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PART I FINANCIAL INFORMATION

ITEM 1 CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

UTSTARCOM, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(In thousands, except share and per share data)

March 31,
2005
ASSETS

Current assets:

Cash and cash equivalents $ 372,714
Short-term investments 16,224
Accounts receivable, net of allowances for doubtful accounts 740,430
Accounts receivable, related parties 166,679
Notes receivable 22,926
Inventories 601,717
Deferred costs/Inventories at customer sites under contracts 182,922
Prepaids 78,425
Current deferred taxes 141,358
Short-term restricted cash and investments 29,551
Other current assets 31,362
Total current assets 2,384,308
Property, plant and equipment, net 278,487
Long-term investments 35,131
Goodwill 195,816
Intangible assets, net 94,438
Other long-term assets 78,872
Total assets $ 3,067,052

LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS EQUITY

Current liabilities:

Accounts payable $ 440,706
Short-term debt 275,485
Income taxes payable 111,812
Customer advances 93,049
Deferred revenue 97,134
Other current liabilities 236,523
Total current liabilities 1,254,709
Convertible subordinated notes 402,500
Total liabilities 1,657,209

December 31,
2004

562,532
136,283
719,625
86,988
26,982
590,832
198,155
112,525
143,123
33,347
42,058
2,652,450
268,759
35,590
180,627
98,211
80,368
3,316,005

407,536
351,183
143,778
323,938
66,941
241,577
1,534,953

410,655
1,945,608
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Commitments and contingencies (Note 16)

Minority interest in consolidated subsidiaries 5,604 5,025
Stockholders equity:

Common stock: $0.00125 par value; authorized: 750,000,000 shares; issued and outstanding:

114,841,986 and 114,486,632 at March 31, 2005 and December 31, 2004, respectively 144 144
Additional paid-in capital 1,123,826 1,123,065
Deferred stock compensation (5,527) (6,102)
Retained earnings 281,458 243,452
Accumulated other comprehensive income 4,338 4,813
Total stockholders equity 1,404,239 1,365,372
Total liabilities, minority interest and stockholders equity $ 3,067,052 $ 3,316,005

See accompanying notes to the condensed consolidated financial statements.
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UTSTARCOM, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(In thousands, except per share data)

Three months ended March 31,

2005 2004

Net sales
Unrelated party $ 606,160 $ 610,731
Related party 295,635 11,561

901,795 622,292
Cost of net sales
Unrelated party 537,638 441,527
Related party 125,968 4,731
Gross profit 238,189 176,034
Operating expenses:
Selling, general and administrative 108,210 66,943
Research and development 66,660 45,658
Amortization of intangible assets 6,972 2,973
Total operating expenses 181,842 115,574
Operating income 56,347 60,460
Interest income 1,349 1,354
Interest expense (4,278) (1,082)
Other income (expense), net (6,847) 8,785
Income before income taxes, minority interest and equity in loss of affiliated companies 46,571 69,517
Income tax expense (7,884) (13,704)
Minority interest in earnings of consolidated subsidiaries (222) (50)
Equity in loss of affiliated companies (459) (997)
Net income $ 38,006 $ 54,766
Earnings per share - Basic $ 0.33 $ 0.48
Earnings per share - Diluted $ 0.29 $ 0.40
Weighted average shares used in per-share calculation:
- Basic 114,523 114,614
- Diluted 132,949 139,325

See accompanying notes to the condensed consolidated financial statements.
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UTSTARCOM, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash used in operating activities:
Depreciation and amortization

Net loss on sale of assets

Amortization of debt issuance costs

Warrants adjustment to fair value

Net gain on long-term investments

Stock compensation expense

Provision for doubtful accounts

Inventory provision

Equity in loss of affiliated companies

Deferred income taxes

Minority interest in earnings of consolidated subsidiary
Changes in operating assets and liabilities, net of effects of acquisition:
Accounts receivable

Inventories

Deferred costs/Inventories at customer sites under contracts
Other current and non-current assets

Accounts payable

Income taxes payable

Customer advances

Deferred revenue

Other current liabilities

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Additions to property, plant and equipment
Investment in affiliates, net of cash acquired
Purchase of business

Proceeds from disposal of property

Purchase of technology licenses

Change in restricted cash

Purchase of short-term investments

Proceeds from sale of short-term investments

Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of stock, net of expenses

Net proceeds from borrowing

Repayments of borrowings

Repurchase of stock

Proceeds from equity offering

Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash

Three months ended March 31,

2005 2004
38,006 $ 54,766
25,897 16,438

1,278 190
583 582
226
(34)
575 77
17,548 6,252
15,160 9,439
459 997
505 (2,236)
222 50
(118,193) (69,862)
(15,724) (70,480)
2,679 132,737
49,653 (13,279)
33,429 36,841
(31,843) 12,479
(227,854) (156,399)
30,211 12,251
(5,468) 1,671
(182,877) (27,294)
(28,313) (27.740)
(1,000)
(18,449)
482
(500) (125)
5,796 (58)
(101,194) (50,575)
221,253 51,460
79,075 (28,038)
667 9,204
146,000
(230,000)
(78,155)
474,554
(83,333) 405,623
(2,683) 674
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Net increase (decrease) in cash and cash equivalents (189,818)
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 562,532
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 372,714

See accompanying notes to the condensed consolidated financial statements.

350,965
371,747
728,712
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UTSTARCOM, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. BASIS OF PRESENTATION:

The accompanying unaudited condensed consolidated financial statements include the accounts of UTStarcom, Inc. (the Company ) and its
wholly and majority owned subsidiaries. All significant intercompany accounts and transactions have been eliminated in the preparation of the
condensed consolidated financial statements. The minority interests in consolidated subsidiaries and equity in affiliated companies are shown
separately in the condensed consolidated financial statements. The Company also consolidates variable interest entities ( VIE ) as defined by
Financial Accounting Standards Board Interpretation No. 46 ( FIN 46 ) Consolidation of Variable Interest Entities where the Company is the
primary beneficiary. Investments in affiliated companies are accounted for using the cost or equity method, as applicable.

