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PART I

ITEM 1.  BUSINESS

OVERVIEW

Telular Corporation (Telular or the Company) designs, develops, manufactures and markets products based on its
proprietary interface technologies. These products provide the capability to connect standard telecommunications
equipment, including standard telephones, fax machines, data modems and alarm panels with wireless communication
networks in the cellular and PCS frequency bands (collectively cellular). We refer to this concept as Fixed Cellular.
Telular has roots stretching back to 1986 when it acquired the intellectual property rights for its cellular interface concept
and methodology. These patents cover not only circuitry, but also the core concept and principles underlying the use of an
intelligent interface device in conjunction with cellular-type transceivers and systems. In the ensuing years, Telular has
not only added to its patent portfolio, but has done so while establishing a worldwide customer base in over 130 countries.
In nearly every part of the world that has a cellular network, Telular products can be found delivering solutions from basic
voice needs to sophisticated applications.

In developing and developed countries where wireline services are deficient or even non-existent, our products provide
basic telephone service and, in some cases, enhanced service over existing cellular networks and new networks being
constructed to expand telephone service in those countries.

Wireless network operators and their distribution partners increasingly share our vision that cellular systems in both
developed and developing countries have matured in coverage and quality for use as basic telephone service networks.

Key trends and enablers fueling the worldwide adoption of Fixed Cellular programs include the following:

• Decreasing airtime rates, terminal equipment costs and the cost of building cellular networks;

• Rapid deployment of next generation digital networks that provide greater voice capacity and higher data speeds;

• Acceptance by consumers of cellular service as reliable, cost effective telecommunications service;

• Multiple local or regional cellular operators in a region vying for the same number of subscriber usage minutes
per month;

• The need for backup service and disaster recovery for monitoring of material property and lifeline services; and

• Growing recognition of an expanded value chain for the delivery of applications using the cellular networks.

Addressing the needs of basic voice, fax, data and security, Telular’s business segments through fiscal year 2005 have
been divided across two primary product lines: PHONECELL, a line of Fixed Cellular Terminals (FCT’s) and Fixed
Cellular Phones (FCP’s) and TELGUARD, a line of FCT’s and services for the Wireless Security market.

COMPANY STRATEGY

Beginning in fiscal year 2006 (October 1, 2005 to September 30, 2006), the Company is operating under a new strategy
announced in August 2005. Under the new strategy, the Company will focus its resources and investments on two distinct
segments: PHONECELL Fixed Cellular Phones (FCP) and Fixed Cellular Terminals (FCT). The FCP segment consists of
the high-volume low cost fixed cellular phones and the FCT segment consists of the feature-rich high end fixed cellular
terminals, including the TELGUARD family of products.

The FCP market is prevalent in countries outside of North America with low fixed line penetration. Cellular carriers
offering services in this market are price driven as they target residential and small business markets where equipment
subsidies are often used to reach the requisite end user price points. This market is experiencing very high growth with
unprecedented volumes.
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The FCT market is mostly in North America and consists of a number of vertical applications ranging from wireless
residential and commercial alarm systems addressed by TELGUARD to machine-to-machine and portable dial tone
applications addressed by PHONECELL FCT’s. Comparatively lower volumes and higher margins are typical in this
market segment.

Each business segment plans to streamline its product line and distribution methods to maximize efficiency. We will
continue to pursue the FCP market through direct sales and localized distribution support to a tightly focused set of
wireless network operators with high volume potential. The FCT market will be addressed through indirect channels
consisting of distributors, representatives and agents with a strong direct sales and customer support teams.

To achieve the high volume needs of the FCP market, Telular has entered into an agreement  with an electronics
manufacturer in China. This will allow the company to be a lower cost producer of FCP’s. In support of the new strategy
the Company also announced organizational changes so that its sales, marketing, development and support resources will
focus more independently on the two segments.  As a result of the change in strategy, the Company will report business
segment results by market (i.e. FCP and FCT) rather than by brand (i.e., PHONECELL and TELGUARD) for the fiscal
year 2006.

For financial information relating to Telular’s segments (presented on the basis of how the business was managed in
FY2005 and prior), see “Note 9.  Segment Reporting” to the consolidated financial statements of Telular set forth in Item
8 of this Form 10-K.  For financial information about geographic areas, see “Note 10. Major Customers” and “Note 11.
Export Sales” to the consolidated financial statements of Telular set forth in Item 8 of this Form 10-K.

TARGET MARKETS AND PRODUCT APPLICATIONS

Telular’s international revenues are derived primarily from the sale of FCP’s. Domestic revenues are driven by the sale of
FCT’s.

The following are descriptions of some applications of our products.

• Wireless Basic Telephone Service
• Wireless Security Products
• Machine-to-Machine
• Least Cost Routing (LCR)
• Cellular Public Phones
• Portable Cellular Access
• Disaster Recovery and Emergency Back-up Services

Wireless Basic Telephone Service
Wireless basic telephone service, also referred to as Wireless Local Loop or WLL, provides primary telephone service
where wireline systems are unavailable, unreliable or just not economical. WLL is typically deployed in rural areas of
developed nations and in developing nations where there is inadequate wireline infrastructure. PHONECELL FCP’s
provide the vital “last mile” solution in both urban and rural areas. WLL strategies enable rapid deployment into the
existing cellular telecommunications systems and provides the most cost-effective means of primary telephone service.

Wireless Security Products
Most security systems rely on wireline phone service for their primary mode of communication. Unfortunately, wireline
service has vulnerabilities that create a need for a reliable and cost-effective communications path. Wireline phone service
can be rendered inoperative for many reasons, including weather, accidents and intentionally cut lines. TELGUARD
FCT’s provide for a security system that automatically switches to the cellular network in the event of a telephone failure,
enabling alarms to be transmitted. The combination of declining cellular airtime rates, network migration to digital
technology and increasingly ubiquitous cellular coverage has afforded new growth opportunities for security firms and
wireless operators by employing cellular as the primary alarm communications path.
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Machine-to-Machine
There are a great deal of industries that rely on the continued monitoring of flow rates, pressure readings and in the
railway services the monitoring of switches that govern the flow and direction of traffic over their railways. Our FCT’s
provide connectivity to these devices in areas where wireline services are not available or a desired choice.

Least Cost Routing
Least Cost Routing is a growth market for us as more countries are allowing the ability to take advantage of favorable
tariff rates. Driving the bottom line through cost-cutting measures is a crucial part of managing any business. Increased
business telecommunications needs and the cost of providing essential services to workers are incentives for installing
PHONECELL FCT’s with PBX and Voice over Internet Protocol (VoIP) systems to provide lower cost
telecommunications services. Corporate and enterprise customers are able to effectively manage call flow to and from
wireless subscribers using the most economical means available.

Cellular Public Phones
Public Calling Offices are businesses dedicated to providing communications services where people cannot afford a
phone, but can afford to make a call. Working behind the scenes, our PHONECELL FCT makes the connection to the
outside world. In these businesses the proprietor charges customers for making calls. One of the key drivers behind
providing communications in public areas is the expense and oftentimes delays in providing wired phone service.
Although the public payphone business has declined domestically, internationally the public payphone business is
growing. PHONECELL FCT’s are sold to payphone suppliers who embed the FCT in housings for use in the familiar
public phone booth and for temporary deployment at public events such as the Olympic Games.

Portable Cellular Access
Portable cellular access is different from the personal communications use we typically associate with the cellular
industry. Markets that use Telular for portable dial tone and data for mobile settings such as emergency vehicles, delivery
trucks, marine vessels, recreational vehicles, trains and radio/television broadcast trucks. While these niches are diverse in
the services they deliver, the common thread is the PHONECELL FCT providing vital voice, fax and data
communications capability anywhere there is cellular coverage. Unlike typical mobile phones, PHONECELL FCT’s are
sometimes outfitted with optional higher gain antennas to improve signal strength, enabling standard telephone, fax and
computer equipment to be used while on the go.

Disaster Recovery and Emergency Back-Up Services
Recent world events have highlighted the need for rapidly deployed reliable communications. In the event of a natural or
man-made disaster, where primary communications networks are knocked out, emergency response teams set up localized
wireless networks and use PHONECELL and/or TELGUARD FCT’s to quickly restore vital communications to affected
areas. Our products are installed in hospitals, schools, financial institutions, airports, emergency response centers, public
service centers and utility companies.

TECHNOLOGY

Core Technology

Integral to our ability to deliver product innovations is technology defining an intelligent interface enabling ordinary
telecommunications equipment to operate on standard cellular networks. Bridging the gap between wireline customer
premises equipment and cellular networks, the intelligent interface provides Telular’s products with the “look and feel” of
the wireline network, providing critical communications and security needs in a variety of environments. The lack of dial
tone on the cellular network is a key difference from the wireline network. Generation of standard dial tone, along with
off-hook signal detection and other common wireline signals, are key benefits provided by our products. Additionally, the
intelligent interface avoids the need for a “send” key by automatically generating a “send” signal to the cellular
transceiver when all digits have been dialed. Again, the goal is to provide, with cellular service, the familiar “look and
feel” to the user of wireline service. As wireless network protocols continue to evolve, Telular is poised to incorporate this
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core technology into a variety of innovative solutions to meet the challenge of the expanding base of market driven
applications.

RESEARCH AND DEVELOPMENT AND PRODUCT LINES

Fundamental to our continued success is a strategy encompassing strong investment in technology, product design, and
applications development. Our underlying value proposition is in the intelligent interface that brings the “look and feel” of
wireline to the cellular realm. Surrounding that essential premise is the obligation to innovate and integrate basic
necessities such as voice, fax, data and security into our products. Currently, the only company in the Fixed Cellular
industry that supports TDMA, CDMA, and GSM technologies, Telular has built core competency in designing and
building radios, gaining considerable flexibility in controlling design, designing for cost reduction, and delivering superior
performance. We have the ability to utilize in-house radio design or third-party radio modules to fit our needs.

An important trend captivating the cellular industry is the view that networks are transport mechanisms for novel
applications and solutions. Because our FCT products operate on a coordinated basis with wireless networks, Telular
plays a role in responding to the customized needs of our carrier customers. Accordingly, an increasing effort on the part
of our research and development staff is spent designing, building and testing applications that are specific to key
customers or targeted toward vertical markets.

At the same time, our experience with various technology platforms has allowed us to significantly cost reduce our
products to meet high-volume customer demands in increasingly competitive markets. For example, our PHONECELL
SX6P deskphone models were built on the SX5 platform, allowing us to realize a reduction in material costs while also
providing important value-added features to satisfy the final consumers of our products.

As a company, we are committed to delivering solutions for today’s networks, while investing in technology
advancements for the constantly evolving wireless arena. With GPRS (General Packet Radio Service) and CDMA2000®

1x solutions firmly in place, we expect to build on our product portfolio in fiscal year 2006 with new applications that
take advantage of network evolution incorporating high-speed data technologies.

Research and development activities sponsored by the Company for the years ended September 30, 2005, 2004 and 2003,
were $5,179,000, $7,042,000 and $6,839,000, respectively, and are included in engineering and development expense.
There are no customer sponsored research and development activities included in any of those years.

The following details areas of product delivery and research during fiscal year 2005 and anticipated in fiscal year 2006.

GSM (Global System for Mobile Communications) – Development focus for GSM during for fiscal year 2005 was on
the design and launch of the PHONECELL SX6P GSM product line, consisting of a four new phone models at significant
cost reduction to predecessor models in the Company’s SX5 product line. The Company also began the core chip
development for a new line of GSM terminals.

The expectation for fiscal year 2006 is the development and launch of the PHONECELL SX7P GSM product line,
consisting of phone models that will target the most cost sensitive and high volume FCP markets. The Company also
expects to complete the development of the PHONECELL SX6T product line, consisting of a number of terminal
products for the Machine-to-Machine and other markets.

CDMA (Code Division Multiple Access) – The CDMA investment strategy during fiscal year 2005 was similar to GSM
with the introduction of a low cost PHONECELL SX6P CDMA line, consisting of a four new phone models at significant
cost reduction to predecessor models, and a new model for the emerging 450 MHz CDMA markets. During fiscal year
2005, the Company also completed and launched the PHONECELL SX5T CDMA product line, consisting of six new
terminal products for international and domestic markets.

The expectation for fiscal year 2006 is the development and launch of the PHONECELL SX7P CDMA product line,
consisting of phone models that will target the most cost sensitive and high volume FCP markets.



6

TELGUARD - Telular’s engineering team continues to expand Telguard’s new digital product portfolio by addressing
the growing demand and technology changes in the electronics security market.  Because network operators are not
required to support the analog (AMPS) network beyond early 2008, we have continued our investment in the design and
development of GSM-based TELGUARD Digital products. In fiscal year 2005 we successfully introduced the UL Listed
TELGUARD TG-7 and TG-8 models for commercial, financial, retail and government markets. By using these products
as a technology platform, we have designed and developed the TELGUARD TG-4 and TG-1 models for small business,
home office and residential markets.

The TELGUARD TG-4 has a built-in telephone line monitor and is designed to be either the primary or back-up alarm
communicator with UL Commercial Supplemental Listing.  With today’s changing technology at home, including Voice
over Internet Protocol (VoIP) or cellular-only households, TELGUARD TG-1 is UL Residential Primary Listed ensuring
alarm information reaches the central station when no home telephone service is available. TELGUARD Digital models
TG-4 and TG-1 are scheduled for launch in early fiscal year 2006.

SALES, MARKETING SERVICE AND SUPPORT

International Sales

Cellular systems are increasingly connecting more people throughout the world. Fixed Cellular has contributed to this
success by bringing dial tone and other wireline functionality to places where basic voice calls were not possible. Telular
believes that international coverage coupled with “feet-on-the-street” is crucial to generate new sales. Our global sales and
marketing teams comprise industry professionals with many years experience in the wireless industry. To cover key
markets such as Africa, Asia, Europe, Latin America, the Middle East, and the United States, we have established regional
sales offices in Atlanta, Georgia; Delhi, India; Johannesburg, South Africa; London, United Kingdom; Mexico City,
Mexico; Miami, Florida; Singapore and Vernon Hills, Illinois. These markets include significant cellular carrier customers
in countries such as El Salvador, Guatemala, India, Indonesia, Mexico and Venezuela. In addition, Telular has built strong
relationships with distributors and value-added resellers in a number of markets. We believe that our ability to provide on-
site customer technical assistance and support is a key competitive advantage for us, and each of our regional offices is
staffed to provide this important service.

Domestic Sales in the United States

The domestic market has traditionally been characterized by vertical market sales using our PHONECELL and
TELGUARD products for specific niche applications. In the United States, Telular markets PHONECELL and
TELGUARD products through its sales groups in Vernon Hills, Illinois and Atlanta, Georgia, respectively. In the United
States, Telular is focusing on developing M2M and other vertical markets and appropriate distribution channels. Telular’s
TELGUARD line is marketed almost exclusively in the United States. Primary customers are security system installation
companies and security system distributors.

Service and Support

Telular believes that providing customers with comprehensive product service and support is critical to maintaining a
competitive position in the cellular telecommunications equipment industry. Telular offers warranty and repair service for
its products through three primary methods: (1) advance replacement kits shipped with orders, (2) in-house service and
technical support technicians and engineers at its Vernon Hills, Illinois and Hauppauge, New York facilities, as well as at
regional sales offices, and (3) authorized third-party service centers in various regions of the world.

QUALCOMM RELATIONSHIP

In April 2003, Telular entered into a CDMA Subscriber Unit License Agreement with QUALCOMM Incorporated
(QUALCOMM). Under the terms of the license, Telular has been granted a worldwide and nonexclusive license to make
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(and have made), import and use subscriber units for Fixed Cellular using QUALCOMM’s Intellectual Property. Telular
has also entered into a Software Agreement, which gives us access to QUALCOMM’s proprietary software; and a
Manufacturing and Supply Agreement, which allows Telular to purchase integrated circuits manufactured by
QUALCOMM. Under the terms of the license, Telular has granted QUALCOMM a worldwide and nonexclusive limited
license to Telular’s Intellectual Property for specific products.

