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EXPLANATORY NOTE

UTStarcom, Inc. (the �Company�) originally filed its quarterly report on Form 10-Q for the period ended March 31, 2004 with the Securities and
Exchange Commission (the �SEC�) on May 10, 2004 (the �Original Filing�). As a result of a typographical error in the condensed consolidated
balance sheets for the periods ended March 31, 2004 and December 31, 2003 in the Original Filing, the Company filed an amended quarterly
report on Form 10-Q/A with the SEC on May 14, 2004 (�Amendment No. 1�). This Amendment No. 2 on Form 10-Q/A (�Amendment No. 2�) is
being filed to reflect the adjustments and restatement of its condensed consolidated financial statements as of and for the three months ended
March 31, 2004 and March 31, 2003 for certain changes resulting from the 2003 restatement, as described below, and to reflect the adjustments
to the December 31, 2003 consolidated balance sheet as presented in our amended Annual Report on Form 10-K/A for the year ended
December 31, 2003 as filed with the SEC on April 13, 2005.

As part of the financial closing process for the year ended December 31, 2004, the Company identified certain prior year errors resulting in a
restatement which decreased the provision for income taxes and increased net income by $20.7 million for the year ended December 31, 2003.
In addition, as a result of the correction of the tax provision, retained earnings was increased by $20.7 million, additional paid-in capital was
increased by $0.9 million, income taxes payable was decreased by $2.5 million, other long-term assets were increased by $21.6 million, prepaids
were increased by $2.8 million and other current assets were reduced by $5.3 million, all as of December 31, 2003. There was no net effect on
cash provided from operating activities as a result of this error.

The impact of the restatement on each of the respective quarters in 2003 is as follows (in thousands):

Decrease in Income
Tax Expense

Decrease in Income
Tax Payable

Increase in
Net Income

Increase in
Diluted EPS

For the three months ended:
March 31, 2003 $ 3,825 $ 3,825 $ 3,825 $ 0.04
June 30, 2003 $ 4,038 $ 4,038 $ 4,038 $ 0.03
September 30, 2003 $ 6,064 $ 6,064 $ 6,064 $ 0.04

During the evaluation of the errors related to the income tax provision, the Company determined that an additional reclassification of reported
2003 results was required. Specifically, cost of sales and other income both increased by $3.5 million for the year ended December 31, 2003 to
properly classify certain incentive payments received for exports and value-added taxes in China. This adjustment related solely to the fourth
quarter of 2003.

In addition to the errors in the 2003 tax provision, the Company had not correctly identified a related party that is deemed a variable interest
entity and for whom the Company is considered the primary beneficiary in accordance with FASB Interpretation No. 46 (�FIN 46�). The Company
has corrected its 2003 financial statements to reflect the consolidation of this variable interest entity, MDC Holding Limited (�MDC Holding�) and
its affiliated entities (MDC Holding and such affiliated entities are referred to, collectively, as �MDC�). At December 31, 2003, this consolidation
resulted in a $5.5 million increase in total assets and a $0.7 million increase in total liabilities. There was no effect on net income as a result of
this consolidation. The consolidation occurred upon the Company�s adoption of FIN 46 at the beginning of the fourth quarter of 2003.

Furthermore, an impairment charge of $7.4 million, net of taxes of $1.3 million, was recorded to reflect an impairment of MDC equipment
subject to a revenue share arrangement. Due to the uncertainties surrounding the customer�s subscriber income and ability to pay under this
arrangement, the Company determined that an impairment charge should have been recorded in the fourth quarter of 2003 when these conditions
should have been identified. Accordingly, an impairment charge of $7.4 million, net
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of tax, was recorded, which decreased both total assets and equity by $7.4 million at December 31, 2003. This adjustment was recorded in the
fourth quarter of 2003.

The Company identified certain revisions in classification during the preparation of the 2003 restated financial statements. Therefore, for the
consolidated financial statements for the quarter ended March 31, 2004, the following adjustments were made to conform to the 2003 restated
financial statements:

(1)  Cost of sales for related party revenue transactions is presented separately from cost of sales for non-related
party revenue transactions for all periods presented;

(2)  Certain other long-term assets increased and intangible assets decreased by $1.6 million;

(3)  A related party which is 31% owned by an individual related to a member of the Company�s Board of Directors
and associated transactions have been identified. See Note 18 to the Consolidated Financial Statements.

On April 13, 2005, the Company filed Amendment No. 1 to its Annual Report on Form 10-K/A for the year ended December 31, 2003 to reflect
the restatement of its consolidated financial statements for the year then ended and to disclose the impact on quarters ended March 31, 2003,
June 30, 2003 and September 30, 2003.

The results of operations for the year ended December 31, 2004 and the results of operations for each of the quarters ended March 31, 2004,
June 30, 2004 and September 30, 2004 have not been impacted by the restatement of 2003 financial results discussed above. However, the
beginning and ending balances of certain balance sheet accounts for the quarters of 2004 were affected and therefore have been adjusted in this
Amendment No. 2 to reflect the 2003 restatement.

Changes have been made to the following items in this Amendment as a result of the 2003 restatement.

Part I

•  Item 1.      Condensed Consolidated Financial Statements

•  Item 2.      Management�s Discussion and Analysis of Financial Condition and Results of Operations

•  Item 3.      Quantitative and Qualitative Disclosures about Market Risk

•  Item 4.      Controls and Procedures

Amendment No. 2 does not reflect events that have occurred after the May 10, 2004 filing date of the Quarterly Report on Form 10-Q that the
Company originally filed with the SEC, or modify or update the disclosures presented in the original Form 10-Q, except to reflect the
adjustments and restatement described above. Accordingly, this Form 10-Q/A should be read in conjunction with our filings with the SEC
subsequent to the filing of the original Form 10-Q.
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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)
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March 31, December 31,
2004 2003
(As Restated)(2) (As Restated)(1)

ASSETS
Current assets:
Cash and cash equivalents $ 728,712 $ 377,747
Short-term investments 41,330 48,617
Accounts receivable, net of allowances for doubtful accounts of $37,084 and $31,172 at
March 31, 2004 and December 31, 2003, respectively 403,044 325,288
Accounts receivable, related parties 29,797 43,944
Notes receivable 43,824 11,362
Inventories 318,106 257,065
Deferred costs/Inventories at customer sites under contracts 409,323 542,060
Prepaids 117,510 139,103
Restricted cash and short-term investments 30,864 24,404
Other current assets 50,719 48,499
Total current assets 2,173,229 1,818,089
Property, plant and equipment, net 201,725 187,039
Long-term investments 24,101 24,066
Goodwill 100,180 100,180
Intangible assets, net 41,256 44,051
Other long-term assets 72,405 70,625
Total assets $ 2,612,896 $ 2,244,050

LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 287,963 $ 251,122
Income taxes payable 23,882 14,265
Customer advances 294,100 450,499
Deferred revenue 57,209 44,958
Other current liabilities 176,629 173,911
Total current liabilities 839,783 934,755
Long-term debt 410,655 410,655
Total liabilities 1,250,438 1,345,410
Commitments and contingencies (Note 17)
Minority interest in consolidated subsidiaries 5,359 5,309
Stockholders� equity:
Common stock: $0.00125 par value; authorized: 750,000,000 shares; issued and outstanding:
114,368,691 and 104,272,477 at March 31, 2004 and December 31, 2003, respectively 144 131
Additional paid-in capital 1,115,972 654,483
Deferred stock compensation (7,484 ) (7,761 )
Retained earnings 244,607 243,058
Accumulated other comprehensive income 3,860 3,420
Total stockholders� equity 1,357,099 893,331
Total liabilities, minority interest and stockholders� equity $ 2,612,896 $ 2,244,050

(1)            See the Company�s filing on Form 10-K/A filed with the SEC.

(2)            See Note 24 to the condensed consolidated financial statements.

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 March 31,
2004 2003

(As Restated)(1)
Net sales
Unrelated parties $ 610,731 $ 272,004
Related parties 11,561 58,516

622,292 330,520
Cost of sales
Unrelated parties 441,527 195,638
Related parties 4,731 22,197
Gross profit 176,034 112,685
Operating expenses:
Selling, general and administrative 66,943 37,583
Research and development 45,658 26,812
In-process research and development � 1,320
Amortization of intangible assets 2,973 695
Total operating expenses 115,574 66,410
Operating income 60,460 46,275
Interest income 1,354 943
Interest expense (1,082 ) (639 )
Other income, net 8,785 4,186
Equity in loss of affiliated companies (997 ) (975 )
Income before income taxes and minority interest 68,520 49,790
Income tax expense 13,704 8,622
Minority interest in earnings of consolidated subsidiaries (50 ) �
Net income $ 54,766 $ 41,168
Basic earnings per share $ 0.48 $ 0.38
Diluted earnings per share $ 0.40 $ 0.37
Weighted average shares used in per-share calculation:
�Basic 114,614 107,358
�Diluted 139,325 111,953

(1)  See the Company�s filing on Form 10-K/A filed with the SEC.

