables
from Airlink under this agreement amounted to $778,000 as of December 31, 2001 and $509,000 as of March 31, 2002. In May 2001, the Company and Airlink
entered into an agreement for the payment of products sold to Airlink. Specifically, Airlink agreed to pay $1.6 million for product purchases under terms of a
secured promissory note with the first payment of $300,000, plus accrued interest due September 1, 2001, and the remaining principal balance, plus accrued
interest, due in eight equal monthly installments with the final payment due May 1, 2002. The note bears interest at prime plus 3% (7.75% at March 31, 2002) and
is secured by all of Airlink’s assets. Airlink’s Chairman of the Board has also personally guaranteed this promissory note. We have
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sold similar products to other parties at unit prices similar to those under the Company’s arrangement with Airlink. During the first quarter of 2002, Airlink
became delinquent in making scheduled payments under the terms of the agreement. The Company is currently in discussions with Airlink and is evaluating its
legal remedies under the terms of this agreement and the related guarantee.

In September 2001, the Company entered into an agreement with Airlink for the payment of $1.1 million for products shipped to Airlink during September
2001. In December 2001, Airlink returned $750,000 of the products shipped to Airlink during September 2001. At December 31, 2001 and March 31, 2002, the
receivable from Airlink under this agreement was $393,000 and $403,000, respectively, which includes accrued interest. In accordance with Staff Accounting
Bulletin (“SAB”) No. 101, “Revenue Recognition in Financial Statements” the Company will record revenue under this agreement when the collection of the
receivable becomes reasonably assured. No revenues were recorded in 2001 or 2002. Airlink is also delinquent in making scheduled payments under this
agreement and the Company is evaluating its legal remedies under the terms of this agreement.

On June 30, 2000, Aether Capital, LLC, purchased $20 million of the Company’s Series D convertible preferred stock. Aether Capital, LLC is the investment
arm of Aether Systems, Inc., which is the sole member of Aether Capital, LLC. David S. Oros, one of the Company’s directors, who joined the Company’s board
in July 2000, serves as Chairman, Chief Executive Officer and President of Aether Systems, Inc. Mr. Oros was also a director of OmniSky Corporation, in which
Aether Systems, Inc. was an investor. As a result of this capital transaction, OmniSky Corporation, a one-time significant customer, became a related party and
the Company commenced recording sales to OmniSky as “Revenue-Related Parties” in the third quarter of 2000. Sales to OmniSky amounted to $1,901,000 for
the year ended December 31, 2001. Receivables from OmniSky Corporation amounted to $143,000 as of December 31, 2001 and March 31, 2002, which has
been fully reserved, as a result of OmniSky’s December 2001 filing for Bankruptcy protection.

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 software license from Aether Capital LLC for $870,000 and a one-year maintenance and support service agreement for $130,000. In
January 2002, the Company paid $500,000 under this agreement and the remaining $500,000 is included in “Accounts Payable” and is payable in 2002.
Contemporaneous with this license agreement, Aether Capital LLC purchased 3,000 shares of our Series A Preferred Stock for a purchase price of $3.0 million
and received warrants to purchase up to 1,168,830 shares of the Company’s common stock at an exercise price of $1.20 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 Series A Preferred Stock in December 2001.

The Company has hired an entity to provide technical support services for $16,000 per month. The Company’s Chairman and Chief Executive Officer is a
board member and a security holder of this entity. Payments made to this entity during the year ended December 31, 2001 and the three months ended March 31,
2002 were $62,000 and $48,000, respectively.

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
the first quarter of 2002.
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5. Net loss applicable to Common Stockholders

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

Three months ended March 31,

(Unaudited)
2002 2001
Net loss $ (7,954,000) $(25,306,000)
Adjustments to net loss used in computing basic and diluted net loss
applicable to common stockholders:
Accretion of dividends on convertible and redeemable preferred stock (469,000)
Accretion of offering costs for convertible and redeemable preferred
stock (440,000)
Accretion of imputed value assigned to the beneficial conversion feature
on Series A convertible and redeemable preferred stock and related
common stock warrants (7,246,000)
Net loss applicable to common stockholders $(16,109,000) $(25,306,000)