QUALCOMM is a leader in developing and delivering innovative digital wireless communications products and services
based on CDMA 2000 1x digital technology. Telular’s relationship with QUALCOMM also gives us access to
QUALCOMM’s technical and marketing resources.

MANUFACTURING

Fabrication of Telular’s products is accomplished through a combination of in-house assembly and contract
manufacturing. Contract manufacturers make and test printed circuit boards for Telular. The final assembly of
PHONECELL and TELGUARD products is performed at our facility in Vernon Hills, Illinois, and by contract
manufacturers in China and Mexico.

Telular has developed proprietary testing equipment and procedures to conduct comprehensive quality control and quality
assurance throughout the manufacturing and assembly process. Quality programs are a high priority at Telular and our
Vernon Hills facility is ISO 9001:2000 certified. Telular’s quality assurance department works closely with contract
manufacturers, which also are ISO certified, to ensure compliance to the strict quality standards we enforce.

Telular contracts with a variety of suppliers to buy several critical components of its products, including certain cellular
transceivers.

EXECUTIVE OFFICERS

The executive officers of Telular and their ages as of December 2, 2005 are as follows:

Name                                        Age          Position                                                   
Michael J. Boyle 60 President and Chief Executive Officer
Daniel D. Giacopelli 47 Executive Vice President and Chief Technology

Officer
Jeffrey L. Herrmann 40 Executive Vice President, Chief Operating Officer,

Chief Financial Officer and Secretary
George S. Brody 50 Senior Vice President, Telguard
Robert L. Deering 47 Controller and Chief Accounting Officer

Michael J. Boyle was appointed President, CEO and director of the Company effective on August 1, 2005. From May
2003 to July 2005, Mr. Boyle was a consultant. From December 2001 to May 2003, Mr. Boyle was President and CEO of
a start up software company in the pre-paid wireless industry. From October 1999 to December 2001, Mr. Boyle was
President and CEO of Elcotel, Inc. From January 1998 to September 1999, Mr. Boyle was President and CEO of Phoenix
Wireless Group, Inc. Prior to that, Mr. Boyle was General Manager of divisions of IBM/ROLM and Bell & Howell
Group.

Daniel D. Giacopelli has served as a director, Executive Vice President and Chief Technology Officer of Telular since
October 1997. Mr. Giacopelli founded and was President and Chief Executive Officer of Wireless Domain, Incorporated,
from September 1995 to November 1997. Prior to that time, Mr. Giacopelli was Director of Engineering of the Wireless
Group of Telephonics Corporation from 1987 to 1995. Prior to 1987, Mr. Giacopelli was President and CEO of Valinor
Electronics, Inc.

Jeffrey L. Herrmann has served as Executive Vice President, COO, CFO and Secretary since December 1999. Prior to
that he served as Senior Vice President, CFO and Secretary since July 1997. Mr. Herrmann had previously been Corporate
Controller of Telular since April 1997. Prior to that Mr. Herrmann held financial management positions with Bell &
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Howell Company (1994-1997) and R.R. Donnelley & Sons Company (1992-1994). Mr. Herrmann began his career in
public accounting in 1987.  He has a BS in Accounting and has a CPA certificate.

George S. Brody was appointed as an officer on October 26, 2004, and has served as Senior Vice President, Telguard
since June 2003. Previously, Mr. Brody worked as a consultant in the Telecommunications industry from 2002 to 2003.
From 2000 to 2002, Mr. Brody was Vice President of Sales and Marketing for Evolution Networks, Inc. From 1995 to
2000, Mr. Brody served as Vice President, Sales and Marketing for Philips Electronics. Prior to that he was Vice
President, Worldwide Marketing for Burle Industries (1987-1995). Mr. Brody began his career at RCA in 1978.

Robert L. Deering was appointed Controller, Treasurer and Chief Accounting officer on October 24, 2005.  Mr. Deering
had previously been the Corporate Controller for VASCO Data Security International, Inc. (2002-2005).  Prior to that he
was the Controller for various technology and manufacturing companies.  Mr. Deering began his career in public
accounting at PricewaterhouseCoopers in 1979.  He has a BA in Accounting and has a CPA certificate.

EMPLOYEES

The Company has 161 employees, of which 37% are in sales and marketing, 22% in manufacturing, 30% in engineering
and product development and 11% in finance and administration. None of the Company’s employees are represented by
organized labor.

COMPETITION

Fixed Wireless Products

The Fixed Cellular Terminal industry consists of domestic and international telecommunications equipment companies,
many of which have substantially greater resources than those of Telular, and includes companies such as Ericsson,
Huawei Technologies Co., Ltd., LG Electronics and ZTE Corporation. Axesstel, Inc., CSI Wireless, Inc., and Westech
Korea, Inc. and many smaller companies and startups present competition to Telular. Competing with these companies in
price-sensitive environments is challenging, but Telular does so on the basis of our higher product quality and reliability,
state-of-the-art technology and enhanced features, rapid product innovation and customer support. The cellular
telecommunications industry is experiencing significant technological change, such as the upgrade of cellular networks to
2.5G and 3G technologies. Demand for productivity-enhancing applications, convenience and security applications that
use the new bandwidth delivered by the next-generation technologies are driving the pace of new product delivery to be
faster than ever before. The rate at which this change occurs and the success of such new technologies may have a
material effect on the rate at which we expand our business and on our ability to achieve and maintain profitability.
Telular continues to invest in research and development in order to meet the technological advances in the industry and
stay abreast of changes in cellular standards and end-user requirements.

Telular has granted licenses under its patents to others for various uses and applications and continues to pursue such
license arrangements. We face competition from those licensees, their sublicenses or their customers.

Telular believes its advantages over the competition include:

Better focus/commitment –Telular’s only business is FCP’s and FCT’s. Typically, our largest competitors sell FCP’s
and/or FCT’s in support of their primary focus, which is selling cellular, network infrastructure equipment.

More experience – Telular has been in the Fixed Cellular business for 19 years and in the Wireless Security business for
14 years. We have deployed FCP’s and/or FCT’s in more than 130 countries worldwide, reflecting the quality, reliability
and innovation of our products. We continue to add experienced personnel to our worldwide staff to enhance our ability to
bring the best products to market.
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Broader product line – Telular offers products that operate on the world’s major cellular air-interface standards and has
developed products for next-generation networks. Telular offers both FCT and FCP type products and an expanding
portfolio of application specific products.

Service and support – Telular provides customers with comprehensive product service and support. It is our commitment
to providing superior quality and service that differentiates us from our competition. We provide on-site technical support
for products and applications using our regional sales and support offices. In addition, we are staffed to dispatch field
support engineers from our Hauppauge, New York and Vernon Hills, Illinois offices to support the regional offices.

Wireless Security Products

The competitive environment in Wireless Security Products is dominated by a few major equipment suppliers, who have
leveraged proprietary systems to maintain their market share. Some of these suppliers have vertically integrated up the
distribution chain to include ownership of distribution channels as well. As a result, the pace of technological change to
date in the industry has lagged that of the telecommunications sector generally. Products in this market have historically
been based on analog technology. Because demand for analog service in the United States is predicted to decline over
time, Telular and its competitors are developing products based on digital technology.

Telular has adopted an innovator role, and has competed successfully by introducing new wireless technology into the
marketplace. The TELGUARD value proposition is enabled through its products providing greater signaling reliability,
interface compatibility over a wide range of manufacturers’ alarm equipment, simple installation and operational cost
efficiencies. Telular is selectively entering into distribution agreements with a number of leading distributors and
fulfillment companies that will give us substantially increased points of presence in the marketplace. Some of these
companies also compete directly with Telular on products.

PATENTS, LICENSES AND OTHER INTELLECTUAL PROPERTY

With respect to its interface technology, Telular currently has 19 issued patents and 6 pending patent applications in the
United States, as well as 14 foreign patents and 5 pending foreign patent applications. Telular has successfully defended
some of its patents in court.

Principal Patent

The patent for Telular’s system for interfacing a standard telephone set with a radio transceiver, US Patent No. 4,658,096
(the 096 Patent), was issued by the US Patent Office on April 14, 1987 and expired on September 18, 2004. Telular has
been granted several additional patents (the Other Patents) both in the United States and abroad as described below in
Other Patents. The Other Patents improve the cellular interface, which is the subject of the 096 Patent. The first of the
Other Patents will not expire until March 21, 2014. Further, the 096 Patent has been filed in 14 countries with varying
expiration dates.

The invention covered by the 096 Patent is a transparent interface between a standard telephone (or other tip and ring
device such as a facsimile machine) and a cellular transceiver that allows the telephone to control the operation of the
cellular transceiver. The interface provides dial tone, off-hook detection signals and many of the other signals usually
provided by regular wireline telephones. The interface also provides for the automatic generation of a send signal from the
cellular transceiver once the telephone number has been entered.

Continuation Patents

In 1988 and 1990, Telular obtained two patents (US Patent Nos. 4,775,997 and 4,922,517, respectively), each of which is
a continuation and broadening of the 096 Patent. These continuation patents expired on the same date as the 096 Patent.
Also in 1988, Telular obtained a continuation-in-part of the 096 Patent, under US Patent No. 4,737,975. Among other
things, this patent allows the interface to be programmed in the field to recognize variations in telephone systems from
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country to country. Telular has incorporated the intelligent interface claimed in the 096 Patent with other novel features
that have issued into other patents.

During 2004, Telular was granted two broad-ranging patents (US Patent Nos. 6,775,522 and 6,785,517 ) that cover the
connection of landline phones through a cellular interface  to cellular radio transceivers by means of premises wiring, thus
enabling true Wireline Replacement. While the new patents built on the original 096 patent, they are independent patents
that will continue to be in effect despite the expiration of the 096 patent in the United States.

Other Patents

In 1995, 1997 and 2004, Telular was granted four United States patents relating to self-diagnostic systems for cellular
transceiver systems for both local and remote reporting. (US Patent Nos.: 5,469,494, 5,859,894, 5,966,428 and
6,090,923). Each of these patents incorporate and claim the cellular interface of the 096 Patent used in combination with a
system for providing diagnostics reporting of a fixed cellular terminal initiated either at the terminal or remotely by the
cellular provider.

In 1999, Telular was granted US Patent No. 5,946,616 entitled “Concurrent Wireless/Landline Interface Apparatus and
Method”. This patent includes claims that incorporate the intelligent interface of the 096 Patent with additional structure
permitting the easy adaptation of an unused telephone line as a cellular line for use throughout the wired facility.

On March 7, 2000, US Patent No. 6,035,220 was granted to Telular entitled “Method of Determining End-of-Dialing for
Cellular Interface Coupling a Standard Telephone to the Cellular Network.” This patent is an improvement to the interface
of the 096 Patent and claims a novel system for recalling previously valid numbers to accelerate the generation of a
“SEND” signal.

On November 27, 2001 Telular was issued US Patent No. 6,324,410 entitled “Method and Apparatus for Interfacing a
FCT to the Extension Side of a PBX/PABX”. This patent claims a fixed cellular terminal incorporating the 096 patented
cellular interface used with adapting means for coupling to a PBX/PABX.

On September 2, 2003, Telular was issued US Patent No. 6,615,056 entitled “Method and Apparatus to Protect Fixed
Wireless Terminals from Foreign Voltage at the Tip and Ring Connector”. This patent builds upon the 096 Patent and
provides means for protecting a fixed wireless device from foreign voltage associated with tip and ring lines.

On August 17, 2004, Telular obtained US Patent No. 6,778,824 entitled “Apparatus for Wirelessly-Coupling a Bluetooth
Wireless Cellular Mobile Handset to a Docking Station for Connecting a Standard Telephone Set to the Cellular
Network.” Bluetooth technology is a worldwide specification for a small-form factor, low-cost radio solution that
provides links between mobile computers, mobile phones, other portable handheld devices, and connectivity to the
Internet. Telular’s invention covers the combination of coupling a Bluetooth-enabled mobile phone to a landline telephone
utilizing a docking station for a Bluetooth-enabled transceiver or a Bluetooth-enabled fixed cellular terminal.

Applicability of Telular’s Patents to Emerging Wireless Technologies

Although Telular believes its intelligent interface can be adapted to accommodate emerging wireless technologies, there
can be no assurance that these new applications will fall within the scope of the existing patent protection.

Licensing of Technology

Telular has granted licenses to use its technology to a number of other companies, the largest include:

QUALCOMM (See QUALCOMM Relationship)

Ericsson Radio Systems AB (limited non-exclusive field of use license)



11

Trademarks and Other Proprietary Information

Telular has 6 registered United States trademarks, which are: Telular (block), TELULAR plus design, CELJACK,
Hexagon Logo, PHONECELL and TELGUARD. In addition, Telular has 4 registered Mexican trademarks covering the
names and logos used for some of its products. Telular has a total of 29 foreign trademark registrations and 1 foreign
application.

AVAILABLE INFORMATION

Internet Address
Telular’s Internet address is www.telular.com.

Filings with the Securities and Exchange Commission
Telular makes available free of charge through a link on its Internet website its Code of Ethics, annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to
Section 13 (a) or 15 (d) of the Exchange Act as soon as reasonably practicable after the Company electronically files such
material with, or furnishes it to, the Securities and Exchange Commission.

ITEM 1A. RISK FACTORS

Telular hereby incorporates by reference the risk factors included in Exhibit 99, Cautionary Statements, filed as
an exhibit to this annual report on Form 10-K.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2.  PROPERTIES

Telular leases, pursuant to a renewable ten-year lease that began in January 1997, 72,000 square feet for its corporate
headquarters in Vernon Hills, Illinois. In addition to serving as corporate headquarters, this facility houses light
manufacturing, sales, marketing, finance and administrative functions. The Company leases 20,000 square feet of space
for its engineering center in Hauppauge, New York, pursuant to a five-year lease extension that began in October 2002.
The Company leases space for its international sales offices in London, England; Weston, Florida and Singapore,
Singapore.  These leases will terminate in February 2015, September 2006 and December 2006, respectively. The
Company also leases space to house its TELGUARD sales force and operations in Atlanta, Georgia.

ITEM 3.  LEGAL PROCEEDINGS

The Company is involved in legal proceedings, which arose in the ordinary course of its business. While any litigation
contains an element of uncertainty, management believes that the outcome of all pending legal proceedings will not have a
material adverse effect on the Company’s consolidated results of operation or financial position.

ITEM 4.  SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year ended September 30, 2005.
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PART II

ITEM 5.  MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

MARKET PRICE OF AND DIVIDENDS ON COMMON STOCK

The Company’s Common Stock trades publicly on the NASDAQ National Market System under the symbol WRLS. The
following table sets forth the quarterly high and low sales prices for each quarter of fiscal year 2005, 2004 and 2003, as
reported by NASDAQ. Such quotations reflect inter-dealer prices without retail markup, markdown or commissions and may
not necessarily represent actual transactions.

QUARTER ENDED DURING FISCAL YEAR 2005
December 31 March 31 June 30 September 30

High $11.70 $8.86 $6.59 $5.10
Low $6.16 $5.13 $2.52 $2.63

QUARTER ENDED DURING FISCAL YEAR 2004
December 31 March 31 June 30 September 30

High $7.90 $18.75 $16.10 $10.55
Low $4.50 $6.15 $6.95 $4.17

QUARTER ENDED DURING FISCAL YEAR 2003
December 31 March 31 June 30 September 30

High $4.40 $6.34 $7.90 $5.90
Low $1.76 $3.04 $3.76 $3.66

On December 2, 2005, there were approximately 287 shareholders of record, approximately 6,540 beneficial shareholders and
16,126,998 shares of Common Stock outstanding. The Company has not paid any dividends since its inception and does not
intend to pay any dividends on its Common Stock in the foreseeable future.
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ITEM 6.  SELECTED FINANCIAL DATA

The following table is a summary of certain condensed statement of operations and balance sheet information of the
Company. The table lists historical financial data of the Company for the fiscal years ended September 30, 2005, 2004, 2003,
2002 and 2001. The selected financial data were derived from audited financial statements. The summary should be read in
conjunction with financial statements and notes thereto appearing in Item 8 of this report.