The accompanying financial statements as of March 31, 2005 and for the three months ended March 31, 2005 and 2004 have been prepared by
the Company pursuant to the rules and regulations of the Securities and Exchange Commission (the SEC ). Certain information and footnote
disclosures normally included in financial statements prepared in accordance with generally accepted accounting principles have been condensed
or omitted pursuant to such rules and regulations. The December 31, 2004 balance sheet was derived from audited financial statements, but does
not include all disclosures required by generally accepted accounting principles. These condensed consolidated financial statements should be
read in conjunction with the Company s audited December 31, 2004 financial statements, including the notes thereto, and the other information
set forth in the Company s Annual Report on Form 10-K for the year ended December 31, 2004.

In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all adjustments (consisting of
only normal recurring adjustments) considered necessary for a fair statement of the Company s financial condition, the results of its operations
and its cash flows for the periods indicated. The results of operations for the three months ended March 31, 2005 are not necessarily indicative of
the operating results for the full year.

2. REVENUE RECOGNITION:

Revenues from sales of telecommunications equipment and handsets are recognized when persuasive evidence of an arrangement exists,
delivery of the product has occurred, customer acceptance has been obtained, the fee is fixed or determinable and collectability is reasonably
assured. If the payment due from the customer is not fixed or determinable due to extended payment terms, revenue is recognized as payments
become due from the customer, assuming all other criteria for revenue recognition are met. Any payments received prior to revenue recognition
are recorded as customer advances. Normal payment terms differ for various reasons amongst different customer regions, depending upon
common business practices for customers within a region. Shipping and handling costs are recorded as revenues and costs of revenues. Any
expected losses on contracts are recognized when identified.

Sales may be generated from complex contractual arrangements that require significant revenue recognition judgments, particularly in the areas
of multiple element arrangements. Where multiple elements exist in an arrangement, the arrangement fee is allocated to the different elements
based upon verifiable objective evidence of the fair value of the elements, as governed under Emerging Issues Task Force Issue ( EITF )
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No. 00-21, and SEC Staff Accounting Bulletin No. 104 ( SAB 104 ). Multiple element arrangements primarily involve the sale of Personal Access
Systems ( PAS ), a family of wireless access handsets, wireless consumer products and core infrastructure equipment or Internet Protocol-based
PAS, ( iPAS ), wireless access systems that employ micro cell radio technology and specialized handsets, allowing service providers to offer
subscribers both mobile and fixed access to telephone services. These multiple element arrangements include the sale of PAS or iPAS equipment
with handsets, installation and training and the provision of such equipment to different locations for the same customer. Revenue is recognized

as each element is earned, namely upon installation and acceptance of equipment or delivery of handsets, provided that the fair value of the
undelivered element(s) has been determined, the delivered element(s) has stand-alone value, there is no right of return on delivered element(s),

and the Company is in control of the undelivered element(s). For arrangements that include service elements, including promotional support and
installation, for which verifiable objective evidence of fair value does not exist, revenue is deferred until such services are deemed complete.

Final acceptance is required for revenue recognition when installation services are not considered perfunctory. Final acceptance indicates that
the customer has fully accepted delivery of equipment and the Company is entitled to the full payment. The Company will not recognize revenue
before final acceptance is granted by the customer if acceptance is considered substantive to the transaction. Additionally, the Company does not
recognize revenue when cash payments are received from customers for transactions

10
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that do not have the customer s final acceptance. The Company records these cash receipts as customer advances, and defers revenue recognition
until final acceptance is received.

Where multiple elements exist in an arrangement that includes software, and the software is considered more than incidental to the equipment or
services in the arrangement, software and software related elements are recognized under the provisions of Statement of Position 97-2, as
amended, and EITF No. 03-05. The Company allocates revenues to each element of software arrangements based on vendor specific objective
evidence ( VSOE ). VSOE of each element is based on the price charged when the same element is sold separately. The Company uses the
residual method to recognize revenue when an arrangement includes one or more elements to be delivered at a future date and VSOE of the fair
value of all the undelivered elements exists. Under the residual method, the fair value of the undelivered elements is deferred and the remaining
portion of the arrangement fee is recognized as revenue. If evidence of fair value of one or more undelivered elements does not exist, revenue is
deferred and recognized when delivery of those elements occurs or when fair value can be established.

The Company recognizes revenue for system integration, installation and training upon completion of performance and if all other revenue
recognition criteria are met. Other service revenue, such as that related to maintenance and support contracts, is recognized ratably over the
contract term. Revenues from services were less than 10% of revenues for all periods.

The Company also sells products through resellers. Revenue is generally recognized when the standard price protection period, which ranges
from 30 to 90 days, has lapsed. If collectability cannot be reasonably assured in a reseller arrangement, revenue is recognized upon sell-through
to the end customer and receipt of cash. There may be additional obligations in reseller arrangements such as inventory rotation, or stock
exchange rights on the product. As such, revenue is recognized in accordance with Statement of Financial Accounting Standards No. 48,

Revenue Recognition When Right of Return Exists, ( SFAS 48 ). The Company has developed reasonable estimates for stock exchanges.
Estimates are derived based on historical experience with similar types of sales of similar products.

The Company has sales agreements with certain wireless customers that provide for a rebate of the selling price to such customers if the
particular product is subsequently sold at a lower price to such customers or to a different customer. The rebate period extends for a relatively
short period of time. Historically, the amounts of such rebates paid to customers have not been material. The Company estimates the amount of
the rebate based upon the terms of each individual arrangement, historical experience and future expectations of price reductions, and the
Company records its estimate of the rebate amount at the time of the sale. The Company also enters into sales incentive programs, such as
co-marketing arrangements, with certain wireless and handset customers. The Company records the incurred incentive as a reduction of revenue
when the sales revenue is recognized.

The assessment of collectability is also a factor in determining whether revenue should be recognized. The Company assesses collectability
based on a number of factors, including payment history and the credit worthiness of the customer. The Company does not request collateral
from its customers. In international sales, the Company often requires letters of credit from its customers that can be drawn on demand if the
customer defaults on its payment. If the Company determines that collection of a payment is not reasonably assured, the Company recognizes
revenue at the time collection becomes reasonably assured, which is generally upon receipt of cash. Occasionally, the Company enters into
revenue sharing arrangements. Under these arrangements, the Company collects revenues only after its customer, the telecommunications
service provider, collects service revenues. When the Company enters a revenue sharing arrangement, the Company does not recognize revenue
until collection is reasonably assured.

Because of the nature of doing business in China and other emerging markets, the Company s billings and/or customer payments may not
correlate with the contractual payment terms and the Company generally does not enforce contractual payment terms prior to final acceptance.
Accordingly, accounts receivable are not booked until the Company recognizes the related customer revenue. Advances from customers are
recognized when the Company has collected cash from the customer, prior to recognizing revenue. Deferred revenue is recorded if there are

11
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undelivered elements after final acceptance has been obtained.