See accompanying notes to condensed consolidated financial statements.
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UTSTARCOM, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(In thousands)

Three months ended March 31,
2004 2003
(As Restated)(2) (As Restated)(1)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 54,766 $ 41,168
Adjustments to reconcile net income to net cash used in operating activities:
Depreciation and amortization 16,438 7,910
Non-qualified stock option exercise tax benefits 2,862 1,449
Net loss on sale of assets 190 47
In-process research and development costs � 1,320
Amortization of debt issuance costs 582 201
Warrants adjustment to fair value 226 80
Loss on sale of investment � 80
Net gain on long-term investments (34 ) �
Stock compensation expense 77 715
Provision for doubtful accounts 6,252 8,214
Inventory provision 9,439 2,495
Equity in loss of affiliated companies 997 975
Deferred income taxes (2,236 ) (842 )
Minority interest in earnings of consolidated subsidiary 50 �
Changes in operating assets and liabilities:
Accounts receivable (69,862 ) (41,431 )
Inventories (70,480 ) (131,067 )
Deferred costs/Inventories at customer sites under contracts 132,737 (241,230 )
Other current and non-current assets (13,279 ) (52,095 )
Accounts payable 36,841 219,905
Income taxes payable 9,617 2,097
Customer advances (156,399 ) 87,245
Deferred revenue 12,251 5,715
Other current liabilities 1,671 12,206
Net cash used in operating activities (27,294 ) (74,843 )
CASH FLOWS FROM INVESTING ACTIVITIES:
Additions to property, plant and equipment (27,740 ) (15,169 )
Investment in affiliates (1,000 ) (3,074 )
Purchase of businesses, net of cash acquired � (1,292 )
Purchase of intangible assets (125 ) �
Change in restricted cash (58 ) (2,377 )
Purchase of short-term investments (50,575 ) (16,319 )
Proceeds from sale of short-term investments 51,460 91,876
Net cash (used in) provided by investing activities (28,038 ) 53,645
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of stock, net of expenses 9,224 4,026
Purchase of bond hedge and call option � (43,792 )
Net proceeds from borrowing � 391,431
Repurchase of stock (78,155 ) �
Proceeds from equity offering 474,554 �
Net cash provided by financing activities 405,623 351,665
Effect of exchange rate changes on cash 674 (270 )
Net increase in cash and cash equivalents 350,965 330,197
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 377,747 231,944
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 728,712 $ 562,141

(1)   See the Company�s filing on Form 10-K/A filed with the SEC.

(2)   See Note 24 to the condensed consolidated financial statements.

See accompanying notes to condensed consolidated financial statements.
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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 Company also consolidates variable interest entities (�VIE�) as defined by Financial Accounting
Standards Board Interpretation No. 46 (�FIN 46�), �Consolidation of Variable Interest Entities.� 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.

The accompanying financial statements as of March 31, 2004 and for the three months ended March 31, 2004 and 2003 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, 2003 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, 2003 financial statements, including the notes thereto, and
the other information set forth in the Company�s Amended Annual Report on Form 10-K/A for the year ended December 31, 2003 as filed with
the SEC on April 13, 2005.

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 months ended March 31, 2004 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, 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 immediately.

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 EITF 00-21, and SEC Staff Accounting Bulletin
No. 104 �SAB 104.� Multiple element arrangements primarily involve the sale of Personnel Access Systems (�PAS�), a family of wireless access
handsets, wireless consumer products and core infrastructure equipment or Internet Protocol-based PAS (�iPAS�) wireless access
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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 has stand-alone value, there is no right of return on delivered element(s), and the vendor is in control of
the undelivered element(s).

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 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 Emerging Issues Task Force Issue 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 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 from historical experience with similar types of sales of similar products.

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.
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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
undelivered elements after final acceptance has been obtained.

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. 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.

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 and convertible subordinated
notes.

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

Three months ended March 31,
2004 2003

(As Restated)(1)
Numerator:
Net income (for basic EPS computation) $ 54,766 $ 41,168
Effect of Dilutive Securities 7⁄8% Convertible Subordinated Notes 917 �
Net income adjusted for dilutive securities $ 55,683 $ 41,168
Denominator:
Shares used to compute basic EPS 114,614 107,358
Dilutive common stock equivalent shares:
Stock options 6,326 3,937
Written call option 1,046 �
Conversion of convertible subordinated notes 16,919 �
Warrants 30 28
Other 390 630
Shares used to compute diluted EPS 139,325 111,953
Basic earnings per share $ 0.48 $ 0.38
Diluted earnings per share $ 0.40 $ 0.37

(1)  See the Company�s filing on Form 10-K/A filed with the SEC.

Certain potential shares related to employee stock options and warrants outstanding during the three months ended March 31, 2004 and 2003
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
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the period and, accordingly, their effect is anti-dilutive. For the three months ended March 31, 2004 and 2003, these shares totaled 1.6 million
with a weighted average exercise price of $38.04 per share and 5.6 million shares with a weighted average exercise price of $21.80 per share,
respectively. The Company has outstanding warrants for issuance of 32,000 shares at the exercise price of $2.50 per share.

On March 31, 2004, each of the Company�s7⁄8% convertible subordinated notes outstanding was 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
March 31, 2004, 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. Additionally, during the three
months ended March 31, 2004, the average price of the Company�s stock exceeded the specified strike prices of the
convertible bond hedge and call option transactions that the Company entered into 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 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.

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

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.
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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):

Three months ended March 31,
2004 2003

(As Restated)(1)
Basic
Net income:
As reported $ 54,766 $ 41,168
Add: Stock-based employee compensation expense included in reported net
income, net of related tax effects 55 499
Deduct: Total compensation expense determined under fair value based method
for all awards, net of related tax effects (7,966 ) (6,315 )
Pro forma net income $ 46,855 $ 35,352
Basic income per share:
As reported $ 0.48 $ 0.38
Pro forma $ 0.41 $ 0.33
Diluted
Net income:
As reported $ 54,766 $ 41,168
Effect of dilutive securities 7⁄8% Convertible subordinated notes 917 �
Add: Stock-based employee compensation expense included in reported net
income, net of related tax effects 55 499
Deduct: Total compensation expense determined under fair value method for all
awards, net of related tax effects (7,966 ) (6,315 )
Pro forma net income $ 47,772 $ 35,352
Diluted income per share:
As reported $ 0.40 $ 0.37
Pro forma $ 0.35 $ 0.33

(1)  See the Company�s filing on Form 10-K/A filed with the SEC.

5.   COMPREHENSIVE INCOME:

The reconciliation of net income to comprehensive income for the three months ended March 31, 2004 and 2003 is as follows (in thousands):

Three months ended March 31,
2004 2003

(As Restated)(1)
Net income $ 54,766 $ 41,168
Unrealized gains (losses) on investments (233 ) 574
Change in cumulative translation adjustments 674 (34 )
Total comprehensive income $ 55,207 $ 41,708

(1)  See the Company�s filing on Form 10-K/A filed with the SEC.
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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. All of the Company�s short-term
investments are classified as available-for-sale. There were no available-for-sale securities included in cash and cash equivalents at March 31,
2004 or December 31, 2003. Short-term investments, consisting of available-for-sale securities, were $41.3 million and $48.6 million at
March 31, 2004 and December 31, 2003, 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 income. Realized gains and losses are reported in earnings.

The Company accepts bank notes receivable with maturity dates 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 other
current assets and the proceeds of the settlement of these notes are included in cash flows from operating activities in the consolidated statement
of cash flows. There were zero and $35.5 million of bank notes receivable sold during the three months ended March 31, 2004 and 2003,
respectively. These notes 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�), has 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 costs of settling or transferring these notes receivable were insignificant for the three months ended March 31, 2003. Bank notes
receivable were $57.0 million and $11.5 million at March 31, 2004 and December 31, 2003, respectively.

7.   RESTRICTED CASH AND SHORT-TERM INVESTMENTS:

At March 31, 2004, the Company had restricted cash and short-term investments of $30.9 million primarily comprised of $26.9 million of
restricted short-term investments for standby letters of credit and restricted cash of a $3.8 million time deposit required for Japanese tax
purposes. At December 31, 2003, the Company had restricted cash and short-term investments of $24.4 million primarily comprised of
$20.5 million of restricted short-term investments for standby letters of credit and restricted cash of a $3.7 million time deposit required for
Japanese tax purposes.

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 nine months from date of
issuance without being drawn by the beneficiary thereof.

8.   ACCOUNTS AND NOTES RECEIVABLE:

The Company accepts commercial notes receivable with maturity dates 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
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. There were zero and $19.3 million of notes receivable sold during the three months ended March 31, 2004 and 2003,
respectively. These notes are not included in the Company�s
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consolidated balance sheets as the criteria for sale treatment established by SFAS 140, has been met. The costs of settling or transferring these
notes receivable were $0.1 million for the three months ended March 31, 2003, and were included in other income, net in the Consolidated
Statements of Operations. Notes receivable available for sale were $43.8 million and $11.4 million at March 31, 2004 and December 31, 2003,
respectively.