                        Year ended September 30,                             
                  (In thousands, except share data)

2005 2004 2003 2002 2001
Statement of operations data:
Net product sales $42,867 $67,873 $55,652 $51,914 $ 90,072
Service revenue 9,095 7,889 7,322 6,493 5,636
Net royalty and royalty settlement

revenue 473 197 – 268 5,442
Total revenue 52,435 75,959 62,974 58,675 101,150
 Cost of sales 41,654 54,757 45,299 42,196 68,724

10,781 21,202 17,675 16,479 32,426
Operating expenses 21,947 21,923 21,256 19,374 20,000
Income (loss) from operations (11,166) (721) (3,581) (2,895) 12,426
Net other income (expense) 284 18 (324) (114) 450
Net income (loss) (10,882) (703) (3,905) (3,009) 12,876
Income (loss) applicable to common

shares $(10,882) $(703) $(3,905) $(3,009) $12,876
Basic income (loss) per common

Share $ (0.81) $ (0.05) $ (0.30) $ (0.23) $ 1.01
Diluted income (loss) per common

share $ (0.81) $ (0.05) $ (0.30) $ (0.23) $ 0.99

As of September 30 2005 2004 2003 2002 2001
Balance sheet data:
Working capital $ 36,512 $ 36,814 $ 34,578 $ 40,187 $ 41,752
Total assets 52,472 54,366 52,861 61,825 62,169
Long term debt, including current

maturities – – – 3,789 3,000
Stockholders’ equity 43,792 44,801 43,510 46,747 48,999
.

ITEM 7.  MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATION

INTRODUCTION

The Company designs, develops, manufactures and markets products based on its proprietary interface technologies.
These products provide the capability to connect standard telecommunications equipment, including standard telephones,
fax machines, data modems and alarm panels with wireless communication networks in the cellular and PCS frequency
bands (collectively cellular). Bridging the gap between wireline customer premises equipment and cellular networks,
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these technologies provide the Company’s products with the “look and feel” of the wireline network, providing critical
communications and security needs in a variety of environments. We refer to this concept as Fixed Cellular.

The growth of Fixed Cellular in any given market is dependent to a considerable extent upon the growth of cellular
telephone service in that market as a cost-effective alternative to or substitute for landline telephone systems.
Consequently, in managing the business and making decisions about where to invest resources, the Company’s
management collects data and follows trends in the following areas of the cellular industry:

• The cost of cellular airtime rates to consumers
• The cost of cellular equipment technology and components
• The capabilities of deployed cellular systems
• The number of cellular operators in a given market
• Operating characteristics of worldwide cellular operators
• The number of deployed cellular networks using the same technology
• Consumer attitudes toward cellular technology
• Competitive and substitute products in the market place
• Global economic conditions and economic conditions in key markets for Fixed Wireless
• Telephony regulation in key markets for Fixed Wireless

Based upon trends noted from data collected in the above areas, such as improved economic conditions in Latin America and
substantial growth in the adoption of Fixed Wireless in Asia, the Company believes that the market for Fixed Cellular will
experience substantial growth over the next five years (See OUTLOOK below).

The Company generates most of its revenue by making and selling products. It recognizes revenue when its products ship
from various manufacturing locations to customers. Although the Company has a broad base of customers worldwide, much
of its revenue is generated from large contracts, the timing of which is often unpredictable.

The Company's operating expense levels are based in large part on expectations of future revenues. If anticipated sales in
any quarter do not occur as expected, expenditure and inventory levels could be disproportionately high, and the
Company's operating results for that quarter, and potentially for future quarters, could be adversely affected. Certain
factors that could significantly impact expected results are described in Cautionary Statements that are set forth in Exhibit
99 to this document.

OVERVIEW

Wireless Local Loop (WLL), the concept of connecting standard telecommunications equipment to cellular networks, is
the foundation upon which the Company’s business is built. It is this concept that defines our core value proposition.

In developing countries where wireline service is deficient or non-existent, our products provide basic telephone service
over existing cellular networks as well as over new networks being constructed to expand telephone service in those
countries.

The developed world, including the United States and Western Europe, has the luxury of choice when it comes to
telecommunications services. Digitization, capacity improvements, high-speed data, and boundary-less roaming have
contributed to the success that cellular operators have enjoyed through the late 1990’s. Pervasive network coverage and
lower airtime rates are driving consumers to increased cellular usage in all parts of their lives, both professional and
personal. As a result, some consumers are beginning to abandon their wired phone service altogether in favor of cellular
service.

The Company’s business segments through fiscal year 2005 have been are divided between its two principal product lines:
PHONECELL®, a line of Fixed Cellular Terminals (FCT’s) and Fixed Cellular Phones (FCP’s) and TELGUARD®, a line
of FCT’s and services for the Wireless Security market.
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Beginning in fiscal year 2006 (October 1, 2005 to September 30, 2006), the Company is operating under a new strategy
announced in August 2005. Under the new strategy, the Company will focus its resources and investments on two distinct
segments: PHONECELL Fixed Cellular Phones (FCP) and Fixed Cellular Terminals (FCT). The FCP segment consists of
the high-volume low cost fixed cellular phones and the FCT segment consists of the feature-rich high end fixed cellular
terminals, including the TELGUARD family of products.

The FCP market is prevalent in countries outside of North America with low fixed line penetration. Cellular carriers
offering services in this market are price driven as they target residential and small business markets where equipment
subsidies are often used to reach the requisite end user price points. This market is experiencing very high growth with
unprecedented volumes.

The FCT market is mostly in North America and consists of a number of vertical applications ranging from wireless
residential and commercial alarm systems addressed by TELGUARD to machine-to-machine and portable dial tone
applications addressed by PHONECELL FCT’s. Comparatively lower volumes and higher margins are typical in this
market segment.

Each business segment plans to streamline its product line and distribution methods to maximize efficiency. We will
continue to pursue the FCP market through direct sales and localized support to a tightly focused set of wireless network
operators with high volume potential. The FCT market will be addressed through indirect channels consisting of
distributors, representatives and agents with a strong inside sales and customer support team.

To achieve the high volume needs of the FCP market, Telular has entered into an agreement with an electronics
manufacturer in China. This will allow the Company to be a lower cost producer of FCP’s. In support of the new strategy,
the Company also announced organizational changes so that its sales, marketing, development and support resources will
focus more independently on the two segments. As a result of the change is strategy, the Company will report business
segment results by market (i.e. FCP and FCT) rather than by brand (i.e., PHONECELL and TELGUARD) for fiscal year
2006.

The Company believes that its future success depends on its ability to continue to meet customers’ needs through product
innovation, rapid time-to-market with new products, and superior “in market” customer support. Current product lines
deploy the major worldwide cellular air interface standards: GSM, CDMA and TDMA.  The expectation for fiscal year
2006 is the development and launch of a new low cost phone for GSM as well as a replacement terminal. As continued
growth is expected in the GSM market for fixed wireless devices, the Company is positioning itself to capitalize on the
demand for phones to support rural regions of developing markets and the special applications.

The fiscal year 2006 development for CDMA products will also focus on low cost alternatives specifically in the 800 Mhz
and 1900 Mhz markets, leveraging the same core chip development as GSM.

Fabrication of the Company’s products is accomplished through a combination of in-house assembly and contract
manufacturing. Contract manufacturers make and test all printed circuit boards for the Company. The final assembly of
PHONECELL and TELGUARD products is performed at our facility in Vernon Hills, Illinois, and by contract
manufacturers in Mexico and China.

The Fixed Cellular industry consists of domestic and international telecommunications equipment companies, many of
which have substantially greater resources than those of the Telular, and includes companies such as Ericsson, Huawei
Technologies Co., LG Electronics and ZTE Corporation. Axesstel, Inc., CSI Wireless, Inc., Westech Korea, Inc. and many
smaller companies and startups present competition to Telular in markets where enforcement of our patent protection is not
available or practicable. Competing with these companies in price-sensitive environments is challenging, but Telular does so
on the basis of our higher product quality and reliability, state-of-the-art technology and enhanced features, rapid product
innovation and customer support.

The competitive environment in the Wireless Security Products industry is dominated by a few major equipment suppliers,
who have leveraged proprietary systems to maintain their market share. Products in this market have historically been based
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on analog technology. Because demand for analog service in the United States is predicted to decline over time, the
Company is developing products based on digital technology. The Company has adopted an innovator role, and has
competed successfully by introducing innovative new wireless technology into the marketplace.

With respect to its interface technology, the Company currently has 19 issued patents and 6 pending patent applications in
the United States, as well as 14 foreign patents and 5 pending foreign patent applications. The Company has successfully
defended its patents in court.

RESULTS OF OPERATIONS

Fiscal Year 2005 Compared to Fiscal Year 2004

Net Product Sales. Net product sales decreased 37%, or $25.0 million to $42.9 million for the fiscal year ended September
30, 2005 from $67.9 million for the prior year.

PHONECELL Products.  Sales of PHONECELL products of $36.3 million decreased 41% from $61.7 million
during the fiscal year of 2005.  This decrease was due to a 21% decrease in number of units sold combined with a 25% lower
average selling price per unit. Sales volume was lower by 21%, most notably in Central America and Latin America
(CALA) where our customers experienced fewer end-user sales of our products.

TELGUARD Products.  The sale of TELGUARD products increased 6% to $6.5 million during fiscal year 2005
compared to sales of $6.2 million during fiscal year 2004.  This increase is due primarily to a 39% increase in sales volume.

Service Revenue. Service revenue increased 15% to $9.1 million for fiscal year 2005 from $7.9 million in the prior year. The
increase is the result primarily of the activation of additional units sold during the fiscal year.

Royalty Revenue. Royalty revenue increased to $0.5 million for fiscal year 2005 from $.2 million in the prior year. The
increase is the result primarily of increased royalties from Ericsson Radio Systems AB, a licensee of the Company’s
technology.

Cost of Sales. Total cost of sales decreased 24% or $13.1 million to $41.7 million for fiscal year 2005 from $54.8 million for
fiscal year 2004. Net product cost of sales of $36.5 million decreased 27% during fiscal year 2005 from $50.0 million in the
prior year. The decrease is due principally to the lower sales volume. Service cost of sales decreased 9% to $5.1 million during
fiscal year 2005 from $4.7 million in the prior year.

Engineering and Development Expenses. Engineering and development expenses of $7.0 million for fiscal year 2005,
decreased 8% or $0.5 million compared to fiscal year 2004. The decrease is due to a reduction in outside contract
engineering that was used in the prior year to augment engineering resources. Engineering and development expenses are
13% of total revenue for fiscal year 2005 compared to 10% for fiscal year 2004.

Selling and Marketing Expenses. Selling and marketing expenses of $9.5 million for fiscal year 2005, increased 2%, or
$0.2 million from fiscal year 2004. The increase is due to the addition of  international sales personnel and additional travel
in the CALA and Europe, Middle East and Africa (EMEA) regions. Selling and marketing expenses are 18% of total revenue
for fiscal year 2005 and 12% of total revenue for fiscal years 2004.

General and Administrative Expenses (G&A). G&A for fiscal year 2005 increased 11% to $4.9 million from $4.4 million for
fiscal year 2004. The increase consists primarily of professional fees related to internal control testing in accordance with the
Sarbanes-Oxley Act of 2002 and executive recruitment fees. G&A expenses are 9% of total revenue for fiscal year 2005 and
6% of total revenue for fiscal year 2004.

Other Income (Expense).  Other income for fiscal year 2005 increased by $0.3 million compared to other expense for fiscal
year 2004. The increase consists primarily of  interest income from investments.

Income Taxes. The Company recorded no income tax benefit due to the uncertainty of the realizability of its deferred tax
asset for both fiscal year 2005 and 2004.
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Net Income (Loss).  The Company recorded a net loss of $10.9 million or $0.81 per share for fiscal year 2005 compared
to a net loss of $.7 million or $0.05 per share for fiscal year 2004. The increase in the net loss is primarily the result of lower
sales volume.

Fiscal Year 2004 Compared to Fiscal Year 2003

Net Product Sales.  Net product sales increased 22%, or $12.2 million to $67.9 million for the fiscal year ended September 30,
2004 from $55.7 million for the prior year.

PHONCELL Products.  Sales of PHONECELL products of $61.7 million increased 23% from $50.2 million during
the fiscal year 2004. The increase is primarily the result of larger shipments to Central America and South America.

TELGUARD Products.  The sale of TELGUARD products increased approximately 12% to $6.2 million during fiscal
year 2004 from $5.5 million in the prior year. The increase is primarily the result of higher unit sales volume.

Service Revenue.  Service revenue increased 8% to $7.9 million for fiscal year 2004 from $7.3 million in the prior year. The
increase is primarily the result of the activation of additional units sold during the fiscal year.

Royalty Revenue.  Royalty revenue increased to $0.2 million for fiscal year 2004 compared to none the prior year. The
increase is primarily the result of increased royalties from Ericsson Radio Systems AB, a licensee of the Company’s
technology.

Cost of Sales.  Total cost of sales increased 21% or $9.5 million to $54.8 million for fiscal year 2004 from $45.3 million for
fiscal year 2003. Net product cost of sales of $50.0 million increased 24% during fiscal year 2004 from $40.3 million in the
prior year. The increase is principally due to the higher sales volume. Service cost of sales decreased 6% to $4.7 million
during fiscal year 2004 from $5.0 million in the prior year. The decrease is the result of cost reductions negotiated with service
providers. Total cost of sales is 72% of total revenue for both fiscal years 2004 and 2003.

Engineering and Development Expenses.  Engineering and development expenses of $7.5 million for fiscal year 2004,
increased 4% or $0.3 million compared to fiscal year 2003. The increase is due primarily to the added expense from the
continued investment in new CDMA2000 1x products. Engineering and development expenses are 10% of total revenue for
fiscal year 2004 compared to 12% for fiscal year 2003.

Selling and Marketing Expenses.  Selling and marketing expenses of $9.3 million for fiscal year 2004, increased 4%, or
$0.4 million from fiscal year 2003. The increase is due to additional Latin American and domestic market development
activity. Selling and marketing expenses are 12% of total revenue for fiscal year 2004 and 14% of total revenue for fiscal
years 2003.

General and Administrative Expenses (G&A).  G&A for fiscal year 2004 decreased 2% to $4.4 million from $4.5 million for
fiscal year 2003. The decrease consists primarily of lower legal fees due to the settlement of a vendor dispute in the prior
year. G&A expenses are 6% of total revenue for fiscal year 2004 and 7% of total revenue for fiscal year 2003.

Other Income (Expense).  Other income for fiscal year 2004 increased by $0.3 million compared to other expense for fiscal
year 2003. The increase consists primarily of lower interest expense and bank fees due to the termination of the Company’s
revolving line of credit in the prior year.

Income Taxes. The Company recorded no income tax benefit due to the uncertainty of the realizability of its deferred tax
asset for both fiscal year 2004 and 2003.

Net Income (Loss).  The Company recorded a net loss of $0.7 million or $0.05 per share for fiscal year 2004 compared to
a net loss of $3.9 million or $0.30 per share for fiscal year 2003. The decrease in the net loss is primarily the result of higher
sales volume.
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LIQUIDITY AND CAPITAL RESOURCES

On September 30, 2005, the Company had $22.1 million in cash, cash equivalents and short term investments, $4.0 million
of restricted cash and working capital of $36.5 million. During fiscal year 2005, cash and short term investments decreased
$0.6 million.

The Company used $5.1 million of cash from operating activities during fiscal year 2005 compared to $1.9 million during
fiscal year 2004. The cash used in operating activities is primarily the result of reduced profitability from lower sales
volumes, offset by positive working capital changes. These working capital changes accounted for $3.7 million of cash
generated and consist primarily of decreases in trade receivables and inventories. This change in accounts receivable is
principally the result of decreased sales volume and the change in inventories is principally related to the reserve established
for obsolete and slow moving inventory in fiscal year 2005.

Cash used in investing activities of $5.0 million for fiscal year 2005 compares to cash provided of $5.8 million for fiscal year
2004. The fiscal year 2005 investing activities includes capital spending for product testing equipment of $1.4 million
compared to $1.1 million during the prior year. Additionally, the fiscal year 2005 investing activities reflects $4.0 million of
cash restricted to support the letter of credit established for our contract manufacturer in China.  In fiscal year 2005, the
Company generated cash by selling $0.4 million net of marketable securities compared to the generation of cash  by selling
$6.9 million  net of marketable securities during the prior year.   This cash was used to support operations.