6. Commitments and contingencies
Legal Matters

On February 22, 2002, Metricom Inc. filed a claim in bankruptcy court regarding an alleged $4.3 million preferential transfer for payments made to the
Company by Metricom during the 90 day period prior to Metricom’s July 2001 filing for bankruptcy under Chapter 11 of the Bankruptcy Code. Metricom is
attempting to avoid the alleged preferential transfer and to force the Company to return these payments to Metricom. The Company has not received any
correspondence from the bankruptcy court handling Metricom’s bankruptcy filing regarding Metricom’s claim. The Company believes that it is entitled to retain
the payments received from Metricom because they were received in the ordinary course of business and because following the Company’s receipt of the
payment, it shipped additional modems and advanced additional credit to Metricom, thereby providing new value to Metricom. The Company is in the early
stages of investigating this claim and intends to vigorously defend itself against such claim. Management believes, based in part on advice from legal counsel,
that this claim will be resolved without a material adverse impact on the Company’s financial position and liquidity. However, a finding in Metricom’s favor for
the claimed amount would have a material adverse impact on the Company’s financial position and liquidity.

On January 28, 2002, the Company entered into a settlement agreement with Sanmina related to claims filed in October 2001 (See Note 2).

The Company and certain of its officers and directors were sued along with the underwriters of the Company’s initial public offering in a suit filed
November 20, 2001 in United States District Court for the Southern District of New York. The complaint alleges that the defendants violated federal securities
laws by issuing and selling common stock pursuant to the Company’s initial public offering without disclosing to investors that some of the underwriters in the
offering, including the lead underwriters, had solicited and received undisclosed and excessive commissions from certain investors. Similar lawsuits have been
filed with respect to a large number of companies, which completed their initial public offerings in 1999 and 2000. The progress and possible settlement of the
litigation will depend heavily on the coordinated progress of all of the related lawsuits that have been filed in the Southern District of New York, including certain
test cases against selected issuers. We believe that the claims alleged in the lawsuit are primarily directed at the underwriters of the Company’s initial public
offering and, as they relate to us, are without merit. We intend to defend the lawsuit vigorously.

The Company is party to various legal matters and subject to claims in the ordinary course of business. In the opinion of management, none of these matters
will have a material adverse effect on the Company’s financial position or results of operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

The following information should be read in conjunction with the consolidated financial statements and the accompanying notes included in Item 1 of this
quarterly report, as well as the audited financial statements and accompanying notes and Management’s Discussion and Analysis of Financial Condition and
Results of Operations for the year ended December 31, 2001 contained in our 2001 annual report on Form 10-K.

Our financial condition, results of operations and cash flows were adversely affected during 2001 and the first three months of 2002 by decreases in demand
for both wireless products and wireless access services for the transmission of data. Our business was further impacted adversely by the bankruptcy of Metricom,
which filed in July 2001. Sales to Metricom accounted for 12.4% of our revenue during 2001. Assuming that our revenue for the second quarter of 2002 equals or
exceeds our revenue for the first quarter of 2002, we believe that our available cash reserves together with our operating cash flows and available borrowings
under our revolving line of credit will be sufficient to fund operations and satisfy our working capital requirements and anticipated capital expenditures only
through the end of fiscal 2002. A decrease in our cash flows or our failure to generate significant 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.

Revenue.
Our results of operations depend upon various factors including, among other things:
* our ability to maintain and increase our sales volumes with existing customers;
+ our ability to attract new customers for our product offerings;
+ the demand for wireless technology access services and wireless technology products, including Personal Data Administration devices; and
+ the on-going financial condition of our existing customers and suppliers.

We cannot predict with any certainty whether we will be able to maintain or improve upon our historical sales volumes with our existing customers, or whether
we will be able to attract new customers for our wireless technology products. Continued decreases in the demand for the services of our wireless service
customers could lead to a decrease in the demand for our wireless products used by these customers, and adversely impact our revenue, results of operations and
cash flows.

Operating Costs and Expenses.

We continue to monitor and focus on reducing our operating costs and expenses and, as a result of our restructuring efforts, we have reduced our operating
costs and expenses. If our operating costs and expenses were to increase significantly, our financial condition, results of operations and cash flows could be
adversely affected.