9.   SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

Three months ended March 31,
2004 2003
(in thousands)

Cash paid during the period for:
Interest $ 1,768 $ 103
Income taxes $ 2,426 $ 4,833

Three months ended March 31,
2004 2003
(in thousands)

Non-cash operating activities were as follows:
Accounts receivable transferred to notes receivable $ 48,988 $ 29,347

10.   INVENTORIES AND DEFERRED COSTS/INVENTORIES AT CUSTOMER SITES UNDER CONTRACTS:

As of March 31, 2004 and December 31, 2003, total inventories consist of the following (in thousands):

March 31
2004

December 31,
2003

(As Restated)(2) (As Restated)(1)
(in thousands)

Inventories
Raw materials $ 71,163 $ 66,753
Work-in-process 41,859 51,116
Finished goods 62,305 48,206
Inventories at customer sites without contracts 142,779 90,990

$ 318,106 $ 257,065
Deferred costs/Inventories at customer sites under contracts
Finished goods $ 409,323 $ 542,060

(1)  See the Company�s filing on Form 10-K/A filed with the SEC.

(2)  See Note 24 to the condensed consolidated financial statements.

11.   STOCKHOLDERS� EQUITY:

On January 14, 2004, the Company sold 12.1 million shares of common stock at $39.25 per share in a privately negotiated transaction to an
institution, for net proceeds of approximately $474.6 million. The net proceeds are intended to fund strategic and general corporate activities,
including, but not limited to, acquisitions, investments, working capital or capital expenditures.

On March 12, 2004, the Company�s Board of Directors approved a stock repurchase program, authorizing the Company�s repurchase of up to
5,000,000 shares of its outstanding common stock over a period of 6 months. The Board approved an additional repurchase of 1,623,000 shares
in a privately negotiated transaction with an institution. As of March 31, 2004, the Company repurchased a total of
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approximately 2.6 million shares under this program at an average price of $30.43 per share, for a total cash outflow of $78.2 million.

The Company had $9.2 million and $4.0 million of net proceeds from the exercise of stock options for the three months ended March 31, 2004
and 2003, respectively.

12.   DEBT:

The following represents the outstanding borrowings at March 31, 2004 and December 31, 2003 (in thousands):

Note Rate Maturity March 31, 2004 December 31, 2003
(As Restated)(2) (As Restated)(1)

Notes Payable 0 % April - June 2004 $ 1,044 $ 1
Bank Loan 4.94 % January 2006 8,155 8,155
Convertible Subordinated Notes 7/8 % March 1, 2008 402,500 402,500
Total Debt $ 411,699 $ 410,656
Long-term debt 410,655 410,655
Short-term debt $ 1,044 $ 1

(1)  See the Company�s filing on Form 10-K/A filed with the SEC.

(2)  See Note 24 to the condensed consolidated financial statements.

The Company has available borrowing facilities of $390.5 million as of March 31, 2004. $336.2 million of these facilities expire in 2004 and
$54.3 million of these facilities expire between 2008 and 2010 with an interest rate of 6.21%, and the Company has not guaranteed any debt not
included in the consolidated balance sheet.

Occasionally, the Company issues short-term notes payable to its vendors in lieu of trade accounts payable. The payment terms are normally
three to six months and are typically non-interest bearing. The Company had $1.0 million of these notes at March 31, 2004 included in other
current liabilities.

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 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.

The Company has a bank loan in connection with a purchase of long-term asset resulting from the consolidation of MDC Holding 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 long-term asset. The Company assumed the obligations of the bank loan and related asset on January 23, 2003, which were 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. At March 31, 2004, the Company did not serve as legal obligor for the bank loan.

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 16,918,873 shares of its common stock at $23.79 per share from the
other party to the
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agreement. The written call option allows the holder to purchase 16,918,873 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 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, 2004 approximates 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.�

13.   WARRANTY OBLIGATIONS AND OTHER GUARANTEES:

Warranty obligations are as follows (in thousands):

Three months ended March 31,
2004 2003

Beginning of period $ 26,267 $ 13,297
Accruals for warranties issued during the period 9,841 8,283
Adjustments to accruals for changes in estimates 167 (4,552 )
Settlements made during the period (6,751 ) (4,504 )
Balance at end of period $ 29,524 $ 12,524

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.

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 nine months from date of
issuance without being drawn by the beneficiary thereof.

14.   LONG-TERM INVESTMENTS:

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

March 31, 2004 December 31, 2003
Softbank China $ 5,294 $ 5,308
Cellon International 8,000 8,000
Restructuring Fund No. 1 1,838 1,861
Global Asia Partners L.P. 1,653 1,653
Fiberxon Inc. 3,000 2,000
InterWave Communications International Ltd. 2,795 3,319
Joint Venture with Matsushita � 517
Others 1,521 1,408
Total $ 24,101 $ 24,066
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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 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 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 and recorded insignificant losses and losses of $0.1 million due to an other-than-temporary decline in the carrying value of this
investment during the three months ended March 31, 2004 and 2003, respectively.

Restructuring Fund

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. During the three months ended March 31, 2004 the Company recorded insignificant equity
losses. There were no gains or losses for the three months ended March 31, 2003.

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 India and China. The Company accounts for this investment under the equity method of accounting. During the
three months ended March 31, 2004 and 2003, the Company recorded no losses associated with this investment.

Interwave

During 2002, the Company purchased approximately 5.8 million shares of common stock of InterWave Communications, International Ltd. 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 per share. The Company�s holdings were adjusted for a 1:10 reverse stock split on April 30, 2003,
and were 0.6 million shares of common stock and warrants to purchase 0.2 million shares of InterWave�s common stock at $2.10 per share. The
warrants were valued at $0.5 million at March 31, 2004, using the Black-Scholes option-pricing model. The Company recorded a loss of $0.2
million and $0.1 million for the three months ended March 31, 2004 and 2003, respectively, to reflect the decline in the fair value of the
warrants. The Company recorded the decrease in the carrying
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value of these common stock securities of $0.3 million and $0.2 million for the three months ended March 31, 2004 and 2003, respectively, in
other comprehensive income in equity.

Matsushita

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 and $1.0 million for the three months ended March 31, 2004 and 2003, respectively. The equity loss for the quarter ended
March 31, 2004 is recorded as a liability.

Other investments

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 ended March 31, 2004 and 2003, there were insignificant valuation adjustments in respect of these
private technology investments.

15.   GOODWILL AND INTANGIBLE ASSETS:

As of March 31, 2004 and December 31, 2003, goodwill and other acquired intangible assets consisted of the following (in thousands):

March 31, 2004 December 31, 2003
(As Restated)(1)

(in thousands)
Goodwill $ 113,003 $ 113,003
Less accumulated amortization (12,823 ) (12,823 )

$ 100,180 $ 100,180
Identified intangible assets:
Existing technology $ 23,630 $ 23,630
Less accumulated amortization (8,749 ) (7,255 )

$ 14,881 $ 16,375
Customer relationships $ 27,820 $ 27,820
Less accumulated amortization (2,318 ) (1,623 )

$ 25,502 $ 26,197
Trade names $ 940 $ 940
Less accumulated amortization (392 ) (274 )

$ 548 $ 666
Backlog $ 1,950 $ 1,950
Less accumulated amortization (1,625 ) (1,137 )

$ 325 $ 813
Total intangible assets $ 41,256 $ 44,051

(1)   See the Company�s filing on Form 10-K/A filed with the SEC.
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Amortization expense was $3.0 million and $0.7 million for the three months ended March 31, 2004 and 2003, respectively. The estimated
aggregate amortization expense for intangibles for each of the five years beginning the year ended December 31, 2005 through 2009 is
$7.7 million, $5.9 million, $5.6 million, $4.0 million and $2.8 million, respectively.

Goodwill and intangible assets remained the same during the three months ended March 31, 2004. The estimated useful life of purchased
technology is from one to five years, the estimated useful life of customer relationships is ten years, and the estimated useful lives of backlog
and trade names are from one to two years.

16.   SEGMENT REPORTING:

The Company sells wireless, wireline and switching platforms to operators in both fast growth and established telecommunications markets
around the world. 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,
income from operations, and income taxes are not allocated to specific individual departments 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.

China sales accounted for 92% and 81% of net sales for the three months ended March 31, 2004 and 2003, respectively. The Company groups
all of its China customers together by province and treats each province as one customer since that is the level at which purchasing decisions are
made. At March 31, 2004 and 2003, there were approximately 31 such customers. Giving effect to this consolidation, for the three months ended
March 31, 2004, the Guangdong province accounted for 24% of net sales. For the three months ended March 31 2003, sales to the Hei Long
Jiang province accounted for 14%.

