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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)

June 30,
2003
ASSETS
Current assets:
Cash and cash equivalents $ 275,978
Short-term investments 5,282
Accounts receivables, net of allowances for doubtful accounts of $27,373 and $26,250 at June
30, 2003 and December 31, 2002, respectively 195,016
Accounts receivables, related parties 68,170
Inventories 1,099,044
Prepaids 139,418
Restricted cash 25,283
Other current assets 87,780
Total current assets 1,895,971
Property, plant and equipment, net 135,731
Long-term investments 24,697
Goodwill 122,707
Intangible assets, net 26,347
Other long-term assets 26,138
Total assets $ 2,231,591
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable 425,678
Income taxes payable 4,881
Deferred revenue 545,343
Other 140,463
Total current liabilities 1,116,365
Long-term debt 402,500
Total liabilities 1,518,865

December 31,
2002

231,944
107,305

221,215
835
424,666
47,220
21,251
52,936
1,107,372
98,511
35,360
44,806
5,014
14,489
1,305,552

256,980

13,003
164,247
104,927
539,157

539,157
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Commitments and contingencies (Note 14)
Stockholders equity:
Common stock: $0.00125 par value; authorized: 250,000,000 shares; issued and outstanding:

101,923,611 and 106,787,908 at June 30, 2003 and December 31, 2002 128 135
Additional paid-in capital 617,343 658,546
Deferred stock compensation (9,133) (11,766)
Retained earnings 104,282 120,520
Receivable from stockholders (275) (282)
Accumulated other comprehensive income (loss) 381 (758)
Total stockholders equity 712,726 766,395
Total liabilities and stockholders equity $ 2,231,591  $ 1,305,552

See accompanying notes to 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

June 30,
2003

Net sales
Unrelated parties $ 345,684 $
Related parties 60,150

405,834
Cost of sales 268,330
Gross profit 137,504
Operating expenses:
Selling, general and administrative 34,963
Research and development 36,078
In-process research and development 9,328
Amortization of intangible assets 1,483
Total operating expenses 81,852
Operating income 55,652
Interest income 699
Interest expense (2,210)
Other income (expenses) net 154
Equity in income (loss) of affiliated companies (1,745)
Income before income taxes and minority interest 52,550
Income tax expense 13,138
Minority interest in (earnings) of consolidated
subsidiaries
Net income $ 39,412 $
Basic earnings per share $ 0.39 $
Diluted earnings per share $ 0.33 $
Weighted average shares used in per-share calculation:
- Basic 100,698
- Diluted 124,360

June 30,
2002

184,561 $
46,947
231,508

145,596
85,912

29,520
21,370
670
656
52,216

33,696

1,454
(447)
(1,744)

6)
32,953
6,590

(628)

25735 $

023 $

022 $

111,549

117,343

Six months ended

June 30,
2003

617,687
118,667
736,354

486,165
250,189

72,546
62,890
10,648
2,178
148,262

101,927
1,642
(2,849)
4,340
(2,720)
102,340
25,585

76,755

0.74

0.62

104,009

126,409

See accompanying notes to condensed consolidated financial statements.

June 30,
2002

354,861
60,337
415,198

263,644
151,554

53,206
40,567
670
1,133
95,576

55,978
3,028
(1,135)
(1,551)

(799)
55,521
11,104

(1,156)

43,261

0.39

0.37

110,806

117,074
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income

UTSTARCOM, INC.

(In thousands)

Adjustment to reconcile net income to net cash provided by (used in) operating

activities:

Depreciation and amortization

Non-qualified stock option exercise tax benefits
Net loss on sale of assets

In-process research and development costs
Amortization of debt issuance

Warrants adjustment to fair value

Loss on sale of investment

Impairment of long-term investment

Stock compensation expense

Allowance for doubtful accounts

Inventory reserve

Equity in loss of affiliated companies

Minority interest in earnings of consolidated subsidiary
Changes in operating assets and liabilities:
Accounts receivable

Inventories

Other current and non-current assets

Accounts payable

Income taxes payable

Deferred revenue

Other current liabilities

Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Additions to property, plant and equipment
Investment in affiliates, net of cash acquired
Repurchase of stock

Purchase of businesses, net of cash acquired
Proceeds from disposal of property

Allocations to restricted cash

Purchase of short-term investments

Proceeds from sale of short-term investments

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of stock, net of expenses

Six months ended
June 30, 2002

June 30, 2003

76,755

17,729
8,231
690
10,648
777

(158)
73

3,074
1,123
(8,105)
2,720

(42,259)
(659,929)
(122,724)
165,590
(8,122)
371,428
26,525
(155,934)

(41,192)
(1,000)
(139,609)
(109,520)
21
(4,032)
(37,307)
150,278
(182,361)

34,959

$

43,261

10,063
3,031
251
670

1,090
1,858
6,985
7,887

799
1,156

(42,862)

(48,056)
9,680
45,302
4,709
22,055

(1,011)
66,868

(21,563)
(6,044)

(17,705)
169
(13,879)
(49,174)
70,564
(37,632)

35,697

8



Edgar Filing: UTSTARCOM INC - Form 10-Q

Purchase of calls options

Proceeds from borrowing

Payments for borrowing

Proceeds from stockholder notes

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

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

(43,792)
391,431

7
382,605
(276)
44,034
231,944
275,978

See accompanying notes to condensed consolidated financial statements.