Critical Accounting Policies

Use of estimates. The preparation of financial statements in 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 adjustments for excess and
obsolete balances, allowance for doubtful accounts receivable, warranty expense, sales returns, the use of option pricing models to establish values of equity
instruments issued in non-monetary transactions with non-employees, useful lives and realizability of long—lived assets and estimates for costs recorded in
restructuring accruals.

Specifically, management must make estimates in the following areas:
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Allowance for doubtful accounts: We provide a reserve 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 is reviewed periodically based on external credit reporting services and our experience with the
account and adjusted accordingly. 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. Additionally, our policy is to fully reserve for all accounts with 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 the industry of our
customers. Reserves are fully provided for all expected or probable losses of this nature. Gross trade accounts receivable along with accounts receivable —
related parties balances were $7.8 million and $10.3 million and the allowance for doubtful accounts was $.3 million at December 31, 2001 and March 31, 2002,
respectively.

Warranty costs reserve: We accrue warranty costs based on estimates of future warranty related repairs or rework of products and services. Our warranty
policy generally provides one or two-year coverage for product following the date of purchase. Our policy is to accrue the estimated cost of warranty coverage at
the time the sale is recorded. In estimating our future warranty obligations we consider various relevant factors, including our stated warranty policies and
practices, the historical frequency of claims, and the cost to replace or repair products under warranty. As of March 31, 2002 and December 31, 2001, the
warranty reserve balance was $262,000.

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 commitments on a regular basis for excess, obsolete and impaired inventory based on estimated future usage and sales. The likelihood of any
material 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, we recorded charges totaling $34.5 million for excess and obsolete raw material components and
finished goods during 2001. In accordance with Emerging Issues Task Force 96-9, “Classification of Inventory Markdowns and Other Costs Associated with a
Restructuring,” all inventory adjustments are classified in “Cost of revenue” in the accompanying consolidated statements of operations. Inventories were stated
at $6.5 million and $7.5 million at December 31, 2001 and March 31, 2002, respectively.

Valuation of intangible and long-lived assets: We periodically assess the impairment of intangible and long-lived assets which requires us to make assumptions
and judgments regarding the carrying value of these assets. The assets are considered to be impaired if we determine that the carrying value may not be
recoverable based upon our assessment of the following events or changes in circumstances:

+ the 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;

» significant changes in our strategic business objectives and utilization of the asset(s); or

» the impact 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 revenues
or otherwise be used by us. If a change were to occur in any of the above-mentioned factors or estimates, the likelihood of a material change in our reported
results would increase. In 2001, Statement of Financial Accounting Standards No. 144 (SFAS No. 144) “Accounting for the Impairment or Disposal of Long-
lived Assets” became effective, and we were required to adopt this statement. The adoption of this statement did not have an impact on the Company’s financial
position or results of operations. In 2001, Statement of Financial Accounting Standards No. 142 (SFAS No. 142) “Goodwill and Other Intangible Assets” became
effective and we were required to adopt this statement. The adoption of this statement did not have an impact on the Company’s financial position or results of
operations.

Software development 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 Statement of Financial Accounting Standards (“SFAS”) No. 86, “Accounting for the

Costs of Computer Software to Be Sold, Leased or Otherwise Marketed.” We determine the point at which technological feasibility has been
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established for a product (i.e., when we 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 requirements to their most detailed, logical form and are ready for coding.
Capitalized software development costs are amortized when products are available for general release to customers, over the estimated useful lives of the
products, currently five years. At December 31, 2001 and March 31, 2002, our gross software development costs of $2.3 million and $2.2 million, respectively,
are grouped with intangible assets in 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 (“EITF”) Issue 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (Including Certain Costs Incurred in a Restructuring).” Our accrued restructuring related costs were
$1.8 million and $1.5 million at December 31, 2001 and March 31, 2002, respectively. Materially different reported results would be likely if any of the estimated
costs or expenses were different from our estimations or if the approach, timing and extent of the restructuring plans adopted by management were different.