3. EARNINGS PER SHARE:

Basic earnings per share is computed by dividing net income available to holders of common stock by the weighted average number of shares of
the Company s common stock outstanding during the period. Diluted earnings per share is determined by adjusting net income as reported by the
effect of dilutive securities and increasing the number of shares by potentially dilutive shares of common stock outstanding during the period.
Potentially dilutive shares of common stock consist of employee stock options, a written call option, warrants, convertible subordinated notes

and unvested acquisition-related stock options.

The following is a summary of the calculation of basic and diluted earnings per share (in thousands, except per share data):

12
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Three months ended March 31,

2005 2004
Numerator:
Net income (for basic EPS computation) $ 38,006 $ 54,766
Effect of Dilutive Securities
Interest expense on 7/8% Convertible Subordinated Notes, net of tax 951 917
Net income adjusted for dilutive securities $ 38,957 $ 55,683
Denominator:
Shares used to compute basic EPS 114,523 114,614
Dilutive common stock equivalent shares:
Stock options 1,157 6,326
Written call option 1,046
Conversion of convertible subordinated notes 16,919 16,919
Warrants 30
Unvested acquisition-related stock 350 390
Shares used to compute diluted EPS 132,949 139,325
Earnings per share - basic $ 0.33 $ 0.48
Earnings per share - diluted $ 0.29 $ 0.40

Certain potential shares related to employee stock options outstanding during the three months ended March 31, 2005 and 2004 were excluded in
the diluted per share computations, since their exercise prices were greater than the average market price of the Company s common stock during
the period and, accordingly, their effect is anti-dilutive under the treasury stock method. For the three months ended March 31, 2005 and 2004,
these shares totaled 15.4 million with a weighted average exercise price of $24.09 per share and 1.6 million shares with a weighted average
exercise price of $38.04 per share, respectively.

At March 31, 2005, the Company s 7/8% convertible subordinated notes outstanding were eligible for conversion into shares of common stock.
For each $1,000 of aggregate principal amount of notes converted, the Company will deliver approximately 42.0345 shares of common stock, if
the Company s closing stock price exceeds a specified threshold as of the last trading day of the immediately preceding fiscal quarter. At
December 31, 2004, the closing price of the Company s common stock was below the specified threshold. In September 2004, the EITF reached

a consensus related to EITF No. 04-8 The Effect of Contingently Convertible Debt on Diluted Earnings per Share. The consensus requires
contingently convertible debt instruments with a market price trigger to be treated the same as traditional convertible debt instruments for

purposes of computed earnings per share using the if converted method. The EITF pronouncement is effective and conversion is assumed in this
diluted EPS computation.

The net income for the diluted EPS computation reflects the reduction in interest expense of $1.0 million and $0.9 million, net of tax, for the
three months ended March 31, 2005 and 2004, respectively, that would result from an assumed conversion of the 7/8% convertible subordinated
notes.

The Company entered into convertible bond hedge and call option transactions to reduce the potential dilution from conversion of the notes.
Both the bond hedge and call option transactions may be settled at the Company s option either in cash or net shares and expire on March 1,
2008. Using the treasury stock method, under Statement of Financial Accounting Standards No. 128, Earnings Per Share ( SFAS 128 ), this
would have the effect of decreasing the denominator for diluted earnings per share by 5.1 million shares for the bond hedge transaction, and
increasing the denominator for diluted earnings per share by 1.0 million shares for the call option transaction. However, only the dilutive effect

13
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of the 1.0 million shares with respect to the call option transaction is included in the Company s diluted earnings per share calculation above.
The convertible bond hedge, under SFAS 128, is always anti-dilutive.

During the three months ended March 31, 2005, the average price of the Company s stock was below the specified strike prices of both the
convertible bond hedge and call option transactions and, therefore, there was no dilutive effect. For the three months ended March 31, 2004, the
average price of the Company s stock exceeded both the specified strike prices of the convertible bond hedge and

14
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call option transactions and, therefore, the dilutive effect of the 1.0 million shares with respect to the call option transaction is included in the
diluted earnings per share calculation.

4. STOCK-BASED COMPENSATION:

The Company accounts for employee stock option grants in accordance with Accounting Principles Board Opinion No. 25, Accounting for

Stock Issued to Employees ( APB 25 ) and has adopted the disclosure-only alternative of SFAS No. 123, as amended by SFAS No. 148,
Accounting for Stock-Based Compensation ( SFAS 123 ). Under APB 25, compensation expense is based on the difference, if any, on the date of

grant between the fair value of the common stock and the exercise price of the option.

The fair value of warrants, options or stock exchanged for services from non-employees is expensed over the period benefited. The warrants and
options are valued using the Black-Scholes option pricing model.

The following table illustrates the effect on net income and earnings per share if the Company had applied the fair value recognition provisions
of SFAS 123 to stock-based employee compensation (in thousands, except per share data):

Three months ended March 31,

2005 2004
Basic
Net income:
As reported $ 38,006 $ 54,766
Add: Stock-based employee compensation expense included
in reported net income, net of related tax effects 409 55
Deduct: Total compensation expense determined under fair
value based method for all awards, net of related tax effects (6,278) (7,966)
Pro forma net income $ 32,137 $ 46,855
Basic income per share:
As reported $ 0.33 $ 0.48
Pro forma $ 0.28 $ 0.41
Diluted
Net income:
As reported $ 38,006 $ 54,766
Effect of dilutive securities 7/8% Convertible subordinated
notes 951 917
Add: Stock-based employee compensation expense included
in reported net income, net of related tax effects 409 55
Deduct: Total compensation expense determined under fair
value method for all awards, net of related tax effects (6,278) (7,966)
Pro forma net income $ 33,088 $ 47,772
Diluted income per share:
As reported $ 0.29 $ 0.40
Pro forma $ 0.25 $ 0.35

15
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The following assumptions were used to calculate the fair values:

Three months ended

March 31, 2005 March 31, 2004
Stock Options:
Expected remaining term in years 3 3
Weighted average risk-free interest rate 3.52% 2.27%
Expected dividend rate 0.00% 0.00%
Volatility 55.90% 64.00%
5. COMPREHENSIVE INCOME:

The reconciliation of net income to comprehensive income for the three months ended March 31, 2005 and 2004 is as follows (in thousands):

Three months ended March 31,

2005 2004
Net income $ 38,006 $ 54,766
Unrealized loss on investments (233)
Change in cumulative translation adjustments 475) 674
Total comprehensive income $ 37,531 $ 55,207
6. CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS:

Cash and cash equivalents consist of instruments with maturities of three months or less at the date of purchase. There were no available-for-sale
securities included in cash and cash equivalents at March 31, 2005 or December 31, 2004. Short-term investments, consisting entirely of
available-for-sale securities, were $16.2 million and $136.3 million at March 31, 2005 and December 31, 2004, respectively. These
available-for-sale securities consist of government-backed notes, commercial paper, floating rate corporate bonds and fixed income corporate
bonds. These investments are recorded at fair value. Any unrealized holding gains or losses are reported as a component of comprehensive other
income. Realized gains and losses are reported in earnings.