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

Three months ended March 31,
2004 2003
(in thousands)

Sales by region
China $ 570,566 92 % $ 268,929 81 %
Japan 19,427 3 % 59,821 18 %
Other 32,299 5 % 1,770 1 %
TOTAL NET SALES $ 622,292 100 % $ 330,520 100 %
Sales by product line
Wireless infrastructure $ 336,517 54 % $ 124,360 38 %
Subscriber handsets 236,420 38 % 139,959 42 %
Wireline products 49,355 8 % 66,201 20 %
TOTAL NET SALES $ 622,292 100 % $ 330,520 100 %
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Long-lived assets by geography, consisting of property, plant and equipment, goodwill and intangible assets, are as follows (in thousands):

March 31 December 31,
2004 2003
(As Restated)(2) (As Restated)(1)

U.S. $ 148,527 $ 155,240
Foreign 202,811 184,407
Total long-lived assets $ 351,338 $ 339,647

(1)  See the Company�s filing on Form 10-K/A filed with the SEC.

(2)  See Note 24 to the condensed consolidated financial statements.

17.   COMMITMENTS AND CONTINGENCIES:

Joint Venture Funding:

Pursuant to the joint venture agreement with Matsushita, the Company is jointly liable for the losses incurred in the operations of the joint
venture up to the maximum of its investment in the entity. At March 31, 2004, the losses had exceeded this amount; however, the Company had
accrued additional losses of approximately $1.0 million due to its commitment to fund an additional investment of $9.3 million during the
second quarter of 2004.

Investment Commitments:

As of March 31, 2004, the Company had invested a total of $2.0 million in Global Asia Partners L.P. 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
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.

Purchase Commitments:

The Company is obligated to purchase raw materials and work-in-process inventory under various orders from one supplier, all of which should
be fulfilled without adverse consequences material to the operations or financial condition of the Company. As of March 31, 2004, total open
commitments under these purchase orders are approximately $1.0 million.

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
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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 Company�s initial public
offering registration statement contained untrue statements of material fact and omitted to state material facts required to be stated in the
registration statement, or necessary to make the statements therein not misleading. 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 UTStarcom continues, UTStarcom believes it has
valid defenses and intends to defend the case vigorously. The Company is unable to currently estimate the loss, if any, associated with the above
litigation.

The Company is a party to other litigation matters and claims that are normal in the course of operations, and while the results of such litigation
matters and claims cannot be predicted with certainty, the Company believes that the final outcome of such matters will not have a material
adverse impact on its financial position or results of operations.

18.   RELATED PARTY TRANSACTIONS:

Softbank

The Company recognized revenue of $11.6 million and $58.5 million for the three months ended March 31, 2004 and 2003, respectively, with
respect to sales of telecommunications equipment to SBBC, an affiliate of SOFTBANK America Inc., which is a significant stockholder of the
Company. SBBC offers asynchronous digital subscriber line (�ADSL�) coverage throughout Japan, which is marketed under the name �YAHOO
BB!�. 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 March 31, 2004 and December 31, 2003 were $29.8 million
and $43.9 million, respectively, related to this agreement. There were no amounts included in deferred revenue in respect of this agreement at
March 31, 2004 and December 31, 2003.

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 14.

On April 5, 2003, the Company repurchased 8.0 million shares of 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 America Inc. 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 March 31, 2004, SOFTBANK America Inc.
beneficially owned approximately 12.8% of the Company�s outstanding stock.

Starcom Products, Inc.

The Company obtains engineering consulting and employee placement services from Starcom Products, Inc. (�Starcom�), which is 31% owned by
an individual related to a member of the Company�s Board of Directors. The Company paid $0.2 million and $0.2 million for the three months
ended March 31, 2004 and 2003, respectively, for engineering consulting and employee placement services from Starcom.

19.   COUNTRY RISKS:

Approximately 92% and 81% of the Company�s net sales for the three months ended March 31, 2004 and 2003, 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
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and by the general state of China�s economy. As such, the Company�s operations in China are subject to special considerations and significant
risks not typically associated with companies in the United States. 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 equipment may not 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.

Approximately 3% and 18% of the Company�s sales for the three months ended March 31, 2004 and 2003, 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 operations.

20.   INCOME TAX ASSETS AND LIABILITIES:

In establishing its deferred income tax assets and liabilities, the Company makes judgments and interpretations based on the enacted tax laws
and published tax guidance applicable to its operations. The Company records deferred tax assets and liabilities and evaluates the need for
valuation allowances to reduce the deferred tax assets to realizable amounts. The likelihood of a material change in the Company�s expected
realization of these assets is dependent on future taxable income, its ability to use foreign tax credit carryforwards and carrybacks, and the
effectiveness of its tax planning strategies in the various relevant jurisdictions. Changes to the Company�s income tax provision or in the
valuation of the deferred tax assets and liabilities may affect its annual effective income tax rate.

21.   ACCOUNTING FOR DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES:

The Company uses derivative financial instruments to manage its exposures to foreign currency exchange rate changes. The derivative
instruments are accounted for pursuant to SFAS No. 133, �Accounting for Derivative Instruments and Hedging Activities�, as amended by SFAS
No. 138, �Accounting for Certain Derivative Instruments and Certain Hedging Activities�. As amended, SFAS No. 133 requires that an entity
recognize all derivatives as either assets or liabilities on the balance sheet, measure those instruments at fair value and recognize changes in the
fair value of derivatives in earnings in the period of change unless the derivative qualifies as an effective hedge that offsets certain exposures.
Such contracts are designated at inception to the related foreign currency exposures being hedged. Beginning in the first quarter of 2004, the
Company hedges certain of its Japanese Yen-denominated balance sheet exposures against future movements in foreign currency exchange rates
by using foreign currency forward contracts. Hedged transactions are denominated in U.S. dollars on behalf of these transactions denominated in
Japanese Yen. Pursuant to its foreign currency exchange hedging policy, the Company may hedge anticipated transactions and the related
payables denominated in foreign currencies using forward foreign currency exchange rate contracts. Gains and losses on these fair value hedges
are intended to offset gains and losses from the revaluation of Japanese Yen-denominated recognized liabilities. The net result of these gains and
losses on contracts and revaluation included in interest and
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other income (expense) was insignificant for the three months ended March 31, 2004. The Company�s foreign currency forward contracts
generally mature within three months. These derivative financial instruments are not held for trading purposes. There were no foreign currency
forward contracts held at March 31, 2004.

22.   RECENT ACCOUNTING PRONOUNCEMENTS:

In November 2003, the EITF issued EITF No. 03-6 �Participating Securities and the Two-Class Method under FASB Statement No. 128,� which
provides for a two-class method of calculating earnings per share computations that relate to certain securities that would be considered to be
participating in conjunction with certain common stock rights. This guidance would be applicable to the Company starting with the second
quarter beginning April 1, 2004. The Company is currently evaluating the potential impact of this pronouncement on its financial statements.

23.   SUBSEQUENT EVENTS:

On April 21, 2004, the Company entered into an agreement to purchase substantially all of the assets and assume certain liabilities of TELOS
Technology, Inc. (�TELOS�) and its subsidiaries. The transaction includes an initial cash consideration of $29.0 million, with an additional
payment of up to $19.0 million based upon recognized revenue from the sale of TELOS products. TELOS is a provider of mobile switching
products and services for voice and data communication networks. Closing of the transaction is subject to satisfaction or waiver of certain
conditions outlined in the purchase agreement. The transaction has been approved by the boards of directors of both companies and by the
stockholders of TELOS. Approval of the Company�s stockholders is not required.

On April 27, 2004, the Company completed the purchase of the assets, certain employees and certain contracts related to Hyundai Syscomm
Inc.�s (�HSI�) CDMA infrastructure business for markets outside of Korea. In addition, the Company bought substantially all of HSI�s registered
intellectual property, which has been licensed back to HSI for its business in Korea. Subject to the attainment of certain milestones and the
transfer of certain know-how, the total consideration for this transaction is approximately $14.3 million. There was $7.3 million in cash payable
at the closing date and an additional $3.0 million in cash payable one year from the closing date. In conjunction with this transaction, the
Company loaned HSI $3.2 million at an effective interest rate of 12% per annum, which was used by HSI to satisfy outstanding debt obligations.
The principal amount of the loan is due in April 2005. The Company may set-off HSI�s payment obligations against the outstanding $3.0 million
of the purchase price. The remaining $4.0 million of the purchase price is comprised of $2.0 million payable upon the transfer of manufacturing
know-how from HSI to our subsidiaries in China and $2.0 million payable upon the completion of certain revenue milestones.