Litigation reserves: Estimated amounts for claims that are probable and can be reasonably estimated are recorded as liabilities in the consolidated balance
sheets. Estimates are based upon the facts and circumstances of each case and, in part, on advice from legal counsel regarding probable outcomes, if
determinable. The likelihood of a material change in these estimated reserves would be dependent on new claims as they may arise and the favorable or
unfavorable outcome of the particular litigation. As additional information becomes available, we assess the potential liability related to our pending litigation and
revise our estimates. Such revisions in our estimates of the potential liability could materially impact our results of operations and financial position.

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
the liability method of accounting for deferred income taxes. Under this method, deferred income taxes are recorded to reflect the tax consequences on future
years of temporary differences between the tax 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 and deferred tax assets of $12.3 million and $39.2 million, respectively, at December 31, 2000 and 2001, due to the uncertainty surrounding the
realization of such assets due to various factors, including the risk that we do not attain profitability, the benefits of applying future deductions will not be
realized. Valuation allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be realized. The likelihood of a material
change in 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 jurisdictions in which we operate, changes in the deductibility of interest paid on our
convertible subordinated debt and any significant changes in the tax treatment received on our business combinations.

Revenue Recognition

Our revenue has been generated from the sale of wireless modems to wireless telecommunications operators, wireless data content and service providers,
resellers and OEM customers. Revenue from product sales and development services is 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 customers over the
period of the contract. We record deferred revenue for cash payments received from customers in advance of product shipments. We grant price protection
provisions to certain customers and track pricing and other terms offered to customers buying 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 and warranty 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,” (“SAB 101”) 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, were to change,
materially different reported results would be likely.
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Segment Information

SFAS No. 131, “Disclosures About Segments of an Enterprise and Related Information,” requires public companies to report financial and descriptive
information about their reportable operating segments. We identify our operating segments based on how management internally evaluates separate financial
information, business activities and management responsibility. We operate in a single business segment consisting of the development, manufacture and sale of
wireless Internet products.

Results of Operations
Three Months Ended March 31, 2002 Compared to Three Months Ended March 31, 2001

Revenue. Revenue for the three months ended March 31, 2002 decreased $12.5 million, or 63%, to $7.3 million compared to $19.7 million for the same period
in 2001. For the three months ended March 31, 2002, sales of our cradle products decreased by $6.1 million, PC card product sales decreased by $5.3 million and
OEM product sales decreased by $1.1 million compared to the same period in 2000. 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 the transmission of data during 2002 compared to 2001. New product sales amounted
to $4.2 million with the introduction of the Merlin G100 and G201 PC cards based on GPRS technology in July 2001 and October 2001, respectively and the
Merlin C201 PC card based on CDMA technology in October 2001. Sales of existing products decreased by $16.7 million.

Cost of Revenue. Our cost of revenue for the three months ended March 31, 2002 decreased $18.2 million, or 73%, to $6.7 million compared to $24.9 million
for the same period in 2001. The decrease in cost of revenue was primarily the result of the weakness in the demand for existing products of approximately
$14.7 million, a $6.0 million charge for excess and obsolete inventory recorded in the first quarter of 2001 and a reduction in costs associated with our
manufacturing operating capacity of approximately $500,000, offset by sales of new products of approximately $3.0 million.

Gross Margin. Our gross margin for the three months ended March 31, 2002 increased by $5.7 million, to $600,000 compared to negative $5.2 million during
the same period in 2001. Excluding the $6.0 million charge for excess and obsolete inventory in the first quarter of 2001, our gross margin decreased by
$200,000, or 32% to $600,000 compared to $800,000. The decrease in gross margin is due to the lower revenues during the three months ended March 31, 2002
compared to the same period in 2001 as described above.

Research and Development. Our research and development expenses for the three months ended March 31, 2002 decreased $2.5 million, or 37%, to $4.1
million compared to $6.6 million for the same period in 2001. The decrease was due to a decrease in personnel expenses of approximately $900,000, a decrease in
research supplies and expendable equipment of approximately $700,000, a decrease in depreciation and facility overhead expenses of approximately $500,000, a
decrease in consulting services of approximately $100,000 and an increase in non-recurring engineering customer payments of $200,000. During the second
quarter of 2001, the Company reached technological feasibility with regards to certain software development activities and subsequently capitalized
approximately $100,000 during the three months ended March 31, 2002 as compared to $0 during the same period in 2001.