Financing activities generated $9.9 million of cash during fiscal year 2005 compared to $1.9 million of cash generated during
fiscal year 2004. The fiscal year 2005 amount consists primarily of the proceeds form the Common Stock issued during the
fourth quarter of  2005. The fiscal year 2004 generation of cash consists of proceeds from the exercise of employee stock
options.

Because the Company is actively working to secure very large contracts, it is necessary for the Company to maintain the
capability to deliver large volumes of product with relatively short lead times. Consequently, the Company has significant
cash reserves, which it also uses to fund operating losses, working capital needs, and capital expenditures. The Company
expects accounts receivables and inventories to turn into cash in a relatively short period of time. Management regularly
reviews net working capital in addition to cash to determine if it has enough cash to operate the business.

The Company generally requires its foreign customers to prepay, obtain letters of credit or to qualify for export credit
insurance underwritten by third party credit insurance companies prior to making international shipments. Also, to mitigate
the effects of currency fluctuations on the Company’s results of operations, the Company conducts all of its international
transactions in US dollars.

The following table sets forth our total contractual cash obligations as of September 30, 2005:

Payments Due by Period

Contractual Cash Obligations Total
Less than 1

year 1–3 years 4-5 years After 5 years

Operating leases $  2,573 $  1,194 $  851 $  163 $  365
Purchase commitments 31,179 31,179 - - -
Total contractual cash obligations $  33,752 $  32,373 $  851 $       163 $       365

Purchase commitments are for purchases made in the normal course of business to meet operational requirements,
primarily raw materials and finished goods inventory.  The Company expects to satisfy these commitments from primarily
cash from the revenues generated by delivery of backlog.
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CRITICAL ACCOUNTING POLICIES

Management's Discussion and Analysis of Financial Condition and Results of Operations discusses the Company's
consolidated financial statements, which have been prepared in accordance with accounting principles generally accepted
in the United States of America. The preparation of these financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities
at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the
reporting period.

On an on-going basis, management evaluates its estimates and judgments, including those related to bad debts, net
realizable value of inventories and intangible assets. Management bases its estimates and judgments on historical
experience and on various other factors that are believed to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates under different assumptions or conditions. Management
believes the following critical accounting policies, among others, affect the presentation of the Company’s financial
condition and results of operations

Reserve for Obsolescence

Significant management judgment is required to determine the reserve for obsolete or excess inventory. The Company
currently considers inventory quantities greater than a one-year supply based on current year activity as well as any
additional specifically identified inventory to be excess. The Company also provides for the total value of inventories that
are determined to be obsolete based on criteria such as customer demand and changing technologies. At September 30,
2005 and 2004, the inventory reserves were $3.3 million and $1.5 million, respectively. Changes in strategic direction,
such as discontinuance or expansion of product lines, changes in technology or changes in market conditions, could result
in significant changes in required reserves.

Goodwill

The Company evaluates the fair value and recoverability of the goodwill (See Note 2 to the Consolidated Financial
Statements) of each of its business segments whenever events or changes in circumstances indicate the carrying value of
the asset may not be recoverable or at least annually. In determining fair value and recoverability, the Company makes
projections regarding future cash flows. These projections are based on assumptions and estimates of growth rates for the
related business segment, anticipated future economic conditions, the assignment of discount rates relative to risk
associated with companies in similar industries and estimates of terminal values. An impairment loss is assessed and
recognized in operating earnings when the fair value of the asset is less than its carrying amount.

Income Taxes

The Company recognizes deferred tax assets and liabilities based on the differences between the financial statement
carrying amounts and the tax bases of assets and liabilities. Currently, the Company has significant deferred tax assets
principally related to net operating losses. Deferred tax assets are reviewed regularly for recoverability and when
necessary, valuation allowances are established based on historical tax losses, projected future taxable income, and
expected timing of reversals of existing temporary differences. Valuation allowances have been provided for all deferred
tax assets, due to the uncertainty about the realizability of such deferred tax assets. Future profitable operations and
changes in the Company’s expectations could result in significant adjustments to the valuation allowances, which would
significantly impact the Company’s results of operations.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In November 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 151, Inventory Costs – an
amendment of ARB No. 43, Chapter 4.  SFAS No. 151 amends guidance in ARB No. 43 Chapter 4, clarifying the
accounting for abnormal amounts of idle facility expense, freight, handling costs and waste material.  These items are to
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be recognized as current-period charges.  This statement also requires that allocation of fixed production overheads to the
cost of conversion be based on the normal capacity of the production facilities.  This statement is effective for the
Company’s 2006 fiscal year.  This statement describes our current process; therefore, it will not have any significant
impact on our financial position or results of operations.

In December 2004, the FASB issued SFAS No. 123(R), Share Based Payment, which is a revision of SFAS No. 123,
Accounting for Stock-Based Compensation, and supercedes APB Opinion No. 25, Accounting for Stock Issued to
Employees, and its related guidance.  SFAS No. 123(R) focuses primarily on accounting for transactions in which an
entity obtains employee services through share-based payment transactions.  It requires a public entity to measure the cost
of employees services received in exchange for the award of  equity instruments based on the fair value of the award at
the grant date.  The cost will be recognized over the period during which an employee is required to provide services in
exchange for the award.  The provisions of this statement become effective for the Company in the first quarter of fiscal
year 2006.  We expect the impact on the Company’s consolidated financial statements to be consistent with the
disclosures included in our Note 2 to the consolidated financial statements.

In December 2004, the FASB issued FSP FAS 109-1, Application of FASB No. 109, Accounting for Income Taxes, to the
Tax Deduction on Qualified Production Activities Provided by the American Jobs Creation Act of 2004.  FSP FAS No.
109-1 clarifies FSAS No. 109’s guidance that applies to the new tax deduction for qualified production activities.  FSP
FAS No. 109-1 became effective upon issuance.  We believe that this pronouncement does not have a significant impact
on our effective tax rate for 2005.

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Errors Corrections – a replacement of ABP
Opinion No. 20 and FASB Statement No. 3, Reporting Accounting Changes in Interim Financial Statements.  This
statement requires retrospective application to prior periods’ financial statements of changes in accounting principle,
unless it is impractical to determine either the period-specific effects or the cumulative effect of the change.  This
statement also requires that retrospective application of a change in accounting principle be limited to the direct effect of
the change and that a change in depreciation, amortization, or depletion method for long-lived nonfinancial assets be
accounted for as a change in accounting estimate effected by a change in accounting principle.  This statement is effective
for the Company’s 2006 fiscal year. We do not anticipate this pronouncement having a significant impact on our results of
operations or financial position.

OUTLOOK
The statements contained in this outlook are based on current expectations. These statements are forward looking, and actual
results may differ materially.

The Company believes that the market for cellular FCT’s will experience substantial growth over the next five years.
Consistent with that expectation, the Company’s order backlog has increased to $40.6 million as of October 24, 2005, from
$13.0 million as of October 28, 2004. The Company has identified significant growth opportunities in Africa, Asia, Latin
America, Europe and the United States. Each of these markets will develop at a different pace, and the sales cycle for these
regions is likely to be several months or quarters.

The Company is currently facing competition at prices that are reducing the price at which the Company can sell its products
to levels significantly lower than the Company’s historical gross margins for business in those countries. The Company is
pursuing efforts to reduce its per-unit costs and exploring partnership arrangements in an effort to respond to these
competitive conditions.

Over the last year, the Company has been pursuing a large security business market opportunity in the United States, with a
large wireless carrier and a prospective partner in the security business. The Company has recently learned that the business
relationship between the prospective partner and the wireless carrier may not develop as necessary for the Company to
participate in the market opportunity. The Company is continuing to seek other opportunities to expand TELGUARD in the
United States.
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Further, the Company has been pursuing a large wireline replacement opportunity in the United States with a large wireless
carrier. The Company has recently learned that due to strategic direction changes at the large carrier the project will not
continue. The Company is continuing to seek opportunities to expand PHONECELL business in the United States.

The amount and frequency of product shipments to the Company’s largest customers depends on many factors, including
market conditions and agreements with other suppliers. The outcome of pending and future negotiations for orders with such
customers and the timing of shipments will have a significant impact on the Company’s future revenues and profitability.

FORWARD-LOOKING INFORMATION

The Company includes certain estimates, projections and other forward-looking statements in its reports and in other
publicly available material.  Statements regarding expectations, including performance assumptions and estimates relating to
capital requirements, as well as other statements that are not historical facts, are forwarding-looking statements.

These statements reflect management’s judgements based on currently available information and involve a number of risks
and uncertainties that could cause actual results to differ materially from those in the forward-looking statements.  With
respect to these forward-looking statements, management has made assumptions regarding, among other things, customer
growth and retention, pricing, operating costs and the economic environment.

The words “estimate”, “project”, “intend”, “expect”, and “believe”, “target” and similar expressions are intended to identify
forward-looking statements.  Forward-looking statements are found throughout Management’s Discussion and Analysis.
The reader should not place undue reliance on forward-looking statements, which speak only as of the date of this report.
The Company is not obligated to publicly release any revisions to forward-looking statements to reflect events after the date
of this report or unforeseen events. Other risks and uncertainties are discussed in Exhibit 99 to this 10-K.

ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

The Company frequently invests available cash and cash equivalents in short term instruments such as certificates of
deposit, commercial paper and money market accounts. Although the rate of interest paid on such investments may
fluctuate over time, each of the Company’s investments is made at a fixed interest rate over the duration of the
investment. All of these investments have maturities of less than 90 days. The Company believes its exposure to market
risk fluctuations for these investments is not material as of September 30, 2005.

Financial instruments that potentially subject the Company to significant concentrations of credit risk consist principally of
trade accounts receivable. To reduce its exposure to the credit risks of international customers, with the exception of
customers with ownership interests by credit-worthy US-based companies, the Company generally receives payment prior to
shipment, receives irrevocable letters of credit that are confirmed by U.S. banks, or purchases commercial credit insurance.
The Company performs ongoing credit evaluations and charges amounts to operations when they are determined to be
uncollectible.  Because of the steps taken above to mitigate credit risks of international customers, the Company believes that
its exposure to credit risk is not material.

To mitigate the effects of currency fluctuations on the Company’s results of operations, the Company conducts all of its
international transactions in US dollars.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Telular Corporation

We have audited the accompanying consolidated balance sheets of Telular Corporation as of September 30, 2005 and
2004, and the related consolidated statements of operations, stockholders’ equity, and cash flows for each of the three
years in the period ended September 30, 2005. Our audits also included the financial statement schedule listed in the Index
at Item 15(a). These financial statements and schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with auditing standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of Telular Corporation at September 30, 2005 and 2004, and the consolidated results of its operations and its cash
flows for each of the three years in the period ended September 30, 2005, in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the
basic financial statements taken as a whole, presents fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Accounting Oversight Board (United States), the
effectiveness of Telular Corporation’s internal control over financial reporting as of September 30, 2005, based on the
criteria established in the Internal Control – Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO), and our report dated December 9, 2005 expressed an unqualified opinion thereon.

Chicago, Illinois
December 9, 2005

Ernst & Young LLP
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Telular Corporation:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control
Over Financial Reporting in Item 9A: Controls and Procedures, that Telular Corporation maintained effective internal
control over financial reporting as of September 30, 2005, based on criteria established in Internal Control— Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria).
Telular Corporation’s management is responsible for maintaining effective internal control over financial reporting and
for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, evaluating management’s assessment, testing and evaluating the
design and operating effectiveness of internal control, and performing such other procedures as we considered necessary
in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that Telular Corporation maintained effective internal control over financial
reporting as of September 30, 2005, is fairly stated, in all material respects, based on the COSO criteria.  Also, in our
opinion, Telular Corporation maintained, in all material respects, effective internal control over financial reporting as of
September 30, 2005, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Telular Corporation as of September 30, 2005 and 2004, and the related
consolidated statements of operations, stockholders’ equity and cash flows for each of the three years in the period ended
September 30, 2005, and our report dated December 9, 2005 expressed an unqualified opinion on those consolidated
financial statements.

Chicago, Illinois
December 9, 2005

Ernst & Young LLP
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Telular Corporation
Consolidated Balance Sheets

(In Thousands, Except Share Data)
September 30,

2005 2004
Assets
Current assets:

Cash and cash equivalents $ 10,023 $ 10,227
   Restricted cash 4,000        –

Marketable securities 12,075 12,450
Trade accounts receivable, less allowance for doubtful accounts of

       $185 and $192 at September 30, 2005 and 2004, respectively 11,106 12,844
Inventories, net 7,655 10,636
Other current assets 333 222

Total current assets 45,192 46,379
Property and equipment, net 3,028 3,130
Other assets:
   Goodwill 2,554 2,554

Other intangible assets, less accumulated amortization of
   $1,350 and $750 at September 30, 2005 and 2004, respectively 1,650 2,250
Deposits and other 48 53

Total other assets 4,252 4,857
Total assets $ 52,472 $ 54,366

Liabilities and stockholders’ equity
Current liabilities:

Trade accounts payable $   5,741 $   6,382
Accrued liabilities 2,939 3,183

Total current liabilities 8,680 9,565

Stockholders’ equity:
Common stock, $.01 par value; 75,000,000 shares authorized;

16,111,015 and 13,265,893 shares outstanding, at September 30,
2005 and 2004, respectively 161 133

Additional paid-in capital 162,034 152,189
Accumulated deficit (118,403) (107,521)

Total stockholders’ equity 43,792 44,801
Total liabilities and stockholders’ equity $  52,472 $  54,366

See accompanying notes.
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Telular Corporation
Consolidated Statements of Operations

(In Thousands, Except Share Data)

Year ended September 30,
2005 2004 2003

Revenue
  Net product sales $42,867 $67,873 $55,652
  Service revenue   9,095   7,889 7,322
  Royalty revenue        473        197        –
    Total revenue 52,435 75,959 62,974
Cost of sales
  Net product cost of sales 36,522 50,027 40,253
  Service cost of sales 5,132 4,730 5,046
    Total cost of sales 41,654 54,757 45,299

Gross margin 10,781 21,202 17,675

Operating Expenses
  Engineering and development 6,958 7,542 7,279
  Selling and marketing 9,495 9,267 8,916
  General and administrative 4,894 4,514 4,536
  Amortization 600 600 525
Loss from operations (11,166) (721) (3,581)

Other income (expense)
Interest income 476 245 448
Interest expense - - (45)
Other (192) (227) (727)

284 18 (324)

Net loss $  (10,882) $  (703) $  (3,905)

Basic loss per common share $    (0.81) $    (0.05) $    (0.30)

Diluted loss per common share $    (0.81) $    (0.05) $    (0.30)

Weighted-average number of common shares
outstanding 13,517,314 13,125,438 12,889,789

          See accompanying notes.
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Telular Corporation
Consolidated Statements of Stockholders’ Equity

(In Thousands)

Common
Additional

Paid-in
Total

Stockholders’
Stock Capital Deficit Equity

Balance at September 30, 2002 $129 $149,531 $(102,913) $46,747
Comprehensive loss:
   Net loss for the year ended

September 30, 2003 – – (3,905) (3,905)
Deferred compensation related to

stock options – 143 –   143
Stock options exercised – 39 –   39
Stock issued in connection with

services and compensation – 118 – 118
Purchase of common stock (2) (630) – (632)
Stock issued in connection with

license agreement 2 998 – 1,000
Balance at September 30, 2003 129 150,199 (106,818) 43,510
Comprehensive loss:
   Net loss for the year ended

September 30, 2004 – – (703) (703)
Stock options exercised 4 1,847 – 1,851
Stock issued in connection with

services and compensation – 143 – 143
Balance at September 30, 2004 133 152,189  (107,521) 44,801
Comprehensive loss:
   Net loss for the year ended