31,149
(78.915)
39
(12,030)
(141)
17,065
321,136
338,201
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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-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. Investments in affiliated companies are accounted for using the cost or equity method, as
applicable. Certain previously reported amounts have been reclassified to conform to the current presentation format.

The accompanying financial data as of June 30, 2003 and for the three and six months ended June 30, 2003 and 2002 have been prepared by the
Company, without audit, pursuant to the rules and regulations of the Securities and Exchange Commission ( 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, 2002 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, 2002 financial statements, including the notes thereto, and
the other information set forth in the Company s Annual Report on Form 10-K.

In the opinion of management, the accompanying condensed consolidated financial statements reflect all adjustments (consisting of only normal
recurring adjustments) considered necessary for a fair presentation 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 and six months ended June 30, 2003 are not necessarily indicative of the
operating results for the full year.

2. REVENUE RECOGNITION:

Revenues from sales of telecommunications equipment are recognized when persuasive evidence of an arrangement exists, delivery of the
product has occurred as evidenced by customer acceptance, if applicable, the fee is fixed or determinable and collectibility is reasonably assured.
If the fee 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 is met. Any payments received prior to revenue recognition are recorded
as deferred revenue. Shipping and handling costs are recorded as revenues and costs of revenues.

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. The Company s multiple element arrangements primarily involve 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 undelivered elements
are not deemed essential to the functionality of the delivered elements and payment for the delivered elements is not contingent on delivery of
the further elements.

10
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3. EARNINGS PER SHARE:

Basic earnings per share is computed by dividing net income available to common stockholders by the weighted average number of shares of the
Company s common stock outstanding during the period. Diluted earnings per share is determined in the same manner as basic earnings per share
except that the number of shares is increased by potentially dilutive common shares outstanding during the period. Potentially dilutive common
shares consist of employee stock options, warrants and convertible subordinated notes.

The following table presents the calculation of basic and diluted earnings per share (in thousands, except per share data):

11
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Three Months Ended Six Months Ended
June 30, June 30,
2003 2002 2003 2002
Numerator:
Basic earnings per share
Net income $ 39,412 $ 25,735 $ 76,755 $ 43,261
Effect of Dilutive Securities
7/8% Convertible Subordinated Notes 1,092 1,375
Diluted earnings per share
Net income adjusted for dilutive securities $ 40,504 $ 25735 $ 78,130 $ 43,261
Denominator:
Shares used to compute basic EPS 100,698 111,549 104,009 110,806
Dilutive common stock equivalent shares:
Stock options 6,714 5,766 5,452 6,239
Conversion of convertible subordinated notes 16,919 16,919
Warrants 29 28 29 29
Shares used to compute diluted EPS 124,360 117,343 126,409 117,074
Basic earnings per share $ 0.39 $ 023 $ 0.74 $ 0.39
Diluted earnings per share $ 0.33 $ 022 $ 0.62 $ 0.37

Certain potential shares related to employee stock options and warrants outstanding during the three and six months ended June 30, 2003 and
2002 were excluded in the diluted per share computations, since their exercise prices were greater than the average market price of the common
shares during the period and, accordingly, their effect is anti-dilutive. For the three months ended June 30, 2003, these shares totaled 1.9 million
at a weighted average exercise price of $28.67 per share, compared to 2.3 million with a weighted average exercise price of $24.24 per share for
the corresponding period in 2002. For the six months ended June 30, 2003, these shares totaled 3.2 million at a weighted average exercise price
of $26.89 per share, compared to 1.0 million with a weighted average exercise price of $25.95 per share for the corresponding period in 2002.

On June 30, 2003, each of the Company s 7/8% convertible subordinated notes outstanding first became 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 stock price exceeds a specified threshold. At June 30, 2003 the closing price of the Company s common stock
exceeded the specified threshold, which had the effect of increasing the denominator for diluted earnings per share by 16.9 million shares.