Sales and Marketing. Sales and marketing expenses for the three months ended March 31, 2002 decreased $3.2 million, or 69%, to $1.4 million compared to
$4.6 million for the same period in 2001. The decrease was the result of a reduction in personnel expenses of $1.8 million, a reduction in advertising and
marketing costs of approximately $500,000, a reduction in facility overhead expenses of approximately $500,000, a reduction in travel costs of approximately
$200,000, a reduction in consulting and outside services expenses of approximately $100,000 and a reduction in equipment expenses of approximately $100,000.

General and Administrative. General and administrative expenses for the three months ended March 31, 2002 decreased $1.1 million, or 45%, to $1.3 million
compared to $2.4 million for the same period in 2001. This decrease was due to a decrease in professional fees of approximately $400,000, a decrease in

personnel expenses of approximately $200,000, a decrease in facility overhead and depreciation expenses of approximately $200,000, a
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decrease in outside services and consulting expenses of approximately $100,000, a decrease in equipment expenses of approximately $100,000 and a decrease in
bad debt expense of approximately $100,000.

Restructuring Charges. Restructuring charges for the three months ended March 31, 2002 were $249,000 compared to $3.9 million for the same period in
2001. The 2002 charges were incurred as a result of continued restructuring activities. The costs for the first quarter ended March 31, 2002 are made up of
personnel termination benefits of $249,000. The costs for the first quarter ended March 31, 2001, the period we commenced our restructuring activities, are made
up of personnel termination benefits of approximately $2.2 million and facility closing and lease obligation costs of approximately $1.7 million.

Amortization of deferred stock compensation. Amortization of deferred stock compensation for the three months ended March 31, 2002 decreased $2.0 million
or 60% to $1.3 million compared to $3.3 million for the same period in 2001. This decrease is due to the Company’s use of the attributable method for deferred
compensation originating in fiscal 2000 and a reduction in gross deferred compensation for stock option cancellations during 2001 totaling $1.5 million.

Interest Income. Interest income for the three months ended March 31, 2002 decreased by approximately $700,000, or 87%, to $100,000 compared to
$800,000 for the same period in 2001. The decrease is primarily due to reduction in the cash balances in the first quarter of 2002 compared to the same period in
2001.

Net Loss. The net loss for the three months ended March 31, 2002 decreased $17.3 million, or 69%, to $8.0 million compared to $25.3 million for the same
period in 2001.

Liquidity and Capital Resources

We believe that our available cash reserves, which include proceeds from the Series A Preferred Stock financing in December 2001, together with our
operating cash flows and available borrowings under our revolving line of credit will be sufficient to fund operations and to meet our working capital needs and
anticipated capital expenditures through fiscal 2002. However, there can be no assurance that we will become profitable or generate positive cash flows. If we fail
to significantly increase revenues and reduce costs, we will continue to experience losses and negative cash flows from operations. Consequently, we may be
required to seek additional financing in the future. We cannot predict with any certainty as to if or when we might need to seek additional financing, however,
management believes such financing will not be required before 2003. If we need additional financing, there can be no assurance that such financing will be
available on acceptable terms or at all.

Since our inception, we have funded our operations primarily through sales of our equity securities and the issuance of debt instruments, and to a lesser extent,
capital lease arrangements and borrowings under our line of credit. To date, gross proceeds from these transactions have totaled approximately $176.5 million,
including gross proceeds from our initial public offering in November 2000 of $56 million, gross proceeds from the exercise of the underwriters over-allotment
option in December 2000 of $8.2 million and gross proceeds from the Series A Redeemable and Convertible Preferred Stock financing in December 2001 of
approximately $27.2 million. At March 31, 2002, we had approximately $14.1 million in cash and cash equivalents.

The accompanying financial statements contemplate the realization of assets and satisfaction of liabilities in the normal course of business. There can be no
assurance that the plans discussed above will be successful or that the Company will become profitable or generate positive cash flows. If the Company fails to
significantly increase revenues, collect accounts receivable balances and reduce costs, it will continue to experience losses and negative cash flows from
operations. Consequently, assets and liabilities might not be realized and settled in the normal course of business. The Company may be required to seek
additional financing in the future. The Company cannot predict with any certainty as to if or when we might need to seek additional financing, however,
management believes such financing will not be required before 2003. If the Company needs additional financing there can be no assurance that such financing
will be available on acceptable terms or, at all.