The Company accepts bank notes receivable with maturity dates of between three and six months from its customers in China in the normal
course of business. The Company may discount these notes with banking institutions in China. A sale of these notes is reflected as a reduction
of cash and cash equivalents or short-term investments and the proceeds of the settlement of these notes are included in cash flows from
operating activities in the consolidated statement of cash flows. Bank notes totaling $56.9 million were sold during the three months ended
March 31, 2005 and none for the three months ended March 31, 2004. Any notes that have been sold are not included in the Company s
consolidated balance sheets as the criteria for sale treatment established by Statement of Financial Accounting Standards No. 140, Accounting
for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities ( SFAS 140 ), have been met. Under SFAS 140, upon a transfer,
the transferor or entity must derecognize financial assets when control has been surrendered and the transferee obtains control over the assets. In
addition, the transferred assets have been isolated from the transferor, beyond the reach of its creditors, and the transferee has the right, without
conditions or constraints, to pledge or exchange the assets it has received. The cost of settling these notes receivable was $0.5 million for the
three months ended March 31, 2005.

17
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7. SHORT-TERM RESTRICTED CASH AND INVESTMENTS:

At March 31, 2005, the Company had short-term restricted cash and investments of $29.6 million comprised of $21.3 million of restricted cash
and $8.3 million of restricted short-term investments held for standby letters of credit and an escrow fund. At December 31, 2004, the Company
had restricted cash and short-term investments of $33.3 million primarily comprised of $24.3 million of restricted cash and $8.6 million of
restricted short-term investments for standby letters of credit.

The Company issues standby letters of credit primarily to support international sales activities outside of China. When the Company

10
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submits a bid for a sale, often the potential customer will require that the Company issue a bid bond or a standby letter of credit to demonstrate
its commitment through the bid process. In addition, the Company may be required to issue standby letters of credit as guarantees for advance
customer payments upon contract signing or performance guarantees. The standby letters of credit usually expire six to nine months from date of
issuance without being drawn by the beneficiary thereof. Finally, the Company may issue commercial letters of credit in support of purchase
commitments.

8. ACCOUNTS AND NOTES RECEIVABLE:

Allowances for doubtful accounts were $68.5 million and $51.2 million at March 31, 2005 and December 31, 2004, respectively, for total
accounts receivables, including accounts receivable from related parties.

The Company accepts commercial notes receivable with maturity dates of between three and six months from its customers in China in the
normal course of business. Notes receivable available for sale was $22.9 million and $27.0 million at March 31, 2005 and December 31, 2004,
respectively. The Company may discount these notes with banking institutions in China. A sale of these notes is reflected as a reduction of notes
receivable and the proceeds of the settlement of these notes are included in cash flows from operating activities in the consolidated statement of
cash flows. Any notes that have been sold are not included in the Company s consolidated balance sheets as the criteria for sale treatment
established by SFAS 140, has been met. There were no notes receivable sold during the three months ended March 31, 2005 and 2004.

9. SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

Three months ended March 31,

(in thousands) 2005 2004

Cash paid during the period for:

Interest $ 5,104 $ 1,768
Income taxes $ 1,489 $ 2,426

Three months ended March 31,

(in thousands) 2005 2004
Non-cash operating activities were as

follows:

Accounts receivable transferred to notes

receivable $ 9,394 $ 48,988
10. INVENTORIES

As of March 31, 2005 and December 31, 2004, total inventories consisted of the following:

March 31, December 31,
2005 2004
(in thousands)
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Inventories

Raw materials $ 137,159 $ 154,977

Work-in-process 47,252 65,551

Finished goods 297,397 271,357

Inventories at customer sites without

contracts 119,909 98,947
$ 601,717 $ 590,832

11. ACQUISITION

Giga

On October 29, 2004, the Company entered into an asset purchase agreement with Giga Telecom, Inc., ( Giga ), a Korean corporation

11
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that develops and designs wireless handsets. The acquisition was intended to facilitate the Company s expansion into the CDMA handset market.
The Company completed the acquisition on January 4, 2005. At the closing, $13.0 million in cash was paid, and an additional $2.0 million was
paid into an escrow account for six months. The total consideration for the acquisition, funded from cash on hand, was approximately

$18.5 million, including $2.0 million in acquisition-related transaction costs and a $1.5 million payment made previously to be applied against
the purchase price. An earn-out of up to $2.0 million may become payable upon completion of certain product design milestones. As of

March 31, 2005, no milestones have been met and no contingent payment was accrued.

The following table summarizes the allocation of the purchase price for Giga based, in part, upon an independent valuation (in thousands):

Fair value of tangible net assets $ 458

Fair value of identified intangible assets:

Existing technology 1,200

Pre-existing royalty agreement 1,920

Excess of costs of acquiring Giga over fair value of

identified net assets acquired (goodwill) 14,871
$ 18,449

The excess of the purchase price over the fair value of the identified net assets of approximately $14.9 million was allocated to goodwill and
assigned to the handsets segment. The goodwill created in this acquisition results from the decreased time to market and design related
synergies. This goodwill is tax deductible.

In accordance with EITF 04-1, Accounting for Preexisting Relationships between the Parties to a Business Combination , a settlement gain of
$0.4 million relating to the pre-existing royalty agreement was recognized and recorded under Research and Development expense in the

consolidated statements of operations. The purchased existing technology and pre-existing royalty agreement are to be
amortized within a year.

The results of operations of Giga have been integrated with the handsets segment and included in the Company s Consolidated Statement of
Operations subsequent to the acquisition. The pro forma effects of this acquisition on the Company s financial statements are not significant.