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 Statement of Financial Accounting Standards ( SFAS )
No. 123, as amended by SFAS No. 148, Accounting for Stock-Based Compensation ( SFAS No. 123 ). Under APB 25, compensation expense is

12
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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 granted or issued to non-employees for services 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 No. 123 to stock-based employee compensation (in thousands, except per share data):

13
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Net income, as reported

Add: Stock-based employee compensation expense
included in reported net income, net of related tax
effects

Deduct: Total stock based employee compensation
expense determined under fair value based method for
all awards, net of related tax effects

Proforma net income

Basic - as reported
Basic - pro forma

Diluted - as reported
Diluted - pro forma

5. COMPREHENSIVE INCOME:

Three months ended

June 30,
2003 2002
39,412 $ 25,735 $
1,681 365

(7,786) (4,468)

33,307 $ 21,632 $
0.39 $ 023 $
0.33 $ 0.19 $
0.33 $ 022 $
0.29 $ 0.19 $

Six months ended

June 30,
2003 2002
76,755 $ 43,261
2,181 1,324
(14,202) (9,325)

64,734 $ 35,260
0.74 $ 0.39

0.62 $ 0.32

0.62 $ 0.37

0.54 $ 0.31

The reconciliation of net income to comprehensive income for the three and six months ended June 30, 2003 and 2002 is as follows (in

thousands):

Three Months Ended June 30 Six Months Ended June 30

2003 2002 2003 2002
Net income $ $ 25,735 $ 76,755 $ 43,261
Unrealized gains (losses) on investments 14 1,183 (221)
Change in cumulative translation
adjustments ©)] 44) (141)
Total comprehensive income $ $ 25,740 $ 77,894 $ 42,899

6. CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS:

All of the Company s short-term investments are classified as available-for-sale. At June 30, 2003, $75.0 million of available-for-sale securities
were included in cash equivalents and $5.3 million of available-for-sale securities were included in short-term investments. At December 31,
2002, $105.0 million of available-for-sale securities were included in cash equivalents and $107.3 million of available-for-sale securities were
included in short-term investments. 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 income.

14



Edgar Filing: UTSTARCOM INC - Form 10-Q

7. INVENTORIES:

Inventories as of June 30, 2003 and December 31, 2002 consist of the following (in thousands):

15
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June 30, 2003 December 31, 2002
Raw materials $ 156,561 $ 84,715
Work-in-process 102,200 26,915
Finished goods 840,283 313,036
$ 1,099,044 $ 424,666

8. ACQUISITIONS:

During the three months ended June 30, 2003, the Company completed several acquisitions. On May 23, 2003, the Company completed its
acquisition from 3Com Corporation, a Delaware corporation, ( 3Com ) of selected assets and liabilities from 3Com s CommWorks division
( CommWorks ). The Company paid $100.0 million in cash and incurred related transaction and other related costs of $9.3 million. The
Company funded the consideration for the acquisition from cash on hand.

Selected assets acquired included CommWork s portfolio of carrier-focused voice and data networking products and customer support and
professional services. In addition, the Company acquired or licensed all of the 3Com intellectual property used by CommWorks. CommW orks
develops and deploys carrier-class, IP-based multi-service access and service creation platforms for telecommunications service providers.

The amount of the purchase price allocated to in-process research and development ( IPR&D ) of $1.3 million, based on an appraisal by an
independent valuation specialist, was charged to the Company s results of operations, as no alternative future uses existed at the acquisition date.
Goodwill of $75.1 million was recorded in connection with the acquisition and is expected to be deductible for tax purposes. The results of
operations of CommWorks are included in the Company s consolidated results of operations beginning on May 23, 2003.

In assessing CommWorks IPR&D projects, the key characteristics of the product under development were considered as well as future
prospects, the rate at which technology changes in the telecommunications equipment industry, product life cycles, and the projects stages of
development.

As of the date of the acquisition, CommWorks had two projects under development that qualified for in-process research and development

( IPR&D ), SLAP and High Density Voice ( HDV ) 2.0. SLAP is an IPR&D project in the Wireless division of CommWorks. It is an interface
that connects UTStarcom s products with radio switch manufacturers products in China in order to connect a cellular network to the Internet.
HDV 2.0 is an IPR&D project in the Wireline product line of CommWorks. HDV 2.0 utilizes software technology to increase data capacity for
Voice over Internet Protocol ( VoIP ) solutions.

There are significant risks associated with those technologies. The technological risks stem from the fact that the new technologies are in an
early stage of development. As of the closing date, CommWork s SLAP IPR&D project was approximately 60% complete and HDV 2.0 was
approximately 40% complete. Therefore, there are significant risks associated with reaching the technological milestones on time and on
budget. Commercial risks are associated with the competitive nature of the telecommunications equipment market.

16
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Significant additional costs will be required to complete the IPR&D projects. The SLAP product is expected to be commercialized in September
2003. Remaining costs required to complete the project, are estimated to be $0.2 million. The HDV 2.0 product is expected to be
commercialized in December 2003. Remaining costs required to complete the project are estimated to be $0.3 million.