For the three months ended March 31, 2002, we used net cash in operating activities of $13.9 million compared to $15.5 million during the same period in
2001. Our operating activities during the three months ended March 31, 2002, included a use of cash to fund our net loss of $8.0 million, which includes a

$1.3 million non-cash charge for deferred compensation expenses related to stock options issued to employees during 2000 and depreciation and
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amortization expense of approximately $1.2 million. During the three months ended March 31, 2002, we used cash by decreasing inventory purchase
commitments by $3.3 million, increasing accounts receivable by $2.5 million, decreasing accounts payable by $1.4 million, increasing inventories by $1.0
million, decreasing the restructuring accrual by $300,000, decreasing accrued expenses by $100,000, offset by cash generated from decreasing prepaid expenses
and other assets by $200,000.

Our net cash used in investing activities for the three months ended March 31, 2002 was $200,000, which included purchases of property and equipment of
$100,000 and capitalized software development costs of $100,000. Our net cash used in investing activities for the three months ended March 31, 2001 was $5.4
million, which was for purchases of property and equipment of approximately $4.5 million and purchases of intangibles of approximately $900,000.

Cash used in financing activities for the three months ended March 31, 2002 was $1.0 million, which consists primarily of $1.6 million of cash used to
repurchase stock as part of the Sanmina litigation settlement (see Note 2) cash used for offering costs for the Series A preferred stock offering in December 2001,
offset by cash proceeds on our line of credit of $500,000 and the exercise of stock options of approximately $300,000. Cash provided from financing activities for
the three months ended March 31, 2001, amounted to approximately $400,000 primarily due to proceeds from the exercise of stock options and warrants.

In November 2001, we entered into a credit facility with Silicon Valley Bank, Commercial Finance Division, which allows the Company to borrow up to the
lesser of $10 million at any one time outstanding or 80% of eligible accounts receivable balances. This credit facility bears interest at prime plus 2% (6.75% at
March 31, 2002), is secured by substantially all of the assets of the Company and expires in November 2002. As of March 31, 2002, $2.1 million of borrowings
were outstanding under this facility. During the first quarter of 2002, this credit facility was amended to allow the Company to borrow up to the lesser of
$5 million at any one time outstanding or 80% of eligible accounts receivable balances.

On April 29, 2002, the Nasdaq Stock Market, Inc. (“Nasdaq”) notified the Company that in the event the price of the Company’s common stock does not close
at or above $1.00 per share for at least 10 consecutive trading days prior to July 29, 2002, then the Company’s common stock is subject to removal from its
current listing on The Nasdaq National Market. The Company is currently exploring all available options including appealing a determination by Nasdaq to delist
the Company’s common stock (if such determination is reached), seeking stockholder approval for effecting a reverse stock split, or electing to list the Company’s
common stock on The Nasdaq SmallCap Market.

Related Parties

The Company sells products to Airlink Communications, Inc., (“Airlink”) a wireless software infrastructure business, which integrates the Company’s
modems into their products. Airlink’s Chairman of the Board is also a member of the Company’s Board of Directors and a stockholder. Sales to Airlink were
$1,746,000 for the year ended December 31, 2001 and $0 for the quarter ended March 31, 2002. Receivables from Airlink under this agreement amounted to
$778,000 as of December 31, 2001 and $509,000 as of March 31, 2002. In May 2001, the Company and Airlink entered into an agreement for the payment of
products sold to Airlink. Specifically, Airlink will pay $1.6 million for product purchases under terms of a promissory note with the first payment of $300,000,
plus accrued interest due September 1, 2001, and the remaining principal balance, plus accrued interest, due in eight monthly equal installments with the final
payment due May 1, 2002. The note bears interest at prime plus 3% (7.75% at March 31, 2002) and is secured by all of Airlink’s assets. Airlink’s Chairman of the
Board has also personally guaranteed this promissory note. We have sold similar products to other parties at unit prices similar to those under the Company’s
arrangement with Airlink. During the first quarter of 2002, Airlink became delinquent in making scheduled payments under the terms of the agreement. The
Company is currently in discussions with Airlink and is evaluating its legal remedies under the terms of this agreement and the related guarantee.