September 30, 2005 – – (10,882) (10,882)
Sale of common stock in a private

placement  26        3,886 – 3,912
Issuance of warrants in a private

placement –        5,311 – 5,311
Stock options exercised 2           631 –  633
Stock and warrants issued in

connection with services and
compensation – 17 – 17

Balance at September 30, 2005 $161 $162,034 $(118,403) $43,792

          See accompanying notes.
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Telular Corporation
Consolidated Statements of Cash Flows

(In Thousands)

Year ended September 30,
2005 2004 2003

Operating activities
Net loss $ (10,882) $ (703) $ (3,905)
Adjustments to reconcile net loss to net cash provided by

(used in) operating activities:
Depreciation 1,475 1,460 1,362
Amortization 600 600 525
Compensation expense related to stock options – – 143
Common stock issued for services and compensation 17 143 118

Changes in assets and liabilities:
Trade accounts receivable 1,738 (4,516) 1,285
Inventories 2,981 548 (3,992)
Other current and non-current assets (105) 334 553
Trade accounts payable (641) 718 (3,867)
Accrued liabilities (244) (504) 1,929

Net cash used in operating activities (5,061) (1,920) (5,849)

Investing activities
Proceeds from sale of marketable securities 875 9,800 7,100
Purchases of marketable securities (500) (2,900) (2,400)
Decrease (increase) in restricted cash (4,000) – 3,789
Acquisition of property and equipment (1,374) (1,115) (1,509)
Acquisition of licenses and technology – – (2,000)
Net cash provided by (used in) investing activities (4,999) 5,785 4,980

Financing activities
Proceeds from the issuance of common stock 9,223 – –
Proceeds from exercise of stock options 633 1,851 39
Proceeds from (repayments on) revolving line of credit, net – – (3,789)
Purchase of treasury stock – – (632)
Net cash provided by (used in) financing activities 9,856 1,851 (4,382)
Net increase (decrease) in cash and cash equivalents (204) 5,716 (5,251)
Cash and cash equivalents, beginning of period 10,227 4,511 9,762
Cash and cash equivalents, end of period $ 10,023 $ 10,227 $ 4,511

Supplemental cash flow information
Interest paid      $         –      $         – $        46
Taxes paid $         – $        18 $        44
Non-cash item :
  Stock issued in connection with license agreement $         – $         – $   1,000

See accompanying notes.
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TELULAR CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(In Thousands, Except Share Data)

1.  DESCRIPTION OF BUSINESS

Telular Corporation (the Company) operates in two business segments, divided between its two principal product lines:
PHONECELL, a line of Fixed Cellular Terminals (FTC’s), and TELGUARD, a line of Wireless Security Products (Security
Products). The Company designs, develops, and manufactures component elements and complete telecommunications
equipment assemblies and other complementary products and markets such products domestically and internationally.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Consolidation
The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries, Telular-
Adcor Security Products and Telular International, Inc. All intercompany balances and transactions have been eliminated.

Revenue Recognition
Product sales and associated costs are recognized at the time of shipment of products which is when title transfers or
performance of services. Royalty revenue, which is based on a percentage of sales by the licensee, is recognized by the
Company upon notification of sales by the licensee.

Cash Equivalents
Cash equivalents consist of highly liquid investments that have maturities of three months or less at the date of purchase.
Cash equivalents are stated at cost, which approximates fair value.

Restricted Cash
On September 30, 2005, the Company had $4,000 of restricted cash.  This cash is collateral for a letter of credit granted to
the Company’s manufacturer in China.  The letter of credit expires on September 1, 2006.

Marketable Securities
The Company has investments in marketable securities consisting of investment-grade debt instruments such as corporate
bonds of $4,675 and $ 5,000 at September 30, 2005 and 2004 respectively, and auction rate securities of $7,400 and
$7,450 at September 30, 2005 and 2004, respectively.  The auction rate securities have interest re-set dates that occur
every 90 days or less and can be actively marketed at ongoing auctions that occur every 90 days or less.  The Company
categorizes its investments in marketable securities as available-for-sale securities.  The cost of these securities
approximates fair value, therefore, there are no unrealized gains or losses included in accumulated other comprehensive
income.

Financial Instruments
Financial instruments that potentially subject the Company to significant concentrations of credit risk consist principally
of trade accounts receivable. Credit risks with respect to trade receivables are limited due to the diversity of customers
comprising the Company’s customer base. For international sales, the Company generally receives payment in advance of
shipment, irrevocable letters of credit that are confirmed by US banks or purchases international credit insurance to reduce
its credit risk. The Company performs ongoing credit evaluations and charges amounts to operations when they are
determined to be uncollectible.

Inventories and Reserve for Obsolescence
Inventories are stated at the lower of first in, first out (FIFO) cost or market.

The Company records a reserve for obsolete or excess inventory.  The Company considers inventory quantities greater
than a one-year supply based on current year activity as well as any additional specifically identified inventory to be
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TELULAR CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(In Thousands, Except Share Data)

excess. The Company also provides for the total value of inventories that are determined to be obsolete based on criteria
such as customer demand and changing technologies.

Goodwill and Intangible Assets
The Company accounts for goodwill and intangible assets in accordance with Statement of Financial Accounting
Standards 142, “Goodwill and Other Intangible Assets” (SFAS 142). Under SFAS 142, goodwill is tested for impairment
at least annually. The Company completed its annual impairment test by comparing the fair value of each reporting unit to
its book value and determined that its goodwill was not impaired.

Intangible assets consist of a license agreement, at cost, which is being amortized over 5 years, the life of the related
agreement, using the straight-line method. Amortization expense was $600 in fiscal 2005 and  is expected to be $600 for
fiscal years 2006 and 2007 and $450 for fiscal year 2008.

Property and Equipment
Property and equipment are stated at cost. Depreciation and amortization are computed using straight-line methods over
the assets’ useful lives ranging from 3 to 10 years.  Depreciation expense was $1,475, $1,460 and $1,362 for 2005, 2004
and 2003, respectively.

Income Taxes
The Company utilizes the liability method of accounting for income taxes whereby it recognizes deferred tax assets and
liabilities for future tax consequences of temporary differences between the tax basis of assets and liabilities and their
reported amounts in the financial statements.  Deferred tax assets are reduced by a valuation allowance if, based upon
management’s estimates it is more likely than not, that a portion of the deferred tax assets will not be realized in a future
period.  The estimates utilized in the recognition of deferred tax assets are subject to revision in future periods based on
new facts or circumstances.

Earnings Per Share of Common Stock
Basic earnings per share of common stock is computed by dividing net earnings by the weighted average number of
shares of common stock outstanding during the period. Diluted earnings per share of common stock is computed by
dividing net earnings by the weighted average number of shares of common stock and common stock equivalents, which
relate entirely to the assumed exercise of stock options and warrants. Weighted average number of shares of common
stock outstanding for computation of basic and diluted earnings per share were 13,517,314, 13,125,438, and 12,889,789 in
2005, 2004 and 2003, respectively.

The shares outstanding used to compute diluted earnings per share for 2005, 2004 and 2003 exclude outstanding options
to purchase 1,719,235, 1,801,226 and 1,698,927 shares of common stock, respectively, with weighted average exercise
prices of $7.93, $7.90 and $7.77, respectively. The options were excluded because their inclusion in the computation
would have been antidilutive.

Stock-Based Compensation
The Company has an officer and employee stock incentive plan, a non-employee director stock incentive plan and outside
of the plans several stock option agreements (see Note 10). Stock-based compensation awards under these plans and
agreements are accounted for using the intrinsic value method prescribed in Accounting Principles Board Opinion 25,
“Accounting for Stock issued to Employees.”

In addition, the Company has adopted the disclosure alternative of Statement of Financial Accounting Standards 123,
“Accounting for Stock-Based Compensation” (SFAS 123).
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TELULAR CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(In Thousands, Except Share Data)

Pro forma information regarding net income and earnings per share is required by SFAS 123, which also requires that the
information be determined as if the Company had accounted for its options granted subsequent to October 1, 1995, under
the fair value method of that Statement. The fair value of options was estimated at the date of grant using a Black-Scholes
stock option valuation model with the following weighted-average assumptions for 2005, 2004 and 2003: volatility factor
of the expected market price of the common stock of 60%; a weighted-average expected life of the options of four years;
no dividend yield and a risk-free interest rate of 3.80% for 2005 and 3.75% for 2004 and 2003.

Based on these assumptions, the weighted average fair value of the options granted at the date of grant in 2005, 2004 and
2003 was $2.33, $3.65 and $1.78, respectively.

The Black-Scholes stock option valuation model was developed for use in estimating the fair value of traded options,
which have no vesting restrictions and are fully transferable. In addition, stock option valuation models require the input
of highly subjective assumptions including the expected stock price volatility. Because the Company’s employee stock
options have characteristics significantly different from those of traded options, and because changes in the subjective
input assumptions can materially affect the fair value estimate, in management’s opinion, the existing models do not
necessarily provide a reliable single measure of the fair value of its employee stock options.

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the options’
vesting period. The Company’s pro forma information follows:

2005 2004 2003
Net loss as reported $ (10,882) $     (703) $   (3,905)
Plus employee stock option expense
   recorded under the intrinsic method,
   net of related tax effects – –          143
Less stock-based employee compensation expense
   determined under the fair value based method for
   all awards, net of related tax effects           (863)      (1,194)         (927)
Pro forma net loss $   (11,745) $   (1,897) $   (4,689)

Net loss per share:
   Basic – as reported $     (0.81) $     (0.05) $     (0.30)
   Basic – pro forma $     (0.87) $     (0.14) $     (0.36)

   Diluted – as reported $     (0.81) $     (0.05) $     (0.30)
   Diluted – pro forma $     (0.87) $     (0.14) $     (0.36)

In December 2004, the FASB issued SFAS No. 123(R), Share Based Payment, which is a revision of SFAS No. 123,
Accounting for Stock-Based Compensation, and supercedes APB Opinion No. 25, Accounting for Stock Issued to
Employees which requires the cost of all share-based payments, including grants of employee stock options, to be
recognized in the financial statements based on their fair values.  SFAS 123(R) will require that the Company calculate
the cost of stock option grants based on their grant date fair value and recognize that cost in income over the vesting
period.  In April 2005, the FASB changed the implementation date for SFAS 123(R). Originally, public companies subject
to SEC oversight were required to implement FSAS 123(R) at the beginning of the first interim or annual reporting period
beginning after June 15, 2005.  As a result of the action by the SEC, the provision of this statement will now be effective
for the Company during the first quarter of fiscal year 2006.
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TELULAR CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(In Thousands, Except Share Data)

The Company will adopt SFAS 123(R) under the Modified Prospective Transition (MPT) method as of October 1, 2005.
Under the MPT method, the cost for awards that were granted prior to, but not vested, as of October 1, 2005, will be
recognized in income over their remaining vesting period.  The cost of these awards will be based on the grant date fair
value estimate used for SFAS 123(R) pro forma disclosure purposes presented in the table above.  The Company intends
to use the Black-Scholes valuation method to value stock options granted after October 1, 2005.

The Company expects that total stock compensation expense in 2005 will be similar to the 2005 pro-forma stock
compensation expense.  SFAS 123(R) also requires the benefits of tax deductions in excess of recognized compensation
costs to be reported as a financing cash flow, rather than as an operating cash flow as required under current guidance.
This requirement will reduce net operating cash flows and increase net financing cash flows in periods after adoption. The
Company cannot estimate what those amounts will be in the future because they depend on, among other things, when the
employees exercise stock options.  Because the Company has had a history of operating losses, the tax deduction benefits
recognized from the employee exercise of stock options will be fully included in our deferred tax valuation allowance due
to the uncertainty of their realization.

Accrued Liabilities
Accrued liabilities included $750 and $1,000 for the acquisition of licenses at September 30, 2005 and 2004, respectively.

Fair Value of Financial Instruments
At September 30, 2005 and 2004, the Company’s financial instruments were marketable securities, accounts receivable,
accounts payable and accrued liabilities.  The carrying values reported in the consolidated balance sheet for these financial
instruments approximate their fair values.

Research and Development Costs
Research and development costs for the years ended September 30, 2005, 2004 and 2003, were $5,179, $7,042 and
$6,839, respectively, and are included in engineering and development expense.

Shipping and Handling Costs
Shipping and handling costs of approximately $270, $203, and $188 were included in selling and marketing expense for
the years ended September 30, 2005, 2004 and 2003, respectively.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

Reclassifications
Prior to September 30, 2005, the Company classified auction rate securities as part of cash and cash equivalents.  The
Company has determined that such securities, $12,075 as of September 30, 2005, are not cash equivalents and, therefore,
now classifies these securities as marketable securities.  The September 30, 2004 balance of such securities of $12,450
has been reclassified in the accompanying Consolidated Balances Sheets to conform with this presentation.  Certain other
prior period amounts in the accompanying Consolidated Statements of Cash Flows have been reclassified to conform with
this presentation.
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TELULAR CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(In Thousands, Except Share Data)

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In November 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 151, Inventory Costs – an
amendment of ARB No. 43, Chapter 4.  SFAS No. 151 amends guidance in ARB No. 43 Chapter 4, clarifying the
accounting for abnormal amounts of idle facility expense, freight, handling costs and waste material.  These items are to
be recognized as current-period charges.  This statement also requires that allocation of fixed production overheads to the
cost of conversion be based on the normal capacity of the production facilities.  This statement is effective for the
Company’s 2006 fiscal year.  This statement describes our current process; therefore, it will not have any significant
impact on our financial position or results of operations.

In December 2004, the FASB issued SFAS No. 123(R), Share Based Payment, which is a revision of SFAS No. 123,
Accounting for Stock-Based Compensation, and supercedes APB Opinion No. 25, Accounting for Stock Issued to
Employees, and its related guidance.  SFAS No. 123(R) focuses primarily on accounting for transactions in which an
entity obtains employee services through share-based payment transactions.  It requires a public entity to measure the cost
of employees services received in exchange for the award of  equity instruments based on the fair value of the award at
the grant date.  The cost will be recognized over the period during which an employee is required to provide services in
exchange for the award.  The provisions of this statement become effective for the Company in the first quarter of fiscal
year 2006.  We expect the impact on the Company’s consolidated financial statements to be consistent with the
disclosures included in our Note 2 to the consolidated financial statements.

In December 2004, the FASB issued FSP FAS 109-1, Application of FASB No. 109, Accounting for Income Taxes, to the
Tax Deduction on Qualified Production Activities Provided by the American Jobs Creation Act of 2004.  FSP FAS No.
109-1 clarifies FSAS No. 109’s guidance that applies to the new tax deduction for qualified production activities.  FSP
FAS No. 109-1 became effective upon issuance.  We believe that this pronouncement does not have a significant impact
on our effective tax rate for 2005.

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Errors Corrections – a replacement of ABP
Opinion No. 20 and FASB Statement No. 3, Reporting Accounting Changes in Interim Financial Statements.  This
statement requires retrospective application to prior periods’ financial statements of changes in accounting principle,
unless it is impractical to determine either the period-specific effects or the cumulative effect of the change.  This
statement also requires that retrospective application of a change in accounting principle be limited to the direct effect of
the change and that a change in depreciation, amortization, or depletion method for long-lived nonfinancial assets be
accounted for as a change in accounting estimate effected by a change in accounting principle.  This statement is effective
for the Company’s 2006 fiscal year. We do not anticipate this pronouncement having a significant impact on our results of
operations or financial position.
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(In Thousands, Except Share Data)

3. INVENTORIES

Inventories consist of the following:
September 30

2005 2004

Raw materials $   6,703 $   5,328
Finished goods 4,209 6,806

10,912 12,134
Less reserve for obsolescence 3,257 1,498

$  7,655 $ 10,636

The Company increased its reserve for obsolescence by $1,759 in 2005.  This increase reflects $1,390 to fully reserve for
products that have determined to be obsolete based on their existing technology, $130 for products that have been reduced
to market cost and $239 reserve for excess inventory.