The following table represents the preliminary allocation of the purchase price for CommWorks. The allocation of the purchase price is based
upon a preliminary independent valuation. The estimated amounts for intangible assets and goodwill may change based on revised assumptions
of future revenues from existing customers:

17
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(in thousands)
Fair value of tangible net assets

Property, plant and equipment $ 10,973
Other tangible assets 6,522
Deferred transition costs 6,588
Fair value of identified intangible assets 9,250
Existing technology 10,840
In-process research and development 1,260
Liabilities assumed (11,193)
Excess of costs of acquiring CommWorks over fair value of
identified net assets acquired (goodwill) 75,067
$ 109,307

The following pro forma results of operations reflect the combined results of the Company and CommWorks for the three and six months ended
June 30, 2003 and 2002 as if the business combination occurred at the beginning of the period. These results do not purport to be indicative of
what would have occurred had the acquisition been made as of that date or the results of operations which may occur in future periods.

Three Months Ended Six Months Ended
June 30, June 30,

In thousands, except per share data 2003 2002 2003 2002
Pro forma adjusted net revenue $ 418,483 $ 275,119 $ 778,142 $ 514,570
Pro forma adjusted net income (loss) $ 25,302 $ (15,855) $ 51,808 $ (17,184)
Pro forma adjusted basic
Earnings (loss) per share $ 0.25 $ 0.14) $ 0.51 $ (0.16)
Pro forma adjusted diluted
Earnings (loss) per share $ 0.21 $ 0.14) $ 0.43 $ (0.15)

The pro forma results of operations include historical operations of the Company and CommWorks. Certain non-recurring charges were
recorded by CommWorks and are included above including a $15.0 million restructuring charge in both the first and second quarter of 2002 and
a $15.0 and $6.1 million charge relating to goodwill impairment, which was recorded in the second quarter of 2002 and the first quarter of 2003,
respectively.

On June 30, 2003, the Company completed the acquisition of RollingStreams Systems, Ltd. ( RollingStreams ), a development-stage company,
pursuant to a share exchange agreement. RollingStreams designs streaming, end-to-end TV-over-Internet-Protocol ( TVoIP ) solutions for
telecommunications operators and broadband service providers. The Company s investment in RollingStreams was $0.4 million prior to the
acquisition. The purchase consideration for all the outstanding shares of RollingStreams, other than those already held by the Company prior to
the acquisition, was 301,074 shares of the Company s common stock. In addition, the Company assumed all outstanding RollingStreams options,
which became options to purchase an aggregate of 12,742 shares of the Company s common stock, valued at $0.5 million. 164,115 of the
301,074 shares, valued at $5.8 million, were issued at the closing, 28,696 of which are held in escrow for any undisclosed liabilities or
contingencies incurred by RollingStreams prior to the closing or for any breach of the share exchange agreement. These shares will be
distributed to the former shareholders of RollingStreams within ten days of the six-month anniversary of the closing, after deducting any claims.
Up to 147,592 of the 301,074 shares will be payable in the form of an earnout after an earnout period expiring 18 months after the closing,
subject to the achievement of certain revenue milestones during such earnout period. The amount of the purchase price allocated to in-process
research and development was $6.2 million, based on an appraisal by an independent valuation specialist. This amount was charged to the
Company s results of operations, as no alternative future uses existed at the acquisition date. The results of operations of RollingStreams will be
included in the Company s consolidated results of operations beginning on July 1, 2003.

18



Edgar Filing: UTSTARCOM INC - Form 10-Q

As of the date of the acquisition, the Company had one project under development that qualified for in-process research and development,
MediaSwitch. MediaSwitch is an end-to-end solution designed for telecom operators and broadband service providers to deliver broadcast
quality TV and on-demand entertainment services over Internet Protocol networks.

10
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MediaSwitch is considered an IPR&D project because there are significant risks associated with the development of this technology. These
risks include technological and commercial risks. The technological risks stem from the fact that the technology is 70% complete. Therefore,
there are significant risks associated with reaching the technological milestones on time and on budget. Commercial risks are associated with
the lack of market acceptance for the TVoIP concept.

In addition to the technological and commercial risks stated above, significant additional costs will be required to complete the IPR&D project.
MediaSwitch is expected to be commercialized in December 2003. Remaining costs required to complete the project are estimated to be $4.6
million. Remaining engineering tasks include the productization of the complete solution. This involves adding new features and functionalities
and stabilizing the software code.

The following table represents the allocation of the purchase price for RollingStreams. The allocation of the purchase price is based upon an
independent valuation.