HSI

The Company recorded a $2.2 million charge relating to the shut-down of the operations of HSI, which the Company acquired in April 2004. In
the fourth quarter of 2004, the Company decided to substantially abandon HSI s legacy operation due to the difficulties encountered in
integrating the operations. The charge of $2.2 million includes fixed assets write-off, costs associated with the termination of leases and
personnel.

12. GOODWILL AND INTANGIBLE ASSETS:

21



Edgar Filing: UTSTARCOM INC - Form 10-Q

Goodwill:

As of March 31, 2005 and December 31, 2004, goodwill was $195.8 million and $180.6 million, respectively.

Effective in the first quarter of 2005, the Company realigned its business into five operating units and, accordingly, goodwill has been

reallocated to the reporting units, using a relative fair value allocation approach prescribed in Statement of Financial Accounting Standards

No. 142, Goodwill and Other Intangible Assets ( SFAS 142 ). See Note 18 for further discussion. The Company determined the relative fair
value of each reporting unit based, in part, upon an independent valuation analysis. The goodwill reallocation is reflected as follows.

12
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December 31, 2004 Goodwill

(in thousands)
China $ 118,787
International 37,132
Personal Communications Division 24,708
Total $ 180,627
January 1, 2005 Goodwill

(in thousands)
Handsets $ 74,003
Wireless 54,604
PCD 24,710
Broadband 23,210
Service 4,100
Total $ 180,627
Giga selected assets acquisition 14,871
Effect of exchange rate changes 318
March 31, 2005 $ 195,816
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Intangible Assets:

As of March 31, 2005 and December 31, 2004, intangible assets consisted of the following (in thousands):

March 31, December 31,
(in thousands) 2005 2004
Intangible assets:
Existing technology $ 40,756 $ 39,530
Less accumulated amortization (17,168) (14,933)
$ 23,588 $ 24,597
Customer relationships $ 57,220 $ 57,220
Less accumulated amortization (7,100) (5,455)
$ 50,120 $ 51,765
Supplier relationships $ 5,300 $ 5,300
Less accumulated amortization (1,104) (442)
$ 4,196 $ 4,858
Trade names $ 4,940 $ 4,940
Less accumulated amortization (1,417) (966)
$ 3523 $ 3,974
Backlog $ 5,150 $ 5,150
Less accumulated amortization (3,283) (2,483)
$ 1,867 $ 2,667
Non-compete agreement $ 10,800 $ 10,800
Less accumulated amortization (1,125) $ (450)
$ 9,675 $ 10,350
Pre-existing royalty agreement $ 1,960 $
Less accumulated amortization (491)
$ 1,469 $
Total intangible assets $ 94,438 $ 98,211

Amortization expense was $7.0 million and $3.0 million for the three months ended March 31, 2005 and 2004, respectively. The estimated
aggregate amortization expense for intangibles for each of the five years from the year ended December 31, 2006 through the year ended
December 31, 2010 is $18.9 million, $16.0 million, $12.7 million, $6.9 million, $5.1 million and $15.7 million thereafter.

The weighted average amortization period for each class of unamortized identifiable intangible assets include the following:

Intangible Asset Class Weighted Average Life
Technology 3.6
Customer relationships 8.4
Supplier relationships 1.6
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2.5
0.6
3.6
0.9
5.2
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13. LONG-TERM INVESTMENTS:

The Company s investments are as follows (in thousands):

March 31, December 31,
2005 2004
Softbank China $ 5294 % 5,294
Cellon International 8,000 8,000
Restructuring Fund No. 1 2,402 1,836
Global Asia Partners L.P. 1,150 1,150
Fiberxon Inc. 3,000 3,000
Immenstar 2,000 2,000
Matsushita Joint Venture 6,935 7,959
GCT SemiConductor 3,000 3,000
Infinera 1,902 1,902
Others 1,448 1,449
Total $ 35,131 $ 35,590

Softbank China

The Company has a $5.3 million investment in Softbank China, an investment fund established by SOFTBANK CORP. focused on investments
in Internet companies in China. This investment is intended to enable the Company to participate in the anticipated growth of Internet-related
businesses in China. SOFTBANK CORP. and its related companies are significant stockholders of the Company. The Company s investment
constitutes 10% of the funding for Softbank China, with SOFTBANK CORP. contributing the remaining 90%. The fund has a separate
management team, and none of the Company s employees are employed by the fund. Many of the fund s investments are and will be in privately
held companies, many of which are still in the start-up or development stages. These investments are inherently risky as the markets for the
technologies or products the companies have under development are typically in the early stages and may never materialize. The Company
accounts for this investment under the cost method. For additional information regarding transactions with SOFTBANK CORP., refer to

Note 19, Related Party Transactions. The Company did not record other than temporary impairment loss in the quarters ended March 31, 2005
and 2004.

Cellon International

In September 2001, the Company invested $2.0 million in Cellon International Holdings Corporation ( Cellon ). Cellon designs wireless
terminals and related technology for handset manufacturers and private distributors. The Company invested an additional $3.0 million in each of
April and December 2002. As of March 31, 2005, the Company had a 9 % ownership interest in Cellon. This investment is accounted for under
the cost method, and its carrying value is evaluated for possible impairment based on the achievement of business objectives and milestones, the
financial condition and prospects of the company and other relevant factors. As of March 31, 2005, the Company has not recorded any
impairment of this investment. The Company has outstanding purchase commitments with Cellon. For additional information regarding
transactions with Cellon, refer to Note 19, Related Party Transactions.

Restructuring Fund No. 1
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During fiscal 2002, the Company invested $2.0 million in Restructuring Fund No. 1, a venture capital investment limited partnership established
by SOFTBANK INVESTMENT CORP., an affiliate of SOFTBANK CORP. SOFTBANK America Inc., an entity affiliated with SOFTBANK
CORP., is a significant stockholder of the Company. The fund focuses on leveraged buyout investments in companies in Asia undergoing
restructuring or bankruptcy procedures. The total fund offering is expected to be between approximately $150.0 million and $226.0 million, with
each investor contributing a minimum of $0.8 million. The fund has a separate management team, and none of the Company s employees are
employed by the fund. The Company accounts for this investment under the equity method of accounting. The Company recorded $0.5 million
equity gain and insignificant equity losses for the three
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months ended March 31, 2005 and 2004, respectively.