In September 2001, the Company entered into an agreement with Airlink for the payment of $1.1 million for products shipped to Airlink during September
2001. In December 2001, Airlink returned $750,000 of the products shipped to Airlink during September 2001. At December 31, 2001 and March 31, 2002, the
receivable from Airlink under this agreement was $393,000 and $403,000, respectively, which includes accrued interest. In accordance with Staff Accounting
Bulletin (“SAB”) No. 101, “Revenue Recognition in Financial Statements” the Company will
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record revenue under this agreement when the collection of the receivable becomes reasonably assured. No revenues were recorded in 2001 or 2002. Airlink is
also delinquent in making scheduled payments under this agreement and is evaluating its legal remedies under the terms of this agreement.

On June 30, 2000, Aether Capital, LLC, purchased $20 million of the Company’s Series D convertible preferred stock. Aether Capital, LLC is the investment
arm of Aether Systems, Inc., which is the sole member of Aether Capital, LLC. David S. Oros, one of the Company’s directors, who joined the Company’s board
in July 2000, serves as Chairman, Chief Executive Officer and President of Aether Systems, Inc. Mr. Oros was also a director of OmniSky Corporation, in which
Aether Systems, Inc. was an investor. As a result of this capital transaction, OmniSky Corporation, a one-time significant customer, became a related party and
the Company commenced recording sales to OmniSky as “Revenue-Related Parties” in the third quarter of 2000. Sales to OmniSky amounted to $1,901,000 for
the year ended December 31, 2001. Receivables from OmniSky Corporation amounted to $143,000 as of December 31, 2001 and March 31, 2002, which has
been fully reserved, as a result of OmniSky’s December 2001 filing for Bankruptcy protection.

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 software license from Aether Capital LL.C for $870,000 and a one-year maintenance and support service agreement for $130,000. In
January 2002, the Company paid $500,000 under this agreement and the remaining $500,000 is included in “Accounts Payable” and is payable in 2002.

The Company has hired an entity to provide technical support services for $16,000 per month. The Company’s Chairman and Chief Executive Officer is a
board member and a security holder of this entity. Payments made to this entity during the year ended December 31, 2001 and the three months ended March 31,
2002 were $62,000 and $48,000, respectively.

During 2001, the Company made payments of approximately $169,000 to Centurion Wireless Technologies, Inc., (“Centurion”) in connection with the
purchase of certain wireless modems. 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 the first
quarter of 2002.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We do not currently use derivative financial instruments. We generally place our cash and short-term investments in high-credit quality instruments, primarily
U.S. Government obligations and corporate obligations with contractual maturities of less than one year. These investments are not held for trading or other
speculative purposes. Changes in interest rates affect the investment 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 the variations in the U.S. prime rate of interest. As of March 31,
2002, we had $2.1 million outstanding under our line of credit. We do not expect any material loss from our cash and cash equivalents and therefore believe that
our potential interest rate exposure is not material; however, these investments are subject to interest rate risk. We do not currently enter into foreign currency
hedge transactions. Through March 31, 2002, we had a foreign currency loss of approximately $15,000 recorded in general and administrative expenses as a
result of foreign currency exchange transactions related to our Canadian subsidiary. Revenues generated outside the United States, as a percentage of total
revenues were 15.6% for the three months ended March 31, 2002 and 5.2% for the same period in 2001. Fluctuations in foreign exchange rates could impact
future operating results.
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PART II — OTHER INFORMATION

Item 1. Legal Proceedings

See Note 6 to our consolidated financial statements.
Item 2. Changes in Securities and Use of Proceeds

Our Registration Statement on Form S-1 (Registration No. 333-42570) related to our initial public offering was declared effective by the SEC on
November 15, 2000. A total of 8,025,000 shares of our common stock were registered on our behalf. Net offering proceeds to us (after deducting underwriting
discounts and commissions and offering expenses) were approximately $57.2 million. As of March 31, 2002, all of these net offering proceeds had been used for
operating activities.
Item 4. Submission of Matters to a Vote of Security Holders

On February 1, 2002, we held a special meeting at which our stockholders voted upon the approval of the 2001 private placement issuances of 27,172 shares
of Series A Convertible Preferred Stock (which are convertible initially into 35,288,311 Common Shares, net of accumulated dividends) and 10,586,484 warrants

to acquire Common Stock.