(in thousands)

Fair value of tangible net assets acquired $ 86
In-process research and development 6,171
Investment (363)
Deferred compensation 434
Liabilities assumed (36)
$ 6,292

On May 7, 2003, the Company completed the purchase of all of the assets of Xebeo Communications, Inc. ( Xebeo ) for $2.4 million in cash.
Xebeo develops and manufacturers optical packet switches that enable telecommunications carriers to provide single fiber, multi-service access
to customers. In addition, an amount up to $0.7 million may be payable based on future contingencies related to employment. The amount of the
purchase price allocated to in-process research and development of $1.9 million, based on an appraisal by an independent valuation specialist,
was charged to the Company s results of operations, as no alternative future uses existed at the acquisition date.

As of the date of the acquisition, Xebeo was focusing its resources on the development of its first product, MetroBridge, an optical packet
switching solution, and was considered in the development stage. There are significant risks associated with the development of MetroBridge.
These risks include both technological and commercial risks; therefore, the development of MetroBridge is considered IPR&D. The
technological risks stem from the fact that the development of MetroBridge requires highly complex software for product development and
testing. The development of MetroBridge was 60% complete as of the closing date. Technical flaws discovered in the remaining development
period would delay the introduction of the product. Therefore, there are significant risks associated with reaching the technological milestones
on time and on budget. The commercial risks are associated with the competitive nature of the telecommunications equipment market.
Furthermore, the commercial success of MetroBridge is dependent upon the willingness of telecom carriers to continue to invest in new
equipment and customer acceptance of the new features offered by the product.

In addition to the technological and commercial risks stated above, significant additional costs are required to complete the development of
MetroBridge, which is expected to be commercialized in November 2003. Remaining costs required to complete the project are estimated to be
$4.6 million.

20
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The following table represents the allocation of the purchase price for Xebeo. The allocation of the purchase price is based upon an independent
valuation.

11
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(in thousands)

Fair value of tangible assets acquired $ 769
In-process research and development 1,897
Liabilities assumed (248)

$ 2,418
9. DEBT:

The following represents the outstanding long-term borrowings at June 30, 2003 and December 31, 2002 (in thousands):

Note Rate Maturity June 30, 2003 December 31, 2002
Convertible Subordinated Notes 7/8% March 1, 2008 $ 402,500 $

The Company has unutilized borrowing facilities under lines of credit of $523.8 million as of June 30, 2003. $140.1 million of these facilities
expire in 2003 and $383.7 million of these facilities expire between 2004 and 2010.

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 144A under the Securities Act of 1933. The notes bear interest at a rate of 8.75% 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.

Concurrent with the issuance of the convertible notes, the Company has entered into convertible bond hedge and call option transactions with
respect to its common stock, the exposure for which is held by Banc of America Securities LLC and Credit Suisse First Boston LLC. 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. 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.

10. WARRANTY OBLIGATIONS AND OTHER GUARANTEES:

Warranty obligations are as follows (in thousands):
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Three months ended

June 30,
2003 2002
Beginning of period $ 12,524 $ 7,027 $
Accruals for warranties issued during the period 8,427 4,058
Adjustments to accruals for changes in estimates
Settlements made during the period (4,523) (2,191)
Balance at June 30, 2003 $ 16,428 $ 8894 $

2003

Six months ended

June 30,

13,297
16,710
(4,552)
(9,027)
16,428

$

$

2002

6,721
6,351

(4,178)
8,894

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 accrued no 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.

12
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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 an international tender offer, oftentimes, the written Request For Proposal from the potential customer will include a requirement that the
Company issue a bid bond/standby letter of credit to demonstrate its commitment through the bid process. In addition, depending on the

contract, the Company may be required to issue standby letters of credit as guarantees for advance customer payments upon contract signing or
performance guarantees to protect customers from potential product delivery issues or performance problems. The standby letters of credit

usually expire six to nine months from date of issuance without being drawn by the beneficiary thereof.

11. LONG-TERM INVESTMENTS:

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

June 30, 2003 December 31, 2002
Softbank China $ 5383 $ 5,526
Cellon International 8,000 8,000
Restructuring Fund No. 1 1,981 1,981
Global Asia Partners L.P. 1,882 882
Fiberxon Inc. 2,000 2,000
InterWave Communications International Ltd. 2,060 1,546
China Telecom 9,106
Joint Venture with Matsushita 2,119 4,683
Others 1,272 1,636
Total $ 24,697 $ 35,360

The Company has a $5.4 million investment in Softbank China, an investment fund established by SOFTBANK CORP. focused on investments
in Internet companies in China. This investment permits 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 market 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 and recorded losses of $0.0 million and $0.1 million due to an other than temporary decline in the carrying value of this
investment during the three and six months ended June 30, 2003, respectively, and recorded losses of $0.0 million and $0.4 million due to an
other than temporary decline in the carrying value of this investment during the three and six months ended June 30, 2002, respectively.