4. PROPERTY AND EQUIPMENT

Property and equipment consist of the following:

September 30
2005 2004

Test and shop equipment $  9,615 $  9,222
Computer equipment 4,776 4,481
Office equipment 1,131 1,107
Leasehold improvements 1,540 1,537
Security equipment held for rent 333 333
Construction in progress 658 –

18,053 16,680
Less accumulated depreciation 15,025 13,550

$  3,028 $  3,130

Construction in progress is computer equipment and test and shop equipment sent to the Company’s contract
manufacturer in China.  At September 30, 2005, this equipment has not yet been placed in service.
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5. INCOME TAXES

The Company did not record any US federal or state income tax provision or benefit for fiscal year 2005, 2004 and 2003
due to the net operating loss generated in each year.

At September 30, 2005, the Company had net operating loss carryforwards of approximately $118,289 for income tax
purposes that begin expiring in 2009. Of this amount, $10,026 relates to tax deductions generated by the exercise of
certain stock options by employees, which will be available to offset future income tax liabilities by a total of $3,890. This
amount will be treated as a credit to paid in capital when realized. In addition, the Company has $2,514 of research and
development credit carryforwards, which begin expiring in 2008.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant components of the
Company’s deferred tax assets are as follows:

September 30
2005 2004

Deferred tax assets:
Reserve for inventories $      1,264 $      581
Allowance for doubtful accounts 72 74
 Fixed assets 503 343
Intangible assets 654 1,140
Research and development tax credit 2,514 2,514
Net operating loss carryforwards 45,896 41,949
Other 365 502

Total deferred tax assets 51,268 47,103
Less valuation allowance 51,268 47,103
Net deferred tax assets $          – $          –

The Company has provided a full valuation allowance on the deferred tax asset due to the uncertainty of its realizability.
The valuation allowance increased by $4,165 during the fiscal year ended September 30, 2005, due principally to the
increase in the net operating loss carryforwards in 2005.

Based on Internal Revenue Code Section 382, changes in the ownership of the Company may limit the utilization of net
operating loss carryforwards of the Company.

6. COMMITMENTS

The Company occupies certain facilities and rents certain equipment under various lease agreements expiring through
February 28, 2015. Rent expense for the years ended September 30, 2005, 2004, and 2003 was approximately $1,093,
$1,035 and $978, respectively. Future minimum obligations under noncancelable operating leases are as follow:
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Fiscal Year
    2006 $    1,194
    2007 721
    2008 130
    2009 90
    2010 73
    Thereafter 365
    Total $  2,573

During fiscal year 2002, the Company entered into an agreement with Plexus Services Corporation relating to the
manufacturing of circuit card assemblies and final assemblies of the Company’s products. Either party may terminate the
agreement upon 90 days prior written notice to the other party. As of September 30, 2005 and 2004, the Company had
$7,196 and $2,998 respectively, in open purchase commitments pursuant to this agreement.

During fiscal year 2005, the Company entered into an agreement with Celestica Limited related to the manufacturing of
final assemblies of the Company’s products.  Either party may terminate the agreement upon 90 days prior written notice
to the other party.  As of September 30, 2005, the Company had $11,064 in open purchase commitments pursuant to this
agreement.

7. REDEEMABLE PREFERRED STOCK AND PREFERRED STOCK

At September 30, 2005 and 2004, the Company had 21,000 shares of $0.01 par value Redeemable Preferred Stock
authorized and none outstanding and 9,979,000 shares of $0.01 par value Preferred Stock authorized and none outstanding.

8. CAPITAL STOCK AND STOCK OPTIONS

On September 2, 2005, the Company sold 2,650,000 shares of its Common Stock for $9,275 ($9,223 net of offering costs), in
a private placement that was exempt from the registration requirements of the Securities Act of 1933 pursuant to Regulation
D.  The Company subsequently filed a registration statement on Form S-3 under the Securities Act of 1933, which was
declared effective by the Securities and Exchange Commission on October 21, 2005.  In addition to the Common Stock, the
Company also issued Series A Warrants exercisable for a total of 1,325,000 shares of Common Stock at a strike price of
$4.50 per share and Series B Warrants exercisable for a total of 1,325,000 shares of Common Stock at a strike price of $5.00
per share.  Both the Series A and Series B Warrants vest six months from the closing date, expire on September 2, 2010 and
are callable by the Company based on the performance of the Company’s Common Stock price.  The warrants were valued
using the Black-Scholes pricing model.  Of the net proceeds from the sale, $2,717 was allocated to the Series A Warrants and
$2,594 was allocated to the Series B Warrants

During fiscal year 2003, the Company’s Board of Directors authorized the repurchase of shares of the Company’s Common
Stock, and the Company acquired 157,553 shares at a total cost of $632 during fiscal year 2003.

On April 14, 2003, the Company acquired a fixed cellular CDMA subscriber unit license from QUALCOMM Inc.
(QUALCOMM). The Company paid for the up-front license fee by agreeing to make cash installment payments and by
issuing 166,309 shares of the Company’s Common Stock with a fair value of $1,000. This issuance was exempt from
registration pursuant to Section 4(2) of the Securities Act of 1933 as it did not involve a public offering of securities. The
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Company subsequently filed a registration statement on Form S-3 under the Securities Act of 1933, which was declared
effective by the Securities and Exchange Commission on June 11, 2003.

In connection with the Loan and Security Agreement with Wells Fargo Business Credit Inc. (Wells Fargo) entered into
during fiscal year 2000, the Company issued warrants to Wells Fargo convertible into 50,000 shares of the Company’s
Common Stock.  The warrants have a strike price of $16.29 per share and do not have an expiration date.

The Company has an officer and employee Stock Incentive Plan and a Non-employee Director Stock Incentive Plan (the
Plans). Under the Plans, options to purchase shares of Common Stock may be granted to all officers, employees and non-
employee directors. Stock options have been granted at exercise prices as determined by the Compensation Committee of
the Board of Directors to all officers, employees and non-employee directors of the Company pursuant to the Plans. These
stock options will vest either immediately or over a period of up to three years. All stock options, if not exercised or
terminated, will expire either on the sixth or the tenth anniversary of the date of grant.  In addition, the Plans provide for
the issuance of Common Stock to employees for their performance.

Prior to October 2002, Stock Option Agreements were also provided annually to the independent directors of the
Company in lieu of compensation as directors and members of committees of the Board of Directors. These options were
granted at exercise prices equal to the price of the Company’s common stock on the date of grant and those not exercised
or cancelled expire on the tenth anniversary of the date of grant.

At September 30, 2005, the Company has reserved 3,750,000 shares of Common Stock, of which 2,317,982 are available
for issuance in connection with the Plans.

Common stock issued to employees for services performed was 3,034 shares and 9,973 shares in 2005 and 2004,
respectively.

The following table displays all stock option activity as of September 30, including stock options granted under the Plans
and the Stock Option Agreements.

2005 2004 2003

Options
(000’s)

Weighted-
Average
Exercise

Price
Options
(000’s)

Weighted-
Average
Exercise

Price
Options
(000’s)

Weighted
-Average
Exercise

Price
Outstanding at beginning of year 1,801 $7.90 1,699 $7.77 1,196 $10.27
Granted 619 4.54 601 6.98 731 3.40
Exercised (192) 3.30 (306) 6.05 (19) 2.05
Canceled (509) 5.45 (193) 6.86 (209) 7.29
Outstanding at end of year 1,719 $7.93 1,801 $7.90 1,699 $7.77
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The following table summarizes information about options outstanding at September 30, 2005:

Range of
Exercise Prices

Outstanding
as of 9/30/05

(000’s)

Weighted-
Average

Remaining
Contractual

Life

Outstanding
Weighted-
Average
Exercise

Price

Exercisable
as of 9/30/05

(000’s)

Exercisable
Weighted-
Average
Exercise

Price
$2.47  -   3.75    398 4.51       $  2.96         139      $  2.74

3.76  -   6.57    416 4.67           5.15 272          4.86
 6.58  - 12.08    458 4.24           7.37         183          8.12

12.09  - 23.06    447 1.15         15.51 443        15.52
1,719 3.60       $  7.93      1,037      $  9.70

9. SEGMENT REPORTING

The Company, which is organized on the basis of products and services, has two reportable business segments, Fixed
Cellular Terminals and Security Products. The Company designs, develops, manufactures and markets both Fixed Cellular
Terminals and Security Products (see Segment Reporting table below). Fixed Cellular Terminals bridge wireline
telecommunications customer premises equipment with cellular type transceivers for use in wireless communication
networks. Security products provide wireless backup systems for both commercial and residential alarms systems.

Summarized below are the Company's segment revenue, net income (loss), tangible long-lived assets, capital expenditures
and depreciation and amortization by reportable segment:

Segment Reporting            2005               2004                 2003

Revenue
     Fixed Cellular Terminals $ 36,820 $61,905 $50,138
     Security Products 15,615 14,054 12,836

52,435 75,959 62,974
Net Income (Loss)
     Fixed Cellular Terminals (12,318) (1,167) (2,292)
     Security Products         1,436           464 (1,613)

(10,882) (703) (3,905)
Property and Equipment, net
     Fixed Cellular Terminals 2,849 2,727 2,855
     Security Products 179 403 620

3,028 3,130 3,475
Capital Expenditures
     Fixed Cellular Terminals 1,374 1,107 1,504
     Security Products      – 8 5

1,374 1,115 1,509
Depreciation and Amortization
     Fixed Cellular Terminals 1,252 1,234 1,133
     Security Products 223 226 229

1,475 1,460 1,362
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Export sales of Fixed Cellular Terminals represent 83%, 89%, and 88% of total fixed cellular net sales for the years ended
September 30, 2005, 2004, and 2003, respectively. Export sales of Security Products were insignificant for these periods.

For the fiscal year ended September 30, 2005, two customers located in Guatemala and Mexico accounted for 28% and
33%, respectively, of the Fixed Cellular Terminal revenue and one customer located in the United States accounted for
47% of the Security Products revenue.

For the fiscal year ended September 30, 2004, four customers located in El Salvador, Guatemala, Mexico and the United
States accounted for 17%, 14%, 23% and 15%, respectively, of the Fixed Cellular Terminal revenue and two customers,
both located in the United States, accounted for 45% and 12%, respectively, of the Security Products revenue.

For the fiscal year ended September 30, 2003, one customer located in Mexico accounted for 56% of the Fixed Cellular
Terminal revenue and two customers, both located in the United States, accounted for 49% and 11%, respectively, of the
Security Products revenue.

10. MAJOR CUSTOMERS

For the year ended September 30, 2005, the Company derived approximately $10,019 (19%) and $10,140 (19%) of its
total revenues from two customers, Radiomovil Dipsa and Servicios De Com Personales, respectively.  As of September
30, 2005, $3,602 and $3,158 were included in accounts receivable from these customers, respectively.

For the year ended September 30, 2004, the Company derived approximately $13,982 (18%), $10,670 (14%), $9,554
(13%) and $8,592 (11%) of its total revenues from four customers, Radiomovil Dipsa, Compania De
Telecommunicaciones De El Salvador, Verizon Logistics USA (for its Venezuelan subsidiary) and Telecommunicaciones
De Guatemala, respectively. As of September 30, 2004, $4,322, $2,662, $1 and $2,436 was included in accounts
receivable from these customers, respectively.

For the year ended September 30, 2003, the Company derived approximately $28,165 (45%) of its total revenues from
one customer, Radiomovil Dipsa.

11. EXPORT SALES

Export sales were approximately $30,482, $55,047 and $44,293 for the years ended September 30, 2005, 2004, and 2003,
respectively. Export sales were primarily to the Caribbean and Latin American (CALA) regions during the years ended
September 30, 2005, 2004 and 2003.

12. CONTINGENCIES

The Company is involved in various legal proceedings that arose in the ordinary course of its business. While any
litigation contains an element of uncertainty, management believes that the outcome of such proceedings will not have a
material adverse effect on the Company’s consolidated results of operations or financial position.

13. EMPLOYEE BENEFIT PLAN

The Company sponsors a defined contribution plan under section 401(k) of the Internal Revenue Code. The plan covers
substantially all employees of the Company. The Company may match employee contributions on a discretionary basis.
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There were no matches and therefore no amounts charged against operations related to the Company’s match for the years
ended September 30, 2005, 2004, and 2003.

14. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following is a summary of the quarterly results of operations for the years ended September 30, 2005 and 2004 (in
thousands, except share data).

Three months ended
December 31 March 31 June 30 September 30

Fiscal year ended 2005
Total revenue $13,653 $ 13,083 $ 11,415 $ 14,284
Gross margin 4,009 2,779 1,039 2,954
Net loss (931) (2,940) (4,503) (2,508)
Basic loss per common share (0.07) (0.22) (0.34) (0.18)
Diluted loss per common share (0.07) (0.22) (0.34) (0.18)

Fiscal year ended 2004
Total revenue $16,348 $ 24,594 $ 16,428 $ 18,589
Gross margin 4,057 6,767 4,720 5,658
Net income (loss) (1,483) 798 (522) 504
Basic income (loss) per common

share (0.11) 0.06 (0.04) 0.04
Diluted income (loss) per

common share (0.11) 0.06 (0.04) 0.04
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PART III

ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

The Company maintains disclosure controls and procedures that are designed to ensure that information required to be
disclosed by the Company in reports that it files or submits under the Securities Exchange Act of 1934 is recorded,
processed, summarized and reported within the time periods specified in Securities and Exchange Commission rules and
forms. As of the end of the period covered by this report management carried out, with the participation of the Chief
Executive Officer (“CEO”) and the Chief Financial Officer (“CFO”), an evaluation of the effectiveness of the Company’s
disclosure controls and procedures. Based on that evaluation, the CEO and CFO have concluded that the Company’s
disclosure controls and procedures are effective.

During the quarter ended September 30, 2005, there were no significant changes in the Company’s internal controls over
financial reporting identified in connection with the evaluation required by paragraph (d) of Rule 13a-15 or Rule 15d-15
under the Exchange Act that have materially affected, or are reasonably likely to materially affect, the Company’s internal
control over financial reporting.

Management’s Report on Internal Control Over Financial Reporting
The Company’s management is responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Rules 13a-15(f) under the Securities Exchange Act of 1934. The Company’s internal
control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles.

Processes have been updated and new ones put into place governing our internal controls but because of its inherent
limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company’s management assessed the effectiveness of the Company’s internal control over financial reporting as of
September 30, 2005, using the criteria set forth by the Internal Control – Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Based on this assessment, the Company’s management
believes that, as of September 30, 2005, the Company’s internal control over financial reporting was effective based on
those criteria.

The Company’s independent registered public accounting firm, Ernst & Young LLP, have issued an attestation report on
management’s assessment of the Company’s internal control over financial reporting. That attestation report is included
herein.

ITEM 9B. OTHER INFORMATION

None.
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ITEM 10.  DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

Pursuant to General Instruction G(3), reference is made to the information contained under the caption Election of
Directors in the Company’s definitive proxy statement for the Annual Meeting of Shareholders to be held January 31,
2006, which is incorporated herein.

The Directors’ names and occupations are listed in the Company’s definitive proxy statement for the Annual Meeting of
Shareholders to be held January 31, 2006. Names and information about executive officers are provided in Item 1 of this
filing.

The Company has adopted a Code of Ethics for Senior Financial Officers that covers the principal executive officer, the
principal financial officer and the principal accounting officer. This Code is posted on the Company’s website at
www.telular.com/profile/codes.asp

ITEM 11. EXECUTIVE COMPENSATION

Pursuant to General Instruction G(3), reference is made to the information contained under the caption Executive
Compensation in the Company’s definitive proxy statement for the Annual Meeting of Shareholders to be held January 31,
2006, which is incorporated herein.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Pursuant to General Instruction G(3), reference is made to the information contained under the caption Security Ownership of
Certain Beneficial Owners and Management in the Company’s definitive proxy statement for the Annual Meeting of
Shareholders to be held January 31, 2006, which is incorporated herein.

Further, for the information required by Item 201(d) of Regulation S-K, reference is made to the information contained under
the caption “Option Exercise and Fiscal Year-End Option Values” in the Company’s definitive proxy statement for the Annual
Meeting of Shareholders to be held January 31, 2006, which is incorporated herein.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Pursuant to General Instruction G(3), reference is made to the information contained under the caption Certain Transactions in
the Company’s definitive proxy statement for the Annual Meeting of Shareholders to be held January 31, 2006, which is
incorporated herein.