Global Asia Partners, L.P.

In June 2002, the Company invested $1.0 million in Global Asia Partners L.P., and an additional $1.0 million in June 2003, with a commitment
to invest up to a maximum of $5.0 million. The remaining amount is due at such times and in such amounts as shall be specified in one or more
future capital calls to be issued by the general partner. The fund size is anticipated to be $10.1 million and the fund was formed to make private
equity investments in private or pre-IPO technology and telecommunications companies. The fund s geographic focus is on technology
investments in Asia, in particular in India and China. The Company accounts for this investment under the equity method of accounting. No
significant gains or losses recorded during the three months ended March 31, 2005 and 2004. In April 2005, the Company received a capital call
in the amount of $0.5 million.

Fiberxon Inc.

In September 2002, the Company invested $2.0 million in Fiberxon, Inc. ( Fiberxon ), a company that develops and sells optical modules and
related systems. In March 2004, the Company invested an additional $1.0 million in Fiberxon. This investment is accounted for under the cost
method, and its carrying value is evaluated for possible impairment based on the achievement of business objectives and milestones, the
financial condition and prospects of the company and other relevant factors. As of March 31, 2005, the Company has not recorded any
impairment in respect of this investment. The Company has outstanding purchase commitments with Fiberxon. For additional information
regarding transactions with Fiberxon, refer to Note 19, Related Party Transactions.

ImmenStar

On September 28, 2004, the Company invested $2.0 million in the Series A Preferred Stock of ImmenStar, Inc. ( ImmenStar ). ImmenStar is a
development stage company that is designing a chip which can be used in the Company s product. This investment is accounted for under the
cost method and there was no impairment loss recorded during the three months ended March 31, 2005.

Matsushita Joint Venture

In July, 2002, the Company entered into a joint venture agreement with Matsushita Communication Industrial Co., Ltd., a stockholder of the
Company, to jointly design and develop, manufacture and sell telecommunication products. The Company has a 49% ownership interest in the
joint venture company, which has a registered share capital of $10.0 million. The cash consideration of $4.9 million payable by the Company
was paid in October 2002. As the Company does not have voting control over significant matters of the joint venture company, the investment in
and results of operations of the joint venture company are accounted for using the equity method of accounting. The Company recorded equity
losses of $1.0 million in each of the three months ended March 31, 2005 and 2004.
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During the fourth quarter of 2004, the Company contributed an additional $9.3 million (its 49% of the $19 million capital call) to the joint
venture.

GCT Semiconductor

In October 2004, the Company invested $3.0 million in three million shares of GCT Semiconductor, Inc. ( GCT ) Series D Preferred Stock at
$1.00 per share. The investment represents approximately a 2% interest in the company, which designs, develops and markets integrated circuit
solutions for the wireless communications industry. The investment is accounted for under the cost method and there was no impairment loss
recorded during the three months ended March 31, 2005 in relation to this investment.

Infinera

In July 2004, the Company invested $3.0 million in 1,339,285 shares of Infinera Corporation ( Infinera ) Series D Preferred Stock at $2.24 per
share. The investment represents an approximately 2% interest in Infinera, which develops optical telecommunications

16

29



Edgar Filing: UTSTARCOM INC - Form 10-Q

systems using photonic integrated circuits. This investment is accounted for under the cost method.

In September 2004, Infinera closed a Series E Preferred Stock round at $0.60 per share. As a result of the close proximity between the Series D
and Series E preferred stock financing rounds and the decrease in the share price between rounds, Infinera and the Company entered into an
exchange agreement whereby the Company exchanged 669,643 shares of Series D preferred stock for 2,500,000 shares of Series E preferred
stock. After the exchange, the Company owns a total of 669,643 shares of Series D and 2,500,000 shares of Series E preferred stock.

There was no change in the carrying amount as of March 31, 2005.

14. DEBT:

The following represents the outstanding borrowings at March 31, 2005 and December 31, 2004 (in thousands):

March 31, December 31,
2005 2004
Notes payable $ 1,330 $ 1,183
Bank loans 274,155 358,155
Convertible subordinated notes 402,500 402,500
Total debt $ 677,985 $ 761,838
Long-term debt 402,500 410,655
Short-term debt $ 275485 $ 351,183

Occasionally, the Company issues short-term notes payable to its vendors in lieu of trade accounts payable. The payment terms are normally
three to nine months and are typically non-interest bearing. The Company had $1.3 million of these notes at March 31, 2005 included in
short-term debt.

At March 31, 2005, the Company has loans with various banks totaling $266.0 million with interest rates ranging from 3.04% to 4.35% per
annum. These bank loans mature during 2005 and are included in short-term debt.

The Company has a bank loan in connection with an equipment purchase resulting from the consolidation of MDC Holding Limited and its
affiliated entities ( MDC ). On January 10, 2003, a third party established a bank loan with Shanghai Pudong Development Bank for the purchase
of the equipment. The obligations of the bank loan and related equipment were assumed by the Company on January 23, 2003, and

subsequently transferred to MDC on December 31, 2003. The bank loan of $8.2 million bears interest at a rate of 4.94% per annum, and expires

on January 10, 2006. The Company does not serve as legal obligor for the loan.

The Company has available borrowing facilities of $487.5 million as of March 31, 2005. $480.3 million of these facilities expire in 2005 and
$7.2 million of these facilities expire in 2010 with interest rates ranging from 3.04% to 4.35%. The Company has not guaranteed any debt not
included in the consolidated balance sheet.
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On March 12, 2003, the Company completed an offering of $402.5 million of convertible subordinated notes due March 1, 2008 to qualified
buyers pursuant to Rule 144 A under the Securities Act of 1933, as amended. The notes bear interest at a rate of 7/8% per annum and are
convertible into the Company s common stock at a conversion price of $23.79 per share and are subordinated to all present and future senior debt
of the Company. Holders of the notes may convert their notes only if: (i) the price of the Company s common stock issuable upon conversion of a
note reaches a specified threshold, (ii) specified corporate transactions occur, or (iii) the trading price for the notes falls below certain thresholds.
At the initial conversion price, each $1,000 principal amount of notes will be convertible into approximately 42.0345 shares of common stock.
Expenses associated with the convertible subordinated notes issuance were $11.7 million and have been recorded with in other long-term assets
and are being amortized over the life of the notes.