During the first quarter of 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 balance in this investment is $2.0 million at June 30, 2003.
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The Company has also invested directly in a number of private technology-based companies in the early stages of development. These
investments are accounted for on the cost basis. The Company continually evaluates the carrying value of these investments for possible
impairment based on the achievement of business objectives and milestones, the financial condition and prospects of these companies and other
relevant factors. During the three months and six months ended June 30, 2003, no impairment charge was considered necessary, based upon a
review of the carrying value of these investments. During the three and six months ended June 30, 2002, impairment charges in respect of these
private technology investments were $0.7.

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 $100 million and the fund was formed to make private

equity investments in private or pre-IPO technology and telecommunications companies.

13
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The fund s geographic focus is on technology investments in Asia, in particular India and China. The Company accounts for this investment
under the equity method of accounting. The balance in this investment is $1.9 million at June 30, 2003.

During 2002, the Company purchased approximately 5.8 million shares of common stock of InterWave Communications, Inc., a technology
company listed on NASDAQ, for approximately $3.0 million. In addition, the Company received warrants to purchase 2.0 million shares of
InterWave s common stock at $0.21 cents per share, which were valued at $0.5 million at June 30, 2003, using the Black-Scholes option-pricing
model. The Company recorded the increase in the carrying value of these securities of $0.6 million as of June 30, 2003, in comprehensive
income in equity. The Company recorded income of $0.2 million in the three months ended June 30, 2003 to reflect the increase in the fair value
of the warrants.

In November 2002, the Company purchased approximately 0.5 million shares of common stock of China Telecom in its initial public offering
for approximately $10.0 million. In January 2003, the Company sold the majority of these shares realizing a loss of $80,000. The Company sold
the remaining 37,500 shares during the three months ended June 30, 2003 realizing a gain of $4,000.

12. GOODWILL AND INTANGIBLE ASSETS:

The Company s goodwill and intangible assets are as follows (in thousands):

June 30, 2003 December 31, 2002
Goodwill $ 135,530 $ 57,629
Less accumulated amortization (12,823) (12,823)
$ 122,707 $ 44,806
Purchased technology $ 31,080 $ 7,570
Less accumulated amortization (4,733) (2,556)
$ 26,347 $ 5,014

Amortization expense for intangible assets was $1.5 million and $0.7 million for the three months ended June 30, 2003 and 2002, respectively,
and was $2.2 million and $1.1 million for the six months ended June 30, 2003 and 2002, respectively. Expected amortization expense for the
next five fiscal years, beginning the year ended December 31, 2004, is $8.5 million, $5.5 million, $3.9 million, $2.8 million and $0.9 million,
respectively.

Goodwill increased by $77.9 million and intangible assets increased by $23.5 million during the six months ended June 30, 2003. This was
mainly attributable to goodwill of $75.1 million and purchased technology of $20.1 million that was recorded on the acquisition of CommWorks
in the second quarter of 2003. In addition, goodwill of $2.8 million and purchased technology of $1.9 million was recorded on the acquisition of
Shanghai Yi Yun in the first quarter of 2003. The Company also purchased technology for $1.6 million in cash during the six months ended June
30, 2003. The estimated useful life of purchased technology is from one to five years.
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In July 2001, the FASB issued SFAS No. 142, Goodwill and Other Intangible Assets. SFAS No. 142 requires that goodwill and intangible assets
with indefinite useful lives no longer be amortized, but instead tested for impairment at least annually. SFAS No. 142 also requires that

intangible assets with definite useful lives be amortized over their respective estimated useful lives to their estimated residual values, and

reviewed for impairment in accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets.

The Company adopted SFAS No. 142 on January 1, 2002. SFAS No. 142 had the effect of eliminating amortization of goodwill commencing
January 1, 2002; however, impairment reviews may result in future periodic write-downs. The Company performs its annual impairment review
in the fourth quarter of each year or when changes in circumstances indicate a potential impairment.

13. SEGMENT REPORTING:

The Company provides telecommunications equipment through an integrated suite of network access systems, optical transmission products and
subscriber terminal products. The Company primarily operates in two geographic areas, China and other regions. The chief operating decision
makers evaluate performance, make operating decisions, and allocate resources based on consolidated financial data. Gross profit, operating
income and income taxes are not allocated to specific individual departments

14
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within the organization. In accordance with SFAS No. 131 Disclosures about Segments of an Enterprise and Related Information , the Company
is considered a single reportable segment. The Company is required to disclose certain information about product revenues, information about
geographic areas, information about major customers, and information about long-lived assets.