24.   RESTATEMENT OF FINANCIAL STATEMENTS:

As part of the financial closing process for the year ended December 31, 2004, the Company identified certain prior period errors resulting in a
restatement which decreased the provision for income taxes and increased net income by $20.7 million for the year ended December 31, 2003.
In addition, as a result of the correction of the tax provision, retained earnings was increased by $20.7 million, additional paid-in capital was
increased by $0.9 million, income taxes payable was decreased by $2.5 million, other long-term assets were increased by $21.6 million, prepaids
were increased by $2.8 million and other current assets were reduced by $5.3 million, all as of December 31, 2003. There was no net effect on
cash provided from operating activities as a result of this error.
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The impact of the restatement on each of the respective quarters in 2003 is as follows (in thousands):

Decrease in Income
Tax Expense

Decrease in Income
Tax Payable

Increase in
Net Income

Increase in
diluted EPS

For the three months ended:
March 31, 2003 $ 3,825 $ 3,825 $ 3,825 $ 0.04
June 30, 2003 $ 4,038 $ 4,038 $ 4,038 $ 0.03
September 30, 2003 $ 6,064 $ 6,064 $ 6,064 $ 0.04

During the evaluation of the errors related to the income tax provision, the Company determined that an additional reclassification of reported
2003 results was required. Specifically, cost of sales and other income both increased by $3.5 million for the year ended December 31, 2003 to
properly classify certain incentive payments received for exports and value-added taxes in China. This adjustment related solely to the fourth
quarter of 2003.

In addition to the errors in the 2003 tax provision, the Company had not correctly identified a related party that is deemed a variable interest
entity and for whom the Company is considered the primary beneficiary in accordance with FASB Interpretation No. 46 (�FIN 46�). The Company
has corrected its 2003 financial statements to reflect the consolidation of this variable interest entity, MDC Holding Limited (�MDC Holding�) and
its affiliated entities (MDC Holding and such affiliated entities are referred to, collectively, as �MDC�). At December 31, 2003, this consolidation
resulted in a $5.5 million increase in total assets and a $0.7 million increase in total liabilities. There was no effect on net income as a result of
this consolidation. The consolidation occurred upon the Company�s adoption of FIN 46 at the beginning of the fourth quarter of 2003.

Furthermore, an impairment charge of $7.4 million, net of taxes of $1.3 million, was recorded to reflect an impairment of MDC equipment
subject to a revenue share arrangement. Due to the uncertainties surrounding the customer�s subscriber income and ability to pay under this
arrangement, the Company determined that an impairment charge should have been recorded in the fourth quarter of 2003 when these conditions
should have been identified. Accordingly, an impairment charge of $7.4 million, net of tax, was recorded, which decreased both total assets and
equity by $7.4 million at December 31, 2003. This adjustment was recorded in the fourth quarter of 2003.

The Company identified certain revisions in classification during the preparation of the 2003 restated financial statements. Therefore, for the
consolidated financial statements for the quarter ended March 31, 2004, the following adjustments were made to conform to the 2003 restated
financial statements:

(1)  Cost of sales for related party revenue transactions is presented separately from cost of sales for non-related
party revenue transactions for all periods presented;

(2)  Certain other long-term assets increased and intangible assets decreased by $1.6 million;

(3)  A related party which is 31% owned by an individual related to a member of the Company�s Board of Directors
and associated transactions have been identified. See Note 18 to the Consolidated Financial Statements.

On April 13, 2005, the Company filed Amendment No. 1 to its Annual Report on Form 10-K/A for the year ended December 31, 2003 to reflect
the restatement of its consolidated financial statements for the year then ended and to disclose the impact on quarters ended March 31, 2003,
June 30, 2003 and September 30, 2003.

The results of operations for the year ended December 31, 2004 and the results of operations for each of the quarters ended March 31, 2004,
June 30, 2004 and September 30, 2004 have not been impacted by the restatement of 2003 financial results discussed above. However, the
beginning and ending balances of
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certain balance sheet accounts for the quarters of 2004 were affected and therefore have been adjusted in this Amendment No. 2 to reflect the
2003 restatement.

The following table shows the effect on the line items of the adjustments and other revisions in classification resulting from the 2003 restatement
in the comparative consolidated financial statements (in thousands, except per share data):

As Previously As
Reported Restated

Balance Sheets, as of March 31, 2004:
Current assets:
Cash and cash equivalents $ 724,939 $ 728,712
Accounts receivable, net of allowances for doutful accounts 402,677 403,044
Inventories 318,079 318,106
Deferred costs/Inventories at customer sites under contract 426,240 409,323
Prepaids 114,669 117,510
Other current assets 54,628 50,719
Property, plant and equipment, net 200,762 201,725
Intangible assets, net 42,878 41,256
Other long-term assets 40,836 72,405
Current liabilities:
Accounts payable 288,017 287,963
Income taxes payable 26,397 23,882
Customer advances 302,255 294,100
Other current liabilities 175,857 176,629
Long-term debt 402,500 410,655
Minority interest in consolidated subsidiaries 610 5,359
Stockholders� equity:
Additional paid-in capital 1,115,113 1,115,972
Retained earnings 231,326 244,607
Statements of Cash Flows, for the three months ended March 31, 2004:
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 373,974 377,747
CASH AND CASH EQUIVALENTS AT END OF PERIOD 724,939 728,712
Statements of Operations, for the three months ended March 31, 2003:
Income tax expense 12,447 8,622
Net income 37,343 41,168
Earnings per share
Basic 0.35 0.38
Diluted 0.33 0.37
Statements of Cash Flows, for the three months ended March 31, 2003:
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income 37,343 41,168
Adjustments to reconcile net income to net cash used in operating activities:
Changes in operating assets and liabilities:
Income taxes payable 5,922 2,097
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ITEM 2�MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS

This Report on Form 10-Q contains forward-looking statements within the meaning of the federal securities laws. These statements are based on
information that is currently available to management. We intend such forward-looking statements to be covered by the safe harbor provisions of
the Private Securities Litigation Reform Act of 1995, and we are including this statement for purposes of complying with those provisions. The
forward-looking statements include, without limitation, those concerning the following: our expectations as to the nature of possible trends,
including our expectations about continuing growth in the number of subscribers for telecommunications products in China; our expectations
regarding continued growth in our business and operations; our expectation that there will be fluctuations in our overall gross profit, gross
margin, product mix, quarter to quarter results, customer base and selling prices; our plans for expanding the direct sales organization and our
selling and marketing campaigns and activities; our expectation that we may use our cash, debt or securities to acquire or invest in
complementary businesses, technologies or product offerings; our expectation that there will be increases in selling, marketing, research and
development, and general and administrative expenses; our expectations regarding future growth of our business and operations; our expectation
that we will continue to invest significantly in research and development; our expectations regarding the status of products under development;
our expectations regarding our future investments; our expectations regarding our future levels of cash and cash equivalents, as well as our
expectation that existing cash and cash equivalents will be sufficient to finance our operations for the foreseeable future; our expectations
regarding licensing requirements and our ability to receive licenses in China for our PAS system and other products; our expectations regarding
the development of a 3G network in China; our expectations regarding the impact of a reorganization of China Netcom; our expectation that our
business will continue to be significantly influenced by the political, economic and legal environment in China, as well as expectations about the
nature of political, economic and legal reform in China; our expectations regarding the future allocation of net sales by product group; our
expectations regarding efficiencies we hope to achieve in supply chain and inventory purchasing, as well as trends in inventory growth; and our
expectations regarding our expansion into new markets around the world. Additional forward-looking statements may be identified by the
words, �anticipate,� �expect,� �believe,� �intend,� �will� and similar expressions, as they relate to us or our management. Investors are cautioned that these
forward-looking statements are inherently uncertain. These statements are subject to risks and uncertainties that may cause actual results and
events to differ materially. For a detailed discussion of these risks and uncertainties, see the �Factors Affecting Future Operating Results�
section of this Form 10-Q. We do not guarantee future results and undertake no obligation to update the forward-looking statements to reflect
events or circumstances occurring after the date of this Form 10-Q.

RESTATEMENT

The following Management�s Discussion and Analysis of Financial Condition and Results of Operations, presented in comparative format, gives
effect to the 2003 restatement discussed in Note 24 to the consolidated financial statements included in Item I.

EXECUTIVE SUMMARY

We design, manufacture and sell telecommunications equipment and products and provide services associated with their operation. Our products
are deployed and installed exclusively by telecommunications wireless and wireline service providers. We provide an extensive range of
products for transportation of voice, data and video traffic for service providers around the world. Our business is conducted globally in China,
Japan, India, the Central and Latin American region, North America, the
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European, Middle Eastern and African region and southeastern and northern Asia. Our objective is to be a leading global provider of Internet
Protocol (�IP�) networking products and services. We differentiate ourselves with products designed, developed and commercialized to reduce
network complexity, integrate high performance capabilities and that allow a simple transition to next generation networks. This results in
deployment, maintenance and upgrades that are both economical and efficient, allowing operators to earn a high return on their investment.

Our technologies and products fall into three major categories:

•  wireless, a technology that enables end users, or subscribers, to send and receive voice and data while mobile and
using wireless devices;

•  wireline, a technology that satisfies customer demand for high-speed, cost effective data, voice and media
transport and carriage; and

•  switching, a diverse assembly of software and hardware based networking elements designed to replace central
office telephone switches.