ITEM 14.  PRINCIPAL ACCOUNTANT FEES AND SERVICES

Pursuant to General Instruction G(3), reference is made to the information contained under the caption Independent Public
Accountants in the Company’s definitive proxy statement for the Annual Meeting of Shareholders to be held January 31,
2006, which is incorporated herein.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(a) 1. The following financial statements are included in Part II, Item 8 of this Form 10-K.
Reports of Independent Registered Public Accounting Firm
Consolidated Balance Sheets as of September 30, 2005 and 2004
Consolidated Statements of Operations for the years ended September 30, 2005, 2004 and 2003
Consolidated Statements of Stockholders’ Equity for the years ended September 30, 2005, 2004 and 2003
Consolidated Statements of Cash Flows for the years ended September 30, 2005, 2004 and 2003
Notes to Consolidated Financial Statements

2. The following financial statement Schedule II – Valuation and Qualifying Accounts for the years ended
September 30, 2005, 2004 and 2003 is filed as part of this report. All other financial statement schedules
have been omitted because they are not applicable or are not required or the information required to be set
forth therein is included in the financial statements or notes thereto contained in Part II, Item 8 of this
current report.

  Schedule II – Valuation and Qualifying Accounts

Description

Balance At
Beginning
of Period

Charged
to Costs

and
Expenses

Charged
to Other
Accounts Deductions

Balance
at End

of
Period

Period Ended September 30, 2005
Accumulated Amortization of Intangible
Assets  $         750 $         600 $           – $             – $   1,350
Valuation Allowance of Deferred Tax Asset 47,103 4,165 (2) – – 51,268
Allowance for Doubtful Accounts 192 – – (7) (4) 185
Inventory Reserve 1,498 2,291 – (532) (3) 3,257
Period Ended September 30, 2004
Accumulated Amortization of Intangible
Assets $         150 $        600 $           – $             – $      750
Valuation Allowance of Deferred Tax Asset 45,738 1,365 (2) – – 47,103
Allowance for Doubtful Accounts 103 96 – (7) (4) 192
Inventory Reserve 915 733 – (150) (3) 1,498
Period Ended September 30, 2003
Accumulated Amortization of Intangible
Assets $         625 $        525 $           – $    (1,000) (1) $      150
Valuation Allowance of Deferred Tax Asset 43,953 1,785 (2) – – 45,738
Allowance for Doubtful Accounts 104 17 – (18) (4) 103
Inventory Reserve 465 531 – (81) (3) 915

(1)  Amount represents license fully amortized and netted against the accumulated amortization during the period.
(2)  Amount represents the change in the valuation amount for deferred taxes due principally to
      the origination and utilization of net operating loss carryforwards. The valuation amount reflects
      the net tax effects of temporary differences between the carrying amounts of assets and
      liabilities for financial reporting purposes and the amounts used for income tax purposes.
(3)  Inventory disposed.
(4) Accounts receivable written-off.
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3.  Exhibits

            Number                     Description                                                                Reference

3.1  Certificate of Incorporation Filed as Exhibit 3.1 to 
Registration Statement
No. 33-72096 (the Registration 
Statement)

3.2  Amendment No. 1 to Certificate Filed as 
of Incorporation Exhibit 3.2 to

the Registration
Statement

3.3  Amendment No. 2 to Certificate Filed as
of Incorporation Exhibit 3.3 to 

the Registration
Statement

3.4  Amendment No. 3 to Certificate Filed as
of Incorporation Exhibit 3.4 to

Form 10-Q filed
February 16, 1999

3.5  Amendment No.4 to Certificate Filed as
of Incorporation Exhibit 3.5 to

Form 10-Q filed
February 16, 1999

3.6  By-Laws Filed as
Exhibit 3.4 to
the Registration
Statement

4.1 Certificate of Designations, Preferences, Filed as Exhibit 99.2
and Rights of Series A Convertible Preferred Form 8-K filed
Stock April 25, 1997

10.1 Employment Agreement with Filed as Exhibit 10.1
Kenneth E. Millard dated to Form 10-Q filed
January 1, 2003 February 14, 2003

10.2 Stock Option Agreement with Filed as Exhibit 10.2 
Kenneth E. Millard dated to Form 10-Q filed
January 28, 2003 February 14, 2003

10.3  Appointment of Larry J. Ford Filed as Exhibit 10.2
to Form 10-Q filed
May 1, 1995

10.4 Settlement and Release of Claims Filed as Exhibit 10.25
Agreement with Motorola (1) to Form 10-Q filed

February 14, 2001 (1)
10.5 Agreement for the Purchase of Telular Filed as Exhibit 10.1

                  Fixed Telephony Digital Cellular to Form 8-K filed
              Telephones Dated as of September 13, September 13, 2000 (1)
            2000, among Telular Corporation,
            Radiomovil DIPSA, S.A. de C.V., and
       BrightStar de Mexico S.A. de C.V. (1)

10.6 Amendment 1 dated June 20, 2002, to the Filed as Exhibit 10.45 to
September 13, 2000 Agreement for the Form 10-Q filed
Purchase of Telular Fixed Telephony August 14, 2002
Digital Cellular Telephones among
Telular Corporation, et.al. (1)

        
10.7 Nonqualified Stock Option Agreement, Filed as Exhibit 4.9 to

dated as of October 31, 2000, by and Registration Statement on
between the Company and Larry J. Ford Form S-8, Registration
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        No. 333-61970 filed
        May 31, 2001

10.8 Nonqualified Stock Option Agreement, Filed as Exhibit 4.10 to
dated as of October 26, 1999, by and Registration Statement on
between the Company and Larry J. Ford         Form S-8, Registration

        No. 333-61970 filed
        May 31, 2001

10.9 Nonqualified Stock Option Agreement,         Filed as Exhibit 4.15 to
dated as of October 31, 2000, by and Registration Statement on
between the Company and John E. Berndt Form S-8, Registration

        No. 333-61970 filed
        May 31, 2001

10.10 Nonqualified Stock Option Agreement,         Filed as Exhibit 4.16 to
dated as of October 26, 1999, by and Registration Statement on
between the Company and John E. Berndt Form S-8, Registration

        No. 333-61970 filed
                          May 31, 2001

        
10.11 Nonqualified Stock Option Agreement,         Filed as Exhibit 10.39 to

dated as of August 30, 2001, by and Form 10-K filed
between the Company and Richard D. Haning December 21, 2001

10.12 Advance Agreement dated as of         Filed as Exhibit 10.40 to
October 9, 2001, by and between the Form 10-K filed
Company and DNIC Brokerage Company December 21, 2001

10.13 Nonqualified Stock Option Agreement,         Filed as Exhibit 10.41 to
dated as of October 30, 2001, by and Form 10-K filed

     between the Company and John E. Berndt December 21, 2001
10.14 Nonqualified Stock Option Agreement,         Filed as Exhibit 10.42 to

dated as of October 30, 2001, by and Form 10-K filed
     between the Company and Larry J. Ford         December 21, 2001

10.15 Nonqualified Stock Option Agreement,         Filed as Exhibit 10.43 to
dated as of October 30, 2001, by and Form 10-K filed

     between the Company and Richard D. Haning December 21, 2001
10.16 Telular Corporation Non-employee Filed as Exhibit 10.22

Directors’ Stock Incentive Plan to Form 10-Q filed
February 14, 2003

10.17 Telular Corporation Common Stock Filed as Exhibit 10.23 to
Purchase Agreement dated April 14, 2003, Form 10-Q filed
by and among Telular Corporation and May 15, 2003
QUALCOMM Incorporated

10.18 Employment Agreement with Filed as Exhibit 10.1
Michael J. Boyle dated July 22, 2005 to Form 8-K filed

July 25, 2005
21 Subsidiaries of Registrant Filed herewith
23 Consent of Ernst & Young LLP Filed herewith

31.1 Certification Pursuant to Section 302  Filed herewith
of the Sarbanes-Oxley Act of 2002.

31.2 Certification Pursuant to Section 302  Filed herewith
of the Sarbanes-Oxley Act of 2002.

32.1       Certification Pursuant to 18    Furnished herewith
               U.S.C. Section 1350 as Adopted
                Pursuant to Section 906 of the
                Sarbanes-Oxley Act of 2002

99 Cautionary Statements Furnished herewith
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(1) Certain portions of this exhibit have been omitted and filed separately with the United
States Securities and Exchange Commission pursuant to a request for confidential treatment.
The omitted portions have been replaced by an * enclosed by brackets ([*]).
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
Report to be signed on its behalf by the undersigned, thereunto duly authorized.

Telular Corporation

Date: December 14, 2005 By: /s/    MICHAEL J. BOYLE
Michael J. Boyle
President & Chief Executive Officer

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed by the following persons
on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/       MICHAEL J. BOYLE            President & Chief Executive December 14, 2005
Michael J. Boyle Officer

/s/       DANIEL D. GIACOPELLI   Executive Vice President, December 14, 2005
          Daniel D. Giacopelli Chief Technology Officer and Director

/s/       JEFFREY L. HERRMANN   Executive Vice President, December 14, 2005
Jeffrey L. Herrmann Chief Operating Officer,

Chief Financial Officer and Secretary

/s/       ROBERT L. DEERING         Chief Accounting Officer December 14, 2005
Robert L. Deering

/s/       JOHN E. BERNDT                Chairman of the Board December 14, 2005
John E. Berndt

/s/       LARRY J. FORD                   Lead Independent Director December 14, 2005
Larry J. Ford

/s/       BRIAN J. CLUCAS               Director December 14, 2005
Brian J. Clucas

/s/       LAWRENCE S. BARKER    Director December 14, 2005
Lawrence S. Barker

/s/       KEVIN J. WILEY                  Director December 14, 2005
Kevin J. Wiley
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Exhibit 21

SUBSIDIARIES OF REGISTRANT

     The registrant, Telular Corporation, is a Delaware corporation. The registrant's subsidiaries are:

     1. Telular - Adcor Security Products, Inc., a Georgia corporation.

     2. Telular International, Inc., an Illinois corporation.
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Exhibit 23

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statement (Form S-8) pertaining to Telular Corporation
Sixth Amended and Restated Stock Incentive Plan of our reports dated December 9, 2005, with respect to the consolidated
financial statements and schedule of Telular Corporation, Telular Corporation management’s assessment of the
effectiveness of internal control over financial reporting, and the effectiveness of internal control over financial reporting
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Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael J. Boyle, President & Chief Executive Officer, certify that:

1. I have reviewed this annual report on Form 10-K of Telular Corporation;

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

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

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15f and 15d-15f) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report
is being prepared;

b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting principles.

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting;
and;

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors
(or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal control over financial reporting.

Date: December 14, 2005  /s/ Michael J. Boyle
Michael J. Boyle
President & Chief Executive Officer
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Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Jeffrey L. Herrmann, Executive Vice President, Chief Operating Officer and Chief Financial Officer, certify that:

1. I have reviewed this annual report on Form 10-K of Telular Corporation;

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

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

4. The Registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15f and 15d-15f) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the Company, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report
is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting principles.

c) Evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d) Disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred
during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that
has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control over financial
reporting; and

5. The Registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the Registrant’s auditors and the audit committee of the Registrant’s board of directors
(or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the Registrant’s ability to record, process, summarize and report
financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the Registrant’s internal control over financial reporting.

Date:  December 14, 2005 /s/ Jeffrey L. Herrmann
Jeffrey L. Herrmann
Executive Vice President, Chief Operating
Officer & Chief Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

This certification is provided pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and accompanies this Annual
Report of Telular Corporation (the "Company") on Form 10-K for the period ended September 30, 2005 (the "Report").

I, Michael J. Boyle, President & Chief Executive Officer of the Company, and I, Jeffrey L. Herrmann, Executive Vice
President, Chief Operating Officer and Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. ss. 1350, as
adopted pursuant to ss. 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:

      (1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

      (2) The information contained in the Report fairly presents, in all material respects, the financial condition and result
of operations of the Company.

/s/ Michael J. Boyle
Michael J. Boyle
President & Chief Executive Officer
December 14, 2005

/s/ Jeffrey L. Herrmann
Jeffrey L. Herrmann
Executive Vice President, Chief Operating Officer and Chief Financial Officer
December 14, 2005
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Exhibit 99

CAUTIONARY STATEMENTS

You should carefully consider the following risks before you decide to buy our common stock.  If any one of these risks or
uncertainties were to occur, our business, financial condition, results and performance could be seriously harmed and/or
the price of our common stock might significantly decrease.

Unfavorable economic events including competitive pricing pressure in our target markets could lead to lower
sales of our products.

Sales of our products depend on the growth of the Cellular Fixed Wireless telecommunications industry in general
and increased demand for Cellular Fixed Wireless products worldwide. Based upon observed trends, the Company
believes that the market for cellular FCT’s will experience substantial growth over the next five years.  The Company has
identified significant growth opportunities in Africa, Brazil, China, Europe, India, Mexico, Venezuela and the United
States.  Each of these markets will develop at a different pace, and the sales cycle for these regions is likely to be several
months or quarters.

In general, the Company is currently facing competition in many FCP markets that is reducing the price at which
the Company can sell its products to levels significantly lower than the Company’s historical gross margins, and
potentially to levels at which such sales are not economical for the Company. The Company is pursuing efforts to reduce
its per-unit costs and exploring partnership arrangements in an effort to respond to these competitive conditions.  As an
example of such efforts, the Company recently entered into an agreement with an electronics manufacturer in China to
allow the company to be a low cost producer.

In addition, unfavorable general economic conditions in any market will have a negative effect on sales in that
market.  Because economic conditions in one region often affect conditions globally, unfavorable general economic
conditions in one market or region might result in damage to industry growth and demand in other markets as well.

The intense competition in the cellular fixed wireless telecommunications industry could prevent us from achieving
or sustaining profitability.

Recently, we have seen an increase in the number of competitors using Docking Station Products.  A docking
station is an accessory product that enables a user with a cellular phone to easily connect it to phone(s), a fax machine or a
computer modem, and therefore, simulate the functionality of our PHONECELL products.  Docking Station Products
have a competitive advantage from a pricing standpoint because the user already owns a cellular phone.

The market for cellular fixed wireless products is extremely competitive, and we may not be able to successfully
compete with other companies already in the market and new companies that enter the market.  Our competitors in this
market include:

• LG Electronics;

• Axesstel, Inc.;

• CSI Wireless, Inc.;

• Ericsson;

• Huawei Technologies Co., Ltd.;

• ZTE Corporation; and
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• Westech Korea, Inc.

Many of these competitors have greater resources than us in many areas critical to succeeding in the industry,
including:

• financial resources;

• manufacturing capabilities;

• name recognition;

• research and development capabilities;

• technical expertise;

• sales and marketing staffs; and

• distribution channels.

Further, these competitors may be able to:

• select more accurately the new or emerging technologies desired by the market;

• respond more rapidly than we can to new or emerging technologies;

• respond more rapidly than we can to changes in customer requirements;

• devote greater resources than we do to research and development efforts;

• promote their products more effectively, including selling their products at a loss in order to obtain market
share or bundling their products with other products that we do not offer in order to promote an end-to-end
solution for their customers that we cannot match; and

• obtain components and manufacture and sell products at lower prices as a result of efficiencies of scale or
purchasing power, thereby rendering our products non-competitive or forcing us to sell our products at
reduced or negative gross margins.

Because of these advantages our competitors may succeed in developing products that are more effective,
desirable and/or cheaper than ours or that render our products and technology obsolete.  They also may have better and
more efficient marketing and distribution structures.

In addition, we have granted non-exclusive, royalty bearing licenses to Motorola and Ericsson, which permits
these companies to produce and sell products using our technology that compete with ours.  Because these companies
have greater resources than we do, they may be able to sell similar products more effectively and cheaper than we can.

Our success depends on the growth and availability of wireless telecommunications services in the markets we
target.

Currently, some of our largest potential markets are developing countries where the demand for basic telephone
service has started to grow significantly only in recent years, such as Africa, Brazil, China, India, Mexico and Venezuela.
In these countries, the relatively low cost of developing and constructing wireless communications infrastructure as
compared to traditional wireline infrastructure may make wireless an attractive alternative to wireline.  Our success
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depends to a large extent on the continued growth and increased availability of cellular and other wireless
telecommunications services in these countries and the availability of such services at competitive prices.