During the third quarter of 2002, the provincial-level telecommunications service entity in the Zhejiang province of China began to consolidate
telecommunications purchasing decisions for that province. As a result of this trend in the Zhejiang province, the Company has grouped all
telecommunications service entities in the Zhejiang province together and has treated these as one customer. At June 30, 2003, the Company had
approximately 12 such telecommunications service entities in Zhejiang province. Giving effect to this treatment, for the three months ended June
30, 2003, sales to Softbank BB Corporation ( SBBC ) and Zhejiang province accounted for 15% and 11% of net sales, respectively. For the three
months ended June 30, 2002, sales to Zhejiang province and SBBC accounted for 26% and 20% of net sales, respectively. For the six months
ended June 30, 2003, sales to SBBC accounted for 16% of net sales and no other customer accounted for 10% or more of consolidated net sales.
For the six months ended June 30, 2002, sales to Zhejiang province and SBBC accounted for 25% and 14% of net sales, respectively. Revenue
attributable to Japan was primarily due to sales to SBBC. Sales to SBBC were $60.2 million for the three months ended June 30, 2003 and

$46.9 million for the three months ended June 30, 2002. Sales to SBBC were $118.7 million for the six months ended June 30, 2003 and

$56.9 million for the six months ended June 30, 2002.

Geographical area data and product data are as follows (in thousands):

Three Months Ended June 30, 2003 Three Months Ended June 30, 2002
Telecommunications Subscriber Telecommunications Subscriber
Equipment Handsets Total Equipment Handsets Total
Net sales:
China $ 147,276 $ 185,272 $ 332,548 $ 98,332 $ 83,760 $ 182,092
Japan 60,546 60,546 46,948 46,948
Other 10,884 1,856 12,740 2,468 2,468
Total net sales $ 218,706 $ 187,128 $ 405,834 $ 147,748 $ 83,760 $ 231,508
Six Months Ended June 30, 2003 Six Months Ended June 30, 2002
Telecommunications Subscriber Telecommunications Subscriber
Equipment Handsets Total Equipment Handsets Total
Net sales:
China $ 276,385 $ 325,093 $ 601,478 $ 195,957 $ 153,333 $ 349,290
Japan 120,366 120,366 60,677 60,677
Other 12,515 1,995 14,510 5,231 5,231
Total net sales $ 409,266 $ 327,088 $ 736,354 $ 261,865 $ 153,333 $ 415,198

Revenue attributable to the United States of America was insignificant during the three and six months ended June 30, 2003 and 2002.

Long-lived assets by geography are as follows (in thousands):
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June 30, December 31,
2003 2002
$ 158,674 $ 43,600
126,111 104,731
$ 284,785 $ 148,331
15
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14. COMMITMENTS AND CONTINGENCIES:

Litigation:

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
its directors and officers and various underwriters for its 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. A proposal has been made for the settlement and release of
claims against the issuer defendants, including UTStarcom. The settlement is subject to a number of conditions, including approval of the
proposed settling parties and the court. If the settlement does not occur, and litigation against UT'Starcom continues, UTStarcom believes it has
meritorious defenses and intends to defend the case vigorously. The total amount of the loss associated with the above litigation is not
determinable at this time. Therefore we are unable to currently estimate the loss, if any, associated with the litigation.

Investment Commitments:

As of June 30, 2003, the Company had invested $2.0 million in Global Asia Partners L.P. The fund size is anticipated to be $100 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.

15. RELATED PARTY TRANSACTIONS:

The Company recognized revenue of $60.2 million and $118.7 million during the three and six months ended June 30, 2003, respectively, and
$46.9 million and $56.9 million during the three and six months ended June 30, 2002, respectively, with respect to sales of telecommunications
equipment to SBBC, an affiliate of SOFTBANK CORP. SOFTBANK America Inc., an entity affiliated with SOFTBANK CORP., a significant
stockholder of the Company. SBBC offers asynchronous digital subscriber line ( ADSL ) coverage throughout Japan, which is marketed under the
name YAHOQO. The Company provides ADSL technology to SBBC. The contract was competitively bid and the terms of this contract were on
terms no more favorable than those with unrelated parties. Included in accounts receivable at June 30, 2003 is $68.2 million related to this
agreement. There were no amounts included in deferred revenue in respect of this agreement at June 30, 2003. Included in accounts receivable in
respect of this agreement at December 31, 2002 was $0.8 million. There were no amounts included in deferred revenue in respect of this

agreement at December 31, 2002.
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The Company has invested in Softbank China and Restructuring Fund No. 1, which are investment vehicles established by SOFTBANK CORP.
and its affiliates. See Note 11.

On April 5, 2003 the Company repurchased 8.0 million shares of the Company s common stock beneficially owned by SOFTBANK America
Inc., at a purchase price of $17.385 per share. The total cost of the repurchase was $139.6 million, including transaction fees. In connection with
this repurchase transaction, SOFTBANK entered into an agreement with the Company not to offer, sell or otherwise dispose of the Company s
common stock for a period of one year, subject to a number of exceptions. As of June 30, 2003, SOFTBANK beneficially owned approximately
14.4% of the Company s outstanding common stock.