Our products within each of these categories include multiple hardware and software subsystems that can be offered in various combinations to
suit individual subscriber needs. Our system technologies and products are based on widely adopted global communications standards and are
designed to allow service providers to quickly and cost-efficiently integrate our systems into their existing networks and deploy our systems in
new broadband, Internet Protocol (�IP�) and wireless network rollouts. Our system technologies are also designed to allow timely and cost
efficient transition to future next-generation network technologies, enabling our service provider customers to protect their initial infrastructure
investments.

Historically, substantially all of our sales have been to service providers in China. 92% of our sales for the three months ended March 31, 2004
were derived from China. However, we are currently expanding our sales efforts to include other communications markets such as in the Central
and Latin American region, the European, Middle Eastern and African region, North America and southeastern and northern Asia. We intend to
penetrate these markets through direct sales offices located in key market regions, by licensing our technology to local manufacturers where
import taxation is favorable, by developing local sales agency and distributor relationships within specific market regions, and by establishing
sales relationships with original equipment manufacturers. Our sales division began establishing regional offices and local direct sales
representative offices to provide support for our expanding global sales operations.

In a telecommunications industry that has experienced a period of contraction over the last few years, we have experienced significant growth in
revenue. For the three months ended March 31, 2004, we had $622.3 million of revenue, an 88% increase over the corresponding period in 2003.
This growth in revenue was driven by China�s growing telecommunications market. China, which we believe to be one of the fastest growing
telecommunications markets in the world, continued to experience increasing fixed-line and mobile telephone and Internet subscriber growth,
from 480.1 million subscribers in 2002 to 611.5 million subscribers in 2003, according to China�s Ministry of Information Industry. We believe
this subscriber growth led to increased demand for our PAS services and handsets during the first quarter of fiscal year 2004. We use subscriber
growth statistics to gauge future inventory purchasing requirements as well as to forecast our anticipated revenue growth. We expect this
subscriber growth trend to continue throughout 2004 as China�s teledensity rates remain low in comparison to that of developed countries.

The number of competitors for communications access and switching systems and handsets in China has grown in line with China�s growing
telecommunications market. This growth has led to competitive pricing pressure, causing our average selling prices to decrease during the three
months ended March 31, 2004 relative to those in the comparative period in 2003. This pricing pressure affected both our infrastructure and
handset product lines, contributing to decreased margins overall. We strive to develop
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products with more advanced features and to enhance the features of our existing products, which we believe will enable us to offer our
customers a more advanced product at a higher average selling price than otherwise would be possible when the products are ready for sale. In
addition, during the first quarter of 2004, we continued to strive to reduce the cost of manufacturing our products by streamlining our design
functions.

Historically and in the current period, slower business activity attributable to typical winter seasonality and the Chinese New Year affected our
operating results for the first quarter of the fiscal year. Cash used in operations was $27.3 million for the three months ended March 31, 2004.
This compares favorably to the $74.8 million of operating cash consumed in the first quarter of 2003, and we expect positive cash flows from
operations for the full fiscal year 2004. In an effort to penetrate new markets around the world, support our growing business and expand our
product offerings, we continued to invest resources in our selling, administrative and research and development groups. While these operating
costs have increased significantly in line with increasing sales, we have decreased operating costs as a percentage of revenues to 19% for the
three months ended March 31, 2004 from 20% for the three months ended March 31, 2003.

KEY TRANSACTIONS

Stockholders� Equity

On January 14, 2004, we sold 12.1 million shares of common stock at $39.25 per share in a privately negotiated transaction with an institution,
for net proceeds of approximately $474.6 million. The net proceeds are intended to fund strategic and general corporate activities, including, but
not limited to, acquisitions, investments or capital expenditures.

On March 12, 2004, we announced a stock repurchase program, authorizing the repurchase of up to 5,000,000 shares of our outstanding stock
over a period of 6 months. The Board approved an additional repurchase of 1,623,000 shares in a privately negotiated transaction with an
institution. We repurchased a total of approximately 2.6 million shares at an average price of $30.43 per share, for a total cash outflow of $78.2
million. The authorized repurchase period will expire in the third quarter of this fiscal year.

Transactions with Softbank and Affiliated Entities

Softbank

We recognized revenue of $11.6 million and $58.5 million for the three months ended March 31, 2004 and 2003, respectively, with respect to
sales of telecommunications equipment to Softbank BB Corporation (�SBBC�), an affiliate of SOFTBANK CORP. and SOFTBANK
America Inc., a significant stockholder of ours. SBBC offers asynchronous digital subscriber line (�ADSL�) coverage throughout Japan, which is
marketed under the name �YAHOO BB!�. The majority of the products we provide to SBBC is associated with ADSL technology. 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 March 31, 2004 and December 31, 2003 were $29.8 million and $43.9 million, respectively, related to this agreement. There were
no amounts included in deferred revenue in respect to this agreement at March 31, 2004 and December 31, 2003.

During 2000, we invested $10.0 million in Softbank China, an investment fund established by SOFTBANK CORP. focused on investments in
Internet companies in China. This investment permits us to participate in the anticipated growth of Internet-related businesses in China. Our
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 our 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
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the companies have under development are typically in the early stages and may never materialize. We account for this investment under the
cost method and recorded insignificant losses and losses of $0.1 million due to an other-than-temporary decline in the carrying value of this
investment for both the three months ended March 31, 2004 and 2003. The balance in this investment was $5.3 million at March 31, 2004.

During the first quarter of fiscal 2002, we 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. The fund focuses on leveraged buyout investments in
companies in Asia undergoing restructuring or bankruptcy proceedings. 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 our employees are employed by the fund. We account for this investment under the equity method of accounting. During the three
months ended March 31, 2004, we recorded insignificant equity losses and recorded no losses for the corresponding period in 2003. The balance
in this investment was $1.8 million at March 31, 2004.

On April 5, 2003, we repurchased 8.0 million shares of our 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 America Inc. entered into an agreement with us not to offer, sell or otherwise dispose of our common stock for a
period of one year, subject to a number of exceptions. As of March 31, 2004, SOFTBANK America Inc. beneficially owned approximately 12.8
% of our outstanding stock.

Starcom Products, Inc.

We obtain engineering consulting and employee placement services from Starcom Products, Inc. (�Starcom�), which is 31% owned by an
individual related to a member of our Board of Directors. We paid $0.2 million and $0.2 million for the three months ended March 31, 2004 and
2003, respectively, for engineering consulting and employee placement services from Starcom.

Subsequent Events

On April 21, 2004, we entered into an agreement to purchase substantially all of the assets and assume certain liabilities of TELOS
Technology, Inc. (�TELOS�) and its subsidiaries. The transaction includes an initial cash consideration of $29.0 million, with an additional
payment of up to $19.0 million based upon recognized revenue from the sale of TELOS products. TELOS is a provider of mobile switching
products and services for voice and data communication networks. Closing of the transaction is subject to satisfaction or waiver of certain
conditions outlined in the purchase agreement. The transaction has been approved by the boards of directors of both companies and by the
stockholders of TELOS. Approval of our stockholders is not required.

On April 27, 2004, we completed the purchase of the assets, certain employees and certain contracts related to Hyundai Syscomm Inc.�s (�HSI�)
CDMA infrastructure business for markets outside of Korea. In addition, we bought substantially all of HSI�s registered intellectual property,
which has been licensed back to HSI for its business in Korea. Subject to the attainment of certain milestones and the transfer of certain
know-how, the total consideration for this transaction is approximately $14.3 million. There was $7.3 million in cash payable at the closing date
and an additional $3.0 million in cash payable one year from the closing date. In conjunction with this transaction, we loaned HSI $3.2 million at
an effective interest rate of 12% per annum, which was used by HSI to satisfy outstanding debt obligations. The principal amount of the loan is
due in April 2005. We may set-off HSI�s payment obligations against the outstanding $3.0 million of the purchase price. The remaining $4.0
million of the purchase price is
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comprised of $2.0 million payable upon the transfer of manufacturing know-how from HSI to our subsidiaries in China and $2.0 million payable
upon the completion of certain revenue milestones.

RESULTS OF OPERATIONS

Approximately 92% and 81% of our net sales for the three months ended March 31, 2004 and 2003, respectively, were in China. Accordingly,
our 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 for the foreseeable future. Our 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 the telecommunications industry and regulatory rules and policies, anti-inflationary measures, currency conversion and
remittance abroad, and rates and methods of taxation. We extend credit to our customers in China without requiring collateral. We monitor our
exposure for credit losses and maintain allowances for doubtful accounts. Business activity in China and many other countries in Asia declines
considerably during the first quarter of each year in observance of the Lunar New Year. As a result, we have lower sales activity during the first
quarter of our fiscal year relative to historical and expected year-long trends, and we expect this trend to continue.

Cost of sales consists primarily of material costs, payments to agents, costs associated with manufacturing, assembly and testing of products,
costs associated with installation and customer training and overhead and warranty costs. Cost of sales also includes import taxes and tariffs on
components and assemblies. Some components and materials used in our products are purchased from a single supplier or a limited group of
suppliers and, in some cases, are subject to our obtaining Chinese import permits and approvals. We also rely on third party manufacturers in
China to manufacture and assemble most of our handsets. Our cost of sales was also impacted by the fact that a significant portion of our
inventory component purchases was denominated in Japanese Yen. Although the dollar strengthened against the Yen in the current period, the
cost of inventory included in our cost of sales is based on exchange rates from approximately four to six months ago due to our using the
exchange rates on the date the inventory was received to calculate inventory cost.