However, these countries may decline to construct wireless systems, or construction may be delayed, for a variety
of reasons, including government regulation, general economic factors, the availability of funding and other competitive
factors.  These factors may also limit or delay purchases of equipment used to provide telephone services, such as our
products.  If system construction and equipment purchases in these countries are not made or are delayed, the demand for
our products in these countries will be limited or delayed.  Similarly, if the cost of using wireless telecommunications
services in these countries is not cost effective, the demand for our products may be limited.

While wireless telecommunication systems in the United States are more developed than in many other markets
that we target, continued expansion of wireless infrastructure and demand for cellular fixed wireless products in the
United States is also important for the growth of our business.  As is the case with conditions in other target markets, there
is no guarantee that wireless telecommunications systems will continue to develop.

Delaware law and our charter documents may inhibit a potential takeover bid that would be beneficial to common
stockholders.

Delaware law and our certificate of incorporation may inhibit potential acquisition bids for Telular common stock
at a price greater than the market price of the common stock.  We are subject to the antitakeover provisions of the
Delaware General Corporation Law, which could delay, deter or prevent a change of control of Telular or make this type
of transaction more difficult.  In addition, our board of directors does not need the approval of common stockholders to
issue shares of preferred stock having rights that could significantly weaken the voting power of the common stockholders
and, as a result, make a change of control more difficult.

We may not be able to obtain the funding we need to operate our business.

Our ability to continue operations depends on having adequate funds to cover our expenses.  Our current
operating plan provides for significant expenditures for research and development of new products, development of new
markets for our products, and marketing programs for our products.  At September 30, 2005, we had $10 million in cash
and cash equivalents and a working capital surplus of $36.5 million.  Based on our current operating plan, we believe that
existing capital resources will allow us to maintain our current and planned operations.

However, our cash requirements may vary and are difficult to predict.  We target markets in developing countries
for product sales, and the nature of these markets makes it difficult to predict revenues.  Events that we cannot anticipate,
economic and political factors and our customer’s ability to execute their plans, may result in order cancellations that may
increase our capital needs.  In addition, from time to time, we are required to post letters of credit that are collateralized
with our cash to support purchase orders we place with our vendors.  The effect of posting such letters of credit is that
some of our cash becomes restricted and unavailable for our working capital needs until such time as the letters of credit
expire.  Also, it is difficult to predict the amount of royalty income we will receive from our licensees.  Thus, actual cash
requirements may be greater than currently anticipated.

Accordingly, we may not have adequate funds to cover our expenses.  If this were the case, we would need to find
other financing sources to provide the necessary funds, such as public or private sales of our equity or debt securities.  We
cannot assure you that if we needed additional funds we would be able to obtain them or obtain them on terms we find
acceptable.  If we could not obtain the necessary financing we may cut back operations, which might include the scaling
back or elimination of research and development programs.
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We rely on a small number of customers for substantially all of our revenues and the loss of one or more of these
customers would seriously harm our business.

For the year ended September 30, 2005, two of our customers accounted for approximately 38% of our revenues.
Although the customers traditionally vary from year to year, we expect that our dependence on a small number of
customers will continue into the foreseeable future.  At present, these customers generally purchase products from us on a
purchase order basis.  Orders covered by firm purchase orders are generally not cancelable; however, customers may
decide to delay or cancel orders.  In the event that we experience any delays or cancellations, we would have difficulty
enforcing the provisions of the purchase order and our revenues could decline substantially and harm our business.

Our operating results may fluctuate greatly from quarter to quarter, which may cause the price of our common
stock to be volatile.

Our quarterly operating results may fluctuate greatly due to numerous factors, including:

• our reliance on large volume orders from only a few customers for most of our product sales, so we
may experience volatility when those orders are filled if we do not then have other orders;

• variations in our distribution channels;

• the mix of products we sell;

• general economic conditions in our target markets;

• the timing of final product approvals from any major distributor or end user;

• the timing of orders from and shipments to major customers;

• the timing of new product introductions by us or our competitors;

• changes in the pricing policies of our suppliers;

• the availability and cost to us of the key components for our products;

• the timing of personnel hirings; and

• market acceptance of our new products or enhanced versions of our existing products.

These quarterly fluctuations may cause volatility in the price of our common stock, as described in the following
paragraph.

Our common stock price has been extremely volatile, and extreme price fluctuations could negatively affect your
investment.

The market price of our common stock has been extremely volatile.  Since October 1, 1999, the price of our
common stock has ranged from a high of $32.00 to a low of $1.00 per share.

Publicized events and announcements may have a significant impact on the market price of our common stock.
For example, the occurrence of any of the following events could have the effect of temporarily or permanently driving
down the price of our common stock:

• shortfalls in our revenue or net income;
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• the results of trials or the introduction of new products by us or our competitors;

• market conditions in the telecommunications, technology and emerging growth sectors; and

• rumors related to us or our competitors.

In addition, the stock market from time to time experiences extreme price and volume fluctuations that
particularly affect the market prices for emerging growth and technology companies, like Telular, and which often are
unrelated to the operating performance of the affected companies.  These broad fluctuations may negatively affect your
ability to sell your shares at a price equal to or greater than the price you paid.  In addition, a decrease in the price of our
common stock could cause it to be delisted from the NASDAQ National Market.

Sales of common stock issuable on the exercise of outstanding and contemplated options and warrants may depress
the price of the common stock.

As of September 30, 2005, there were options granted to employees and directors to purchase approximately
1,719,000 shares of the Company’s common stock.  Options to purchase approximately 1,037,000 of these shares were
exercisable at that time.  The exercise prices for the exercisable options ranges from $2.44 to $23.06 per share, with a
weighted average exercise price of $9.70.  Options to purchase the remaining 682,000 shares will become exercisable
over the next three years.  The exercise prices for the options that are not yet exercisable have a weighted average exercise
price of $5.28.

In connection with a credit facility with Wells Fargo Bank (“Wells”) that matured on December 31, 2002, we
issued to Wells warrants to purchase 50,000 shares of common stock at an exercise price of $16.29 per share with no
expiration.

Finally, in connection with the private placement of 2,650,000 shares of our common stock on September 2, 2005,
we have issued warrants to purchase an additional 1,325,000 shares at an exercise price of $4.50 per share and an
additional 1,325,000 shares at an exercise price of $5.00 per share.  In the future we may issue additional shares of
common stock, convertible securities, options and warrants.

The issuance of shares of common stock issuable upon the exercise of options or warrants could cause substantial
dilution to holders of common stock.  It also could negatively affect the terms on which we could obtain equity financing.

Technology changes rapidly in our industry and our future success will depend on our ability to keep pace with
these changes and meet the needs of our customers.

The telecommunications equipment industry is characterized by rapid technological advances, evolving industry
standards, changing customer needs and frequent new product introductions and enhancements.  The cellular fixed
wireless telecommunications industry also is experiencing significant technological change, such as the transformation of
cellular systems from analog to digital.  The introduction of products embodying new technologies and the emergence of
new industry standards could render our existing products and technology obsolete and unmarketable.  The process of
developing new technology and products is complex, uncertain and expensive, and success depends on a number of
factors, including:

• proper product definition;

• component cost;

• resolving technical hurdles;

• timely completion and introduction to the market;
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• differentiation from the products of our competitors; and

• market acceptance of our products.

To succeed, we must timely develop and market new products and enhancements to existing products that keep
pace with advancing technological developments and industry standards and that address the needs of customers.  We
may not be successful in developing and marketing new products and enhancements or we may experience difficulties
that prevent development of products and enhancements in a timely manner.  In addition, our products may fail to meet
the needs of the marketplace or achieve market acceptance.  Any of these circumstances would seriously harm our results
and financial condition.

Our results depend on our ability to develop and introduce new products into existing and emerging markets and
to reduce the costs to produce existing products.

The process of developing new technology is complex and uncertain, and if we fail to accurately predict the
changing needs of our customers and emerging technological trends, our results and financial condition may suffer.  We
must commit significant resources, including those contracted from third parties, to develop new products before knowing
whether our investments will result in products the market will accept.

The success of new products is dependent on several factors, including proper new product definition, component
costs, timely completion and introduction of these products, differentiation of new products from those of our competitors,
and market acceptance of these products.  There can be no assurance that we will successfully identify new product
opportunities, develop and bring new products to market in a timely manner, and achieve market acceptance of our
products, or that products and technologies developed by others or new industry standards will not render our products or
technologies obsolete or noncompetitive.  Furthermore, we may not successfully execute on new product opportunities
because of technical hurdles that we or our contractors fail to overcome in a timely fashion.  This could result in
competitors providing a solution before we do, and loss of market share, revenues and earnings.

The Company has made significant investments in research and development for new products, services and
technologies.  Significant revenue from these investments may not be achieved for a number of years, if at all.  Moreover,
these products and services may never be profitable, and even if they are profitable, operating margins for these
businesses are not expected to be as high as the margins historically experienced for our other products.

We must devote substantial resources to research and development to remain competitive and we may not have the
resources to do so.

For us to be competitive, we must continue to dedicate substantial resources to research and development of new
products and enhancements of current and future products as described in the preceding paragraph.  We cannot assure you
that we will have sufficient resources to fund the necessary research and development or that our research and
development efforts will be successful.

We may face litigation that could significantly damage our business and financial condition.

In the telecommunications equipment and other high technology industries, litigation increasingly has been used
as a competitive tactic by both established companies seeking to protect their position in the market and by emerging
companies attempting to gain access to the market.  In this type of litigation, complaints may be filed on various grounds,
such as:

• antitrust;

• breach of contract;

• trade secret;
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• copyright or patent infringement;

• patent or copyright invalidity; and

• unfair business practices.

If we have to defend ourselves against one or more of these claims, whether or not they have any merit, we are
likely to incur substantial expense and management’s attention may be diverted from operations.  This type of litigation
also may cause confusion in the market and make our licensees and distributors reluctant to commit resources to our
products.  Any of these effects could have a significant negative impact on our business and financial condition.

Although our patents have been successfully defended in courts in the United States and New Zealand, rulings in
such cases may not apply to new Docking Station Products. In the event that any of our patents or other intellectual
property rights were deemed invalid or were determined not to prohibit competing technologies as a result of litigation,
our competitive position may be significantly harmed.  See “Risk Factors - Our competitive position will be seriously
damaged if we cannot protect intellectual property rights in our technology.”

In order to succeed we must develop markets for our products and we may be unable to do so.

Our ability to achieve profitability depends on our ability to develop both domestic and international markets for
our products and on the acceptance of our products by these markets.  We cannot assure you that we will be able to
develop adequate markets or generate enough sales to achieve and sustain profitability.

We rely on third parties to manufacture our products and others to manufacture components for our products.

We manufacture some of our products and product components in-house.  We also use subcontractors to
manufacture certain our products and product components, such as cellular transceivers and radio modules, and to
assemble some of our products, such as cellular fixed wireless terminals.  In the past, we experienced delays in receiving
subcontracted components and assembled products that resulted in delays in our ability to deliver products.  We may
experience similar delays in the future.

Our inability to obtain sufficient quantities of raw materials and key components when required, or to develop
alternative sources of supply if required in the future, could result in delays or reductions in product shipments and
increased costs for affected parts.  In addition, production capacity restraints at our subcontractors or in our own
manufacturing facilities could prevent us from meeting production obligations.

Delays in product deliveries for any reason or our failure to deliver products could significantly harm customer
relationships and result in the loss of potential sales.  Delivery delays or failures could also be subject to litigation.  See
“Risk Factors - We may face litigation that could significantly damage our business and financial condition.”

Quality control problems could harm our sales.

We believe that our products currently meet high standards of quality.  We have instituted quality-monitoring
procedures, and we are ISO-9001:2000 compliant.  All of our major subcontractors also have quality control procedures in
place and are ISO-9001:2000 compliant.  We have increased our reliance upon subcontractors to manufacture our
products, and such subcontractors could experience quality control problems.  If this occurs, the quality of our products
could suffer, which could significantly harm product sales.

We operate in developing markets, which may subject us to volatile conditions not present in the United States.

Developing countries are some of our largest potential markets.  As we expand our operations in these countries,
our business and performance could be negatively affected by a variety of factors and conditions that businesses operating
in the US generally do not have to contend with, such as:
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• foreign currency exchange fluctuations and instability of foreign currencies;

• political or economic instability and volatility in particular countries or regions;

• limited protection for intellectual property;

• difficulties in staffing and managing international operations; and

• difficulties in collecting accounts receivable.

To date, our sales have not been negatively affected by currency fluctuations.  We currently require either
prepayment, letters of credit or qualification for export credit insurance underwritten by the US Export-Import Bank or
other third-party insurers on a substantial portion of our international orders.  We also try to conduct all of our
international transactions in US dollars to minimize the effects of currency fluctuations.  However, as our international
operations grow, foreign exchange fluctuations and foreign currency inflation may pose greater risks for us and we may
need to develop and implement additional strategies to mange these risks.  If we are not successful in managing these risks
our business and financial condition could be seriously harmed.

Certain Company patents have expired, and patent protection for other Company products is not available in all
markets.

The patent for the Company’s system for interfacing a standard telephone set with a radio transceiver, US Patent
No. 4,658,096 (the 096 Patent), was issued by the US Patent Office on April 14, 1987 and expired on September 18, 2004.

It also is possible that a competitor may independently develop and/or patent technologies that are substantially
equivalent to or superior to our technology.  If this happens, our patents will not provide protection and our competitive
position may be significantly harmed.

As we expand our product line or develop new uses for our products, these products or uses may be outside the
protection provided by our current patents and other intellectual property rights.  In addition, if we develop new products
or enhancements to existing products we cannot assure you that we will be able to obtain patents to protect them.  Even if
we do get patents for new products, these patents may not provide meaningful protection.

In some countries outside of the United States, such as Brazil and many African nations, patent protection is not
available.  Moreover, some countries that do allow registration of patents do not provide meaningful redress for violations
of patents.  As a result, protecting intellectual property in these countries is difficult.  In addition, neither we nor any of
our competitors in the past obtained patent protection for our core intelligent interface technology in many countries,
including the principal countries of Western Europe, and we and our competitors are now legally barred from obtaining
patents in these countries.

In countries where we do not have patent protection or where patents provide little, if any, protection, we have to
rely on other factors to differentiate our products from our competitors’ products.  These factors include:

• Better focus/commitment - Telular’s only business is FCP’s and FCT’s. Typically, our largest
competitors sell FCP’s and/or FCT’s in support of their primary focus, which is selling cellular,
network infrastructure equipment.

• More experience - The Company has been in the Fixed Cellular business for 19 years and the
Wireless Security Products business for 14 years and has deployed its units in more than 130
countries worldwide, which reflects in the quality and reliability of its products.

• Broader product line - The Company offers products that operate on the world’s major cellular air-
interface standards.  The Company offers both terminal type and phone-type products.
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• Service and support - The Company provides customers with comprehensive product service and
support. The Company provides on-site technical and application support through its regional sales
and support offices backed up by field support engineers dispatched from its Hauppauge, New York
and Vernon Hills, Illinois offices.

Although we believe our products are superior to those of competitors, it may be easier for competitors to sell
products similar to ours in countries where we do not have meaningful patent protection.  This could result in a loss of
potential sales.

Certain former holders of our 5% Series A Convertible Preferred Stock believe that we did not issue them enough
common stock on conversion of their preferred stock.

Under the terms of our 5% Series A Convertible Preferred Stock, on October 18, 1999, all of the 11,350
outstanding shares of preferred stock automatically were converted into approximately 2.1 million shares of common
stock at the minimum conversion price of $8.00 per common share specified in the terms.  In Form SC-13G filings with
the Securities and Exchange Commission in October and December 1999, certain of the previous holders noted that, based
upon their interpretation of Mandatory Conversion formula, the holders were entitled to an aggregate of approximately 4.2
million additional shares.  We do not agree with this interpretation, and we have notified these holders of our position.  If
we were required to issue these shares it would cause substantial dilution to our stockholders.
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