Concurrent with the issuance of the convertible notes, the Company entered into a convertible bond hedge and call option transaction at a cost of
$43.8 million. The convertible bond hedge allows the company to purchase 16.9 million shares of its common stock at $23.79 per share from the
other party to the agreement. The written call option allows the holder to purchase 16.9 million shares of the Company s common stock from the
Company at $32.025 per share. Both the bond hedge and call option transactions may be settled at
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the Company s option either in cash or net shares and expire on March 1, 2008. The Company recorded these instruments at cost, and their
carrying value at March 31, 2005 equaled their original cost. The convertible bond hedge and call option transactions are expected to reduce the
potential dilution from conversion of the notes. The options have been included in stockholders equity in accordance with the guidance in
Emerging Issues Task Force Issue No. 00-19, Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a
Company s Own Stock.

15. WARRANTY OBLIGATIONS AND OTHER GUARANTEES:

The Company provides a warranty on its equipment and handset sales for a period generally ranging from one to three years from the time of
final acceptance. Very rarely, the Company has entered into arrangements to provide limited warranty services for periods longer than three
years. The longest of such warranty periods is ten years. The Company provides for the expected cost of product warranties at the time that
revenue is recognized based on an assessment of past warranty experience.

Warranty obligations are as follows (in thousands):

Three months ended March 31,

2005 2004
Beginning of period $ 46,596 $ 26,267
Accruals for warranties issued during the
period 23,089 10,008
Settlements made during the period (11,823) (6,751)
Balance at end of period $ 57,862 $ 29,524

Warranty obligations:

During the first quarter of 2005, the Company incurred special warranty coverage for certain asynchronous digital subscriber line ( ADSL )
equipment sold to Softbank BB Corporation ( SBBC ) during 2003 and 2004. Since the agreement to repair these parts exceed the Company s
normal warranty terms, the Company has recorded a special warranty charge in the current quarter of $9.5 million. Completion of the repair of
these units is expected to be completed by the end of 2005. For additional information, refer to Note 19, Related Party Transactions.

Other guarantees:

Certain of the Company s sales contracts include provisions under which customers would be indemnified by the Company in the event of,
among other things, a third-party claim against the customer for intellectual property rights infringement related to the Company s products.
There are no limitations on the maximum potential future payments under these guarantees. The Company has not accrued any amount in
relation to these provisions as no such claims have been made and the Company believes it has valid, enforceable rights to the intellectual
property embedded in its products.
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16. COMMITMENTS AND CONTINGENCIES:

Leases:

The Company leases certain facilities under non-cancelable operating leases that expire at various dates through 2023. The minimum future
lease payments under the leases at March 31, 2005 were as follows:

As of March 31, 2005 (in thousands)

1 year $ 19,027
2 year 11,639
3 year 5,502
4 year 2,680
5 year and after 4,502
Total minimum lease payments $ 43,350

Rent expense for the quarters ended March 31, 2005 and 2004 were $5.6 million and $3.6 million, respectively.
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Other contractual obligations and commitments are as follows:

March 31, 2005
Payments Due by Period

Less than

(in thousands) Total 1 year 1-3 years 3-5 years
Notes Payable $ 1,330 $ 1,330 $ $

Bank Loans $ 274,155 $ 274,155 $ $
Convertible Subordinated Notes $ 402,500 $ $ 402,500 $

Interest payable on Subordinated

Notes $ 10,566 $ 1,761 $ 8,805 $

Standby letters of credit $ 29,808 $ 27,226 $ 2,582 $

Notes payable

Occasionally, the Company issues short-term notes payable to its vendors in lieu of trade accounts payable. The payment terms are normally
three to nine months and are typically non-interest bearing.

Bank loans

At March 31, 2005, the Company had loans with various banks totaling $266.0 million with interest rates ranging from 3.04% to 4.35% per
annum. These bank loans mature during 2005 and are included in short-term debt.

The Company has a bank loan in connection with an equipment purchase resulting from the consolidation of MDC. On January 10, 2003, a
third party established a bank loan with Shanghai Pudong Development Bank for the purchase of the equipment. The obligations of the bank
loan and related equipment were assumed by the Company on January 23, 2003, and subsequently transferred to MDC on December 31, 2003.
The bank loan of $8.2 million bears interest at a rate of 4.94% per annum, and expires on January 10, 2006. The Company does not serve as
legal obligor for the loan.

Convertible subordinated notes

The Company has $402.5 million of convertible subordinated notes, due March 1, 2008, that bear interest at a rate of 7/8% per annum, payable
semiannually on May 1 and September 1, are convertible into the Company s common stock at a conversion price of $23.79 per share and are
subordinated to all present and future senior debt of the Company. The principal is due only at maturity of the notes.

Standby letters of credit
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The Company issues standby letters of credit primarily to support international sales activities outside of China. When the Company submits a
bid for a sale, often the potential customer will require that the Company issue a bid bond or a standby letter of credit to demonstrate its
commitment through the bid process. In addition, the Company may be required to issue standby letters of credit as guarantees for advance
customer payments upon contract signing or performance guarantees. The standby letters of credit usually expire six to twelve months from the
date of issuance without being drawn by the beneficiary thereof. The Company may issue commercial letters of credit in support of purchase
commitments.

Purchase commitments

The Company is obligated to purchase raw materials and work-in-process inventory under various orders from various suppliers, all of which
should be fulfilled without adverse consequences material to the operations or financial condition of the Company. As of March 31, 2005, total
open commitments under these purchase orders were approximately $317.9 million.

Investment commitments

As of March 31, 2005, the Company had invested a total of $2.0 million in Global Asia Partners L.P. The fund size is anticipated to be
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$10.1 million and the fund was formed to make private equity investments in private or pre-IPO technology and telecommunications companies
in Asia. The Company has a commitment to invest up to a maximum of $5.0 million. The remaining amount is due at such times and in such
amounts as shall be specified in one or more future capital calls to be issued by the general partner.

Intellectual property

Certain sales contracts include provisions under which customers would be indemnified by us in the event of, among other things, a third-party
claim against the customer for intellectual property rights infringement related to our products. There are no limitations on the maximum
potential future payments under these guarantees. The Company has not accrued any amounts in relation to these provisions as no such claims
have been made and the Company believes it has valid enforceable rights to the intellectual property embedded in its products.