Our gross profit has been affected by product mix, average selling prices and material costs. Our gross profit, as a percentage of net sales, varies
among our product families. We expect that our overall gross profit, as a percentage of net sales, will fluctuate from period to period as a result
of shifts in product mix, anticipated decreases in average selling prices and our ability to reduce cost of sales.

Selling, general and administrative expenses include compensation and benefits, professional fees, sales commissions, provision for doubtful
accounts receivable and travel and entertainment costs. A large percentage of our costs are fixed and are difficult to quickly reduce in periods of
reduced sales. We intend to pursue aggressive selling and marketing campaigns and to expand our direct sales organization, and, as a result, our
sales and marketing expenses will increase in absolute dollars in future periods. We also expect that in support of our continued growth, general
and administrative expenses will continue to increase in absolute dollars for the foreseeable future.

Research and development expenses consist primarily of salaries and related costs of employees engaged in research, design and development
activities, the cost of parts for prototypes, equipment depreciation and third party development expenses. A large percentage of our costs is fixed
and difficult to quickly reduce in periods of reduced sales. Our research and development efforts are focused on developing both future,
next-generation products as well as working to upgrade our existing systems and products. We believe that continued investment in research and
development is critical to our long-term success. Accordingly, we expect that our research and development expenses will increase in absolute
dollars in future periods.

29

Edgar Filing: UTSTARCOM INC - Form 10-Q/A

34



THREE MONTHS ENDED MARCH 31, 2004 AND MARCH 31, 2003

NET SALES

Three months ended March 31,
2004 2003
(in thousands)

Sales by region
China $ 570,566 92 % $ 268,929 81 %
Japan 19,427 3 % 59,821 18 %
Other 32,299 5 % 1,770 1 %
TOTAL NET SALES $ 622,292 100 % $ 330,520 100 %
Sales by product line
Wireless infrastructure $ 336,517 54 % $ 124,360 38 %
Subscriber handsets 236,420 38 % 139,959 42 %
Wireline products 49,355 8 % 66,201 20 %
TOTAL NET SALES $ 622,292 100 % $ 330,520 100 %

This increase in sales was primarily attributable to increased demand for our products and services and the continued strength of our sales in
China and globally. Net sales growth was primarily due to an increase in subscribers, requiring telecommunication providers to expand their
telecommunication infrastructures. This changed our sales mix, and a greater percentage of wireless infrastructure products were sold during the
three months ended March 31, 2004 than in the comparative period in 2003.

The decrease in wireline sales is attributable to several factors. Primarily, this decrease is due to China�s evolution from wireline to wireless
technology. As China evolves into using wireless technology for its telecommunications needs, our sales of wireline products have decreased.
Additionally, sales of wireline products were atypically high for the three months ended March 31, 2003 due to Japan�s expansion of its wireline
infrastructure base in that period. 100% of sales to Japan were wireline product sales for the three months ended March 31, 2003 as compared to
approximately 60% for the three months ended March 31, 2004.

In addition to increasing the amount of infrastructure sales, this increase in subscribers also led to an increase in customer demand for handsets
in the first quarter 2004 as compared to the first quarter 2003, contributing to the increase in absolute dollars of handset sales.

We group all of our China customers together by province and treat each province as one customer since that is the level at which purchasing
decisions are made. At March 31, 2004 and 2003, we had 31 such customers. The Guangdong province accounted for 24% of our net sales for
the three months ended March 31, 2004. The Hei Long Jiang province accounted for 14% of our net sales for the three months ended March 31,
2003. We expect our sales to grow at a moderate rate through 2004, with our global sales growing at a higher rate than our China sales. Our
handset sales increased as a result of increased total PAS subscribers, from approximately 17.1 million subscribers at March 31, 2003 to
approximately 46.9 million subscribers at March 31, 2004, and we expect this growth rate to continue throughout the remainder of 2004.

We expect that 2004 net sales will be comprised of approximately 45% to 55% wireless infrastructure sales, approximately 35% to 45%
subscriber handset sales and approximately 10% to 20% wireline products.
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GROSS PROFIT

Three months ended
March 31,
2004 2003
(in thousands)

Gross profit $ 176,034 $ 112,685
Gross profit percentage 28 % 34 %

Our gross profit varies across our different product lines and is affected by product mix, average selling prices and the cost of materials. The
decrease in gross profit as a percent of net sales for the three months ended March 31, 2004 from the corresponding period in 2003 was in part
attributable to decreased sales of our higher margin wireline products. Our gross profit also decreased during the three months ended March 31,
2004 due to higher cost of sales from inventory component purchases denominated in Japanese Yen as a result of the appreciation of the Yen
versus the dollar during the months in which this inventory was received. Finally, the decline in gross profit resulted from increased competitive
market pricing pressures on our products, a result of continued pricing pressures throughout the telecommunications market in the first quarter of
2004.

We believe that our overall gross profit as a percentage of net sales will continue to fluctuate from period to period as a result of shifts in product
mix, anticipated decreases in average selling prices and our ability to reduce cost of sales. We expect that there will be continued competitive
market pricing pressures on our products in line with current trends in the industry. We expect that fluctuations in the value of Japanese Yen will
continue to affect our cost of goods sold and our gross profit.

OPERATING EXPENSES

The following table summarizes our operating expenses:

Three months ended March 31,
% of net % of net

2004 sales 2003 sales
(in thousands)

Selling, general and administrative (�SG&A�) expenses $ 66,943 11 % $ 37,583 11 %
Reasearch and development (�R&D�) 45,658 7 % 26,812 8 %
In-process research and development (�IPR&D�) � 0 % 1,320 0 %
Amortization of intangible assets 2,973 1 % 695 1 %
TOTAL OPERATING EXPENSES $ 115,574 19 % $ 66,410 20 %

Selling, general and administrative

The increase in absolute dollars in selling, general and administrative expenses is due to the hiring of additional personnel to support our
increased business activities both in China and globally. Selling, general and administrative headcount increased to 2,679 employees at
March 31, 2004 as compared to 1,810 employees at March 31, 2003, causing the increase in absolute dollars. The new personnel will help
support our expanding global business outside of China.
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Research and development

The increase in absolute dollars of research and development expenses was primarily due to hiring additional technical personnel to support our
increased business levels. Research and development headcount increased to 2,342 employees at March 31, 2004 as compared to 1,440
employees at March 31, 2003. The decrease of research and development expenses as a percentage of net sales was due to increased economies
of scale associated with increased business levels. The majority of the new personnel being hired in China, where labor costs are less expensive
than in the United States, also contributed to the decrease in research and development expenses as a percentage of net sales.

In-process research and development costs

There was no charge to IPR&D for the three months ended March 31, 2004. The $1.3 million charge for the three months ended March 31, 2003
arose from our acquisition of Shanghai Yi Yun and was based on an independent valuation.

Amortization of intangible assets

The increase in the amortization of intangible assets for the three months ended March 31, 2004 is due to an additional $44.9 million of
intangibles recorded upon our acquisition of CommWorks in May 2003. The estimated useful lives of these purchased intangibles are from one
to ten years. Estimated amortization expense for the next five years, beginning with the year ended December 31, 2005 is $7.7 million, $5.9
million, $5.6 million, $4.0 million and $2.8 million.

OTHER INCOME (EXPENSES)

Interest income

Interest income was $1.4 million and $0.9 million for the three months ended March 31, 2004 and 2003, respectively. The increase in interest
income was due to higher average cash balances for the three months ended March 31, 2004 as compared to the corresponding period in 2003.

Interest expense

Interest expense was $1.1 million and $0.6 million for the three months ended March 31, 2004 and 2003, respectively. The increase in interest
expense was primarily due to interest expense and amortization of debt issuance costs relating to $402.5 million of convertible subordinated
notes that we issued in March 2003.

Other income (expense), net

Net other income was $8.8 million and $4.2 million for the three months ended March 31, 2004 and 2003, respectively. Net other income for the
three months ended March 31, 2004 was primarily due to our receiving a $7.8 million financial subsidy from the local Chinese government. This
subsidy is to encourage our investment in local research and development and manufacturing activities. We also recorded a Japanese
consumption tax refund of $1.4 million, offset by a $0.4 million foreign exchange loss. Net other income for the three months ended March 31,
2003 was primarily due to a reinvestment incentive payment received in China of $3.9 million.

Equity in net loss of affiliated companies

Equity in net loss of affiliated companies was $1.0 million for both of the three months ended March 31, 2004 and 2003, respectively and
primarily resulted from losses incurred at our joint venture with Matsushita Communication Industrial Co., Ltd., and Matsushita Electric
Industrial Co., Ltd.
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Income tax expense

Income tax expense for the three months ended March 31, 2003 was previously reported as $12.4 million and has been restated to $8.6 million, a
decrease of $3.8 million. The decrease in tax expense is due to the correction of the 2003 effective tax rate from 25% to 17%. See Note 24 to the
consolidated financial statements.