Our stockholders approved the 2001 private placement issuances. The number of votes cast for, against or withheld, and the number of abstentions with
respect to each matter voted upon is set forth below.

Against/
For Withheld Abstentions
2001 Private Placement Issuances 35,155,218 68,059 38,845

Item 6. Exhibits
Exhibit No.
10.1  Limited Waiver and Amendment to Loan Documents
SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report on Form 10-Q to be signed on its behalf by the
undersigned, thereunto duly authorized.

Date: May 3, 2002 Novatel Wireless, Inc.

By: /s MELVIN L. FLOWERS

Melvin L. Flowers
Senior Vice President of Finance, Chief
Financial Officer and Secretary
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EXHIBIT 10.1

SILICON VALLEY BANK

LIMITED WAIVER AND AMENDMENT TO LOAN DOCUMENTS

BORROWER: NOVATEL WIRELESS, INC.
DATE: MARCH 28, 2002

THIS LIMITED WAIVER AND AMENDMENT 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"),
as follows, effective as of the date hereof. (Capitalized terms used but not
defined in this Amendment shall have the meanings set forth in the Loan
Agreement.)

1. WAIVER OF DEFAULT. Silicon and Borrower agree that the Borrower's
existing default under the Loan Agreement due to the Borrower's failure to
comply with the Minimum Tangible Net Worth financial covenant set forth in
Section 5 of the Schedule to Loan and Security Agreement entitled "5. FINANCIAL
COVENANTS (Section 5.1)" for the month ending February 28, 2002 is hereby
waived. It is understood by the parties hereto, however, that such waiver does
not constitute a waiver of any other provision or term of the Loan Agreement or
any related document nor an agreement to waive in the future this covenant or
any other provision or term of the Loan Agreement or any related document.

2. MODIFIED MAXIMUM CREDIT LIMIT. The Maximum Credit Limit set forth in
Section 1 of the Schedule to Loan and Security Agreement is amended from
"$10, 000, 000" to "$5,000,000".

3. MODIFIED MINIMUM MONTHLY INTEREST. The Minimum Monthly Interest set
forth in Section 2 of the Schedule to Loan and Security Agreement is hereby
amended from "$10,000 per month" to "$5,000 per month".

4, MODIFIED MINIMUM TANGIBLE NET WORTH FINANCIAL COVENANT. The Minimum
Tangible Net Worth Financial Covenant set forth in Section 5 of the Schedule to
Loan and Security Agreement is hereby amended to read as follows:

"MINIMUM TANGIBLE



SILICON VALLEY BANK LIMITED WAIVER AND AMENDMENT TO LOAN AGREEMENT

NET WORTH: As of the end of each month, Borrower shall
maintain a Tangible Net Worth of not less than the
following:

For the month ending March 31, 2002: $14,000,000;

For the months ending April 30, 2002, May 31, 2002
and June 30, 2002: $9,000,000;

For the months ending July 31, 2002, August 31, 2002
and September 30, 2002: $5,000,000; and

For the months ending October 31, 2002, November 30,
2002 and December 31, 2002: $2,500,000."

5. FEE. As consideration for Silicon entering into this Amendment,
Borrower shall concurrently pay Silicon a fee in the amount of $10,000, which
shall be non-refundable and in addition to all interest and other fees payable
to Silicon under the Loan Documents. Silicon is authorized to charge said fee to
Borrower's loan account.

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

7. 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 all prior discussions, representations,
agreements and understandings between the parties with respect to the subject
hereof. Except as herein expressly amended, all of the terms and provisions of
the Loan Agreement, and all other documents and agreements between Silicon and
Borrower shall continue in full force and effect and the same are hereby
ratified and confirmed.

BORROWER: SILICON:

NOVATEL WIRELESS, INC. SILICON VALLEY BANK

BY /S/ MELVIN L FLOWERS BY /S/ MILAD HANNA
SR. V.P. FINANCE, CFO & SECRETARY SR. VICE PRESIDENT

BY /S/ DAN L. HALVORSON

V.P. FINANCE AND TREASURER