16. COUNTRY RISKS:

Approximately 82% and 79% of the Company s net sales for the three months ended June 30, 2003 and 2002, respectively, and approximately
82% and 84% of the Company s net sales for the six months ended June 30, 2003 and 2002, respectively, were made in China. Accordingly, the
Company s business, financial condition and results of operations are likely to be influenced by the political, economic and legal environment in
China and by the general state of China s economy. The Company s operations in China are subject to special considerations and significant risks
not typically associated with companies in the United States. These include risks associated with, among others, the political, economic and legal
environments and foreign currency exchange. The Company s results may be adversely affected by, among other things, changes in the political,
economic, competitive and social conditions in China, including changes in governmental policies with respect to laws and regulations, changes

in China s telecommunications industry and regulatory rules and policies, anti-inflationary measures, currency conversion and remittance abroad,
and rates and methods of taxation.

Under China s current regulatory structure, the communications products that the Company offers in China must meet government and industry
standards, and a network access license for the equipment must be obtained. Without the license, the

16
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equipment is not allowed to be connected to public telecommunications networks or sold in China. Moreover, the Company must ensure that the
quality of the telecommunications equipment for which it has obtained a network access license is stable and reliable, and may not lower the
quality or performance of other installed licensed products. China s State Council s product quality supervision department, in concert with
China s Ministry of Information Industry, performs spot checks to track and supervise the quality of licensed telecommunications equipment and
publishes the results of such spot checks.

The regulations implementing these requirements are not very detailed, have not been applied by a court and may be interpreted and enforced by
regulatory authorities in a number of different ways. The Company has obtained the required network access licenses for its AN-2000B
platform. The Company has also obtained a probationary network access license for its mSwitch product, and after the trial period, an official
network access license will be issued if the trial demonstrates that mSwitch satisfies all applicable government and industry standards. The
Company applied for, but has not yet received, a network access license for its PAS systems and handsets. Based upon conversations with the
Ministry of Information Industry, the Company understands that its PAS systems and handsets are considered to still be in the trial period and
that sales of the Company s PAS systems and handsets may continue to be made during this trial period, but a license will ultimately be required.
Network access licenses will also be required for most additional products that the Company is selling or may sell in China, including the
mSwitch platform. If the Company fails to obtain the required licenses, the Company could be prohibited from making further sales of the
unlicensed products, including the PAS systems and handsets, in China, which would substantially harm its business, financial condition and
results of operations. The Company s counsel in China has advised that China s governmental authorities may interpret or apply the regulations
with respect to which licenses are required and the ability to sell a product while a product is in the trial period in a manner that is inconsistent
with the information received by such counsel in China, either of which could have a material adverse effect on the Company s business,
financial condition and results of operations.

Approximately 15% and 20% of the Company s sales for the three months ended June 30, 2003 and 2002, respectively, and approximately 16%
and 15% of the Company s sales for the six months ended June 30, 2003 and 2002, respectively, were made in Japan. Accordingly, the political,
economic and legal environment and the general state of Japan s economy may influence the Company s business, financial condition and results
of operation.

17. RECENT ACCOUNTING PRONOUNCEMENTS:

In November 2002, the Emerging Issues Task Force reached a consensus on Issue No. 00-21, Revenue Arrangements with Multiple Deliverables

(' EITF No. 00-21 ). This issue addresses how revenue arrangements with multiple deliverables should be divided into separate units of accounting
and how the arrangement consideration should be allocated to the identified separate accounting units. EITF No. 00-21 is effective for fiscal
periods beginning after June 15, 2003. 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. The Company does not expect that the adoption of EITF

No. 00-21 will have a significant impact on consolidated results of operations and financial position.

In January 2003, the Financial Accounting Standards Board issued Interpretation No. 46, Consolidation of Variable Interest Entities ( FIN 46 ).
FIN 46 provides accounting guidance for consolidation of variable interest entities ( VIE ), formerly referred to as special purpose entities. FIN 46
applies to public and private business enterprises that have a controlling interest or business or contractual relationship with a VIE. FIN 46

requires consolidation of existing non-controlled affiliates if the VIE is unable to finance its operations without investor support, or where the

other investors do not have exposure to the significant risks and rewards of ownership. The Company expects this could require consolidation of
one of our non-controlled affiliates under FIN 46, which is effective for the Company at the beginning of the interim period that starts July 1,

2003. The Company has a 90% ownership interest in UTStarcom (Chongqing) Co., Ltd., ( CUTS ) an affiliate incorporated in China that
assembles and manufactures handsets for our Personal Access System, or PAS, product line. The Company does not have control of the voting
rights of CUTS; however, the Company is the primary beneficiary. Therefore, this affiliate would be considered a VIE under FIN 46. The
Company may be required to consolidate the results of operations of this affiliate commencing July 1, 2003. CUTS was formed in November
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2002 and the results of operations of CUTS for the three and six months ended June 30, 2003 were not material to its results of operations. The
maximum exposure to loss assuming there is no fu