Litigation:

Securities Class Action Litigation

On October 26, 2004, an alleged former shareholder of the Company filed a class action complaint in the United States District Court for the
District of Idaho against the Company and two of the Company s directors and/or officers, purporting to assert claims under the federal securities
laws on behalf of a class of purchasers of the Company s publicly traded securities in the period from April 16, 2003 through

September 20, 2004. Among other things, the complaint refers to the Company s disclosures as to significant control deficiencies related to
revenue recognition and as to the deferral of revenue recognition on a particular transaction and the related lowering of the Company s financial
guidance. The complaint further alleges that the defendants previously made positive statements regarding the Company s business and financial
performance that were false and misleading because such statements, among other things, failed to disclose problems with the Company s
internal controls and revenue recognition policies and procedures and failed to disclose that the revenue on the transaction at issue would need to
be deferred, which allegedly caused the price of the Company s publicly traded securities to be artificially inflated. The complaint claims that the
plaintiff and other class members were damaged as a result thereof, and seeks monetary recovery in their favor in an unspecified amount.

Four similar class action complaints were later filed in the United States District Court for the Northern District of California against the
Company and several of the Company s directors and officers. In both the Idaho court and the California court, competing motions were filed for
appointment of lead plaintiff and approval of lead plaintiffs counsel, and in the California court various motions for consolidation of actions
were filed as well. On March 15 and 16, 2005, the California court entered orders consolidating the cases pending in that court, appointing the
lead plaintiff and approving the lead plaintiff s counsel. Pursuant to those orders, a consolidated complaint is to be filed in that court within 60
days thereafter. On April 6, 2005, the Idaho court entered an order appointing the lead plaintiff and approving the lead plaintiff s counsel. On
April 18, 2005, the parties filed a stipulation to transfer the Idaho case to the California court, and on April 21, 2005, the Idaho court approved

the stipulation and ordered the transfer of the Idaho case to the California court for consolidation with the actions pending in that court.

This class action litigation is in its preliminary stages, and the Company cannot predict its outcome, as the litigation process is inherently
uncertain. However, the Company believes that the allegations and claims in this litigation are without merit and that it has valid defenses, and
intends to contest such allegations and claims and defend itself vigorously. If the outcome of the litigation is adverse to the Company and if, in
addition, the Company is required to pay significant monetary damages, the Company s business would be significantly harmed. At a minimum,
this litigation could result in substantial costs and divert the Company s management s attention and resources, which could seriously harm the
Company s business. As of March 31, 2005, no loss amount has been accrued because a loss is not considered probable or estimable.
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Shareholder Derivative Litigation

On August 31 and September 2, 2004, respectively, two shareholder derivative actions were filed in the Superior Court of California, Alameda
County, by alleged shareholders of the Company purporting to assert, on the Company s behalf, claims of breach of fiduciary duty against certain
of the Company s current and former directors and officers, and also naming the Company as a nominal defendant. The complaints in these
actions refer to the Company s disclosures as to an Audit Committee investigation into revenue recognition issues and as to significant control
deficiencies related to revenue recognition. The complaints further allege that the individual defendants ignored problems with the Company s
accounting and internal control practices and procedures and breached
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their fiduciary duties by failing to maintain adequate internal accounting controls or to make good faith efforts to do so. Plaintiffs claim that
such alleged breaches damaged the Company, and they seek monetary recovery against the individual defendants and in favor of the Company,
as well as equitable relief. In addition, plaintiffs claim that they should be excused from pre-suit demand requirements based on allegations that
the Company s Board of Directors could not have fairly evaluated such pre-suit demand, and thus that such demand would have been futile. On
November 22, 2004, the Court entered an order consolidating the two actions and appointing lead plaintiff s counsel.

On November 23 and December 2, 2004, two related shareholder derivative actions were filed in the same court. On January 13, 2005, the
Court consolidated these two newer cases with the previously consolidated actions, and directed plaintiffs to prepare and file an amended
consolidated complaint, which plaintiffs filed on January 31, 2005. On March 17, 2005, the Company filed a motion, joined by other
defendants, seeking dismissal of the consolidated complaint for failure to adequately plead futility of the pre-suit demand. On April 18, 2005,
plaintiffs filed their opposition to that motion, and a hearing on the matter is currently set for June 3, 2005.

This derivative litigation is in its preliminary stages, and the Company cannot predict its outcome, as the litigation process is inherently

uncertain. However, the Company believes that plaintiffs allegations of demand futility are without merit, and the Company intends to contest
those allegations vigorously. At a minimum, this derivative litigation could result in substantial costs and divert the Company s management s
attention and resources, which could seriously harm the Company s business. As of March 31, 2005, no loss amount has been accrued because a
loss is not considered probable or estimable.

1IPO Allocation

On October 31, 2001, a complaint was filed in United States District Court for the Southern District of New York against the Company, some of
the Company s directors and officers and various underwriters for the Company s initial public offering. Substantially similar actions were filed
concerning the initial public offerings for more than 300 different issuers, and the cases were coordinated as In re Initial Public Offering
Securities Litigation, 21 MC 92. In April 2002, a consolidated amended complaint was filed in the matter against the Company, captioned In re
UTStarcom, Initial Public Offering Securities Litigation, Civil Action No. 01-CV-9604. Plaintiffs allege violations of the Securities Act of 1933
and the Securities Exchange Act of 1934 through undisclosed improper underwriting practices concerning the allocation of IPO shares in
exchange for excessive brokerage commissions, agreements to purchase shares at higher prices in the aftermarket and misleading analyst
reports. Plaintiffs seek unspecified damages on behalf of a purported class of purchasers of the Company s common stock between

March 2, 2000 and December 6, 2000. The Company s directors and officers have been dismissed without prejudice pursuant to a stipulation.
On February 19, 2003, the Court granted in part and denied in part a motion to dismiss brought by defendants including the Company. The
order dismisses all claims against the Company except for a claim brought under Section 11 of the Securities Act of 1933, which alleges that the
registration statement filed in accordance with the IPO was misleading. In June 2004, a stipulation of settlement and release of claims against
the issuer defendants, including the Company, was submitted to the court for approval. The terms of the settlement, if approved, would dismiss
and release all claims against the participating defendants (including the Company). In exchange for this dismissal, D&O insurance carriers
would agree to guarantee a recovery by the plaintiffs from the underwriter defendants of at least $1 billion, and the issuer defendants would
agree to an assignment or surrender to the plaintiffs of certain claims the issuer defendants may have against the underwriters. The settlement is
subject to a number of conditions, including court approval. If the settlement does not occur, and litigation against the 