Income tax expense was $13.7 million and $8.6 million for the three months ended March 31, 2004 and 2003, respectively. The primary reason
for the increase in income tax expense was that our income before taxes increased 38% for the three months ended March 31, 2004 from the
corresponding period in 2003. Consistent with the increase in income tax expense, the overall effective tax rate increased to 20% for 2004 as
compared with 17% in 2003. This increase resulted from a greater proportion of income being derived in countries with higher tax rates.

LIQUIDITY AND CAPITAL RESOURCES

Operating Activities

2004

Net cash used in operating activities for the three months ended March 31, 2004 was $27.3 million. Operating cash was affected by changes in
accounts receivable, inventory and customer advances offset by changes in deferred costs and accounts payable. The lower level of business
activity resulting from typical winter seasonality and from the Chinese New Year impacted our operating cash for the first quarter of 2004,
consistent with comparative periods in prior years. The $69.9 million increase in accounts receivable was, in part, attributable to lower cash
collections due to the Chinese New Year and the resulting decreased activity level. Inventory increased by $70.5 million, also decreasing our
operating cash. As we expect sales to increase in subsequent quarters, we built our inventory supply in this period to meet the anticipated
demand in future periods. The $156.4 million decrease in customer advances also decreased operating cash for the period. Customer advances,
which represent cash deposits we have received from our customers for orders that have not yet received final acceptance, decreased due to an
increased amount of customer acceptances. Offsetting the activity that decreased operating cash for the period were changes in deferred costs
and accounts payable. Deferred costs, or inventory at customer sites awaiting final acceptance, decreased by $132.7 million. The decrease in
deferred costs was also a result of increased revenues and a greater number of customer acceptances, corresponding to the decrease in customer
advances. Accounts payable increased by $36.8 million, due to increased inventory purchasing.

2003

Net cash used in operations for the three months ended March 31, 2003 of $74.8 million was primarily due to an increase in inventory, deferred
costs, accounts receivable and other current and non-current assets of $131.1 million, $241.2 million, $41.4 million and $52.1 million,
respectively. This was partially offset by net income of $41.2 million, adjusted for non-cash charges including depreciation and amortization
expense of $7.9 million and allowance for doubtful accounts of $8.2 million, as well as growth in accounts payable of $219.9 million, other
accrued liabilities of $12.2 million, customer advances of $87.2 million, deferred revenue of $5.7 million and income taxes payable of $2.1
million.

Investing Activities

2004

Net cash used in investing activities for the three months ended March 31, 2004 of $28.0 million was primarily due to purchases of property,
plant and equipment to support our expansion. $12.4 million of the total $27.7 million in property, plant and equipment purchases were
construction costs incurred on our
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Hangzhou manufacturing facility. Additional investing activities include an additional $1.0 million investment in Fiberxon, offset by net
proceeds from the sale of short-term investments of $0.9 million.

2003

Net cash provided by investing activities for the three months ended March 31, 2003 of $53.6 million was primarily due to net sales of
short-term investments of $75.6 million offset by purchases of property, plant and equipment of $15.2 million.

Financing Activities

2004

Net cash provided by financing activities was $405.6 million for the three months ended March 31, 2004. This was primarily due to proceeds
raised from our selling 12.1 million shares of common stock at $39.25 per share to Banc of America Securities, LLC, for net proceeds of
approximately $474.6 million. In addition to the sale of stock, we received $9.2 million for the issuance of common stock through stock option
exercises. Offsetting cash provided by operating activities, we used a portion of the capital raised to repurchase a total of 2.6 million shares of
our common stock at an average price of $30.43 per share for a total cost of $78.2 million, including transaction fees.

2003

Net cash provided by financing activities for the three months ended March 31, 2003 of $351.7 million was primarily due to the offering of
convertible subordinated notes of $391.4 million and proceeds from the exercise of stock options of $4.0 million, offset by purchases of call
options for $43.8 million.

Liquidity

Our working capital was $1.3 billion and $961.7 million at March 31, 2004 and 2003, respectively. This increase in working capital is due to
increased cash on hand, to $728.7 million in cash and cash equivalents and $41.3 of short-term investments at March 31, 2004, from $562.1
million of cash and cash equivalents and $42.0 million of short-term investments at March 31, 2003. Our working capital also increased due to
larger accounts receivable, notes receivable and prepaids, lower accounts payable and deferred revenue which were partially offset by increased
customer advances. Cash on hand increased due to $474.6 million of net proceeds received from our equity offering in January 2004. This cash
positions us to take advantage of strategic investment opportunities.

Our China sales are generally denominated in local currency. Due to the limitations on converting Renminbi, we are limited in our ability to
engage in foreign currency hedging activities in China. Sales outside China are generally denominated in US dollars. We cannot guarantee that
fluctuations in foreign currency exchange rates in the future will not have a material adverse effect on revenues from international sales and,
correspondingly, on our business, financial condition and results of operations. We have contracts negotiated in Japanese Yen and we maintain a
bank account in Japanese Yen for purchasing portions of our inventories and supplies. The balance of this Japanese Yen account at March 31,
2004 was approximately $43.1 million. Beginning in the first quarter of 2004, we hedge certain Japanese Yen-denominated balance sheet
exposures against future movements in foreign currency exchange rates by using foreign currency forward contracts. Gains and losses on these
fair value hedges are intended to offset gains and losses from the revaluation of our Japanese Yen-denominated recognized liabilities. In
accordance with Statement of Financial Accounting Standards No. 133 (�SFAS 133�), �Accounting for Derivative Instruments and Hedging
Activities,� we recognize derivative instruments and hedging activities as either assets or liabilities on the balance sheet and measure them at fair
value. The net result of gains and losses on contracts and revaluation included in interest and other income (expense) was
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insignificant for the three months ended March 31, 2004. Our foreign currency forward contracts generally mature within three months. We do
not intend to utilize derivative financial instruments for trading purposes. There were no foreign currency forward contracts held at March 31,
2004.

We believe that our existing cash and cash equivalents, short-term investments and cash from operations will be sufficient to finance our
operations through at least the next 12 months. As of March 31, 2004, we had cash, restricted cash and short-term investments, of $800.9 million
and lines of credit totaling $390.5 million available for future borrowings. $336.2 million of these expire in 2004 and $54.3 million of these
facilities expire between 2005 and 2010. However, in the event that our current cash balances, future cash flows from operations and current
lines of credit are not sufficient to meet our obligations or strategic needs or in the event that market conditions are favorable, we would consider
raising additional funds in the capital or equity markets. If additional financing is needed, there can be no assurance that such financing will be
available to us on commercially reasonable terms, or at all.

Income taxes

Our subsidiaries and joint ventures located in China enjoy tax benefits which are generally available to foreign investment enterprises, including
full exemption from national enterprise income tax for two years starting from the first profit making year and/or a 50% reduction in national
income tax rate for the following three years. In addition, local enterprise income tax is often waived or reduced during this tax holiday/incentive
period. Under current regulations in China, foreign investment enterprises that have been accredited as technologically advanced enterprises are
entitled to additional tax incentives. These tax incentives vary in different locales and could include preferential national enterprise income tax
treatment at 50% of the usual rates for different periods of time. The tax holidays discussed above are applicable to UTStarcom (Chongqing)
Co., Ltd. (�CUTS�), UTStarcom Telecom Co., Ltd. (�HUTS�), Hangzhou UTStarcom Telecom Co., Ltd. (�HSTC�) and UTStarcom China Co., Ltd.
(�UTSC�), our active subsidiaries in China, as those entities qualify as accredited technologically advanced enterprises. Specifically, HUTS
currently enjoys a 15% tax rate that will continue indefinitely provided they remain as a technologically advanced enterprise and the
Government does not change the tax laws. UTSC currently enjoys a 10% holiday tax rate that expires on December 31, 2005. HSTC and CUTS
are currently exempt from income tax until December 31, 2004, at which point they will be subject to a 7.5% tax rate, which will expire on
December 31, 2007.

We are working to implement a research and development cost sharing arrangement among our key worldwide entities. The purpose of cost
sharing is to enable its participants to jointly develop and own intangibles. Under research and development cost sharing, the total research and
development expense is paid by cost-sharing participants in proportion to each participant�s future sales. The benefit is that there is greater
certainty with respect to transfer pricing and defined ownership of IP. Cost sharing in China is a new concept and we are working closely with
the China Tax and Regulatory Authorities to gain approval for cost sharing.
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Contractual obligations and other commercial commitments

Our obligations under contractual obligations and commercial commitments are as follows:

March 31, 2004
Payments Due by Period

Less than More
Total 1 year 1-3 years 3-5 years than 5 years
(As Restated)(1) (As Restated)(1)
(in thousands)

Contractual Obligations
Notes Payable
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