








Telit’'s Board of Directors

Enrico Testa, Executive Chairman of the Board, aged 59

Between 1996 and 2002 Enrico Testa was Chairman of the Board at ENEL
S.p.A. (the Italian provider of power and gas) and founder and member of the
Board of Directors at WIND S.p.A. Mr. Testa is currently a managing director of
Rothschild S.p.A., Between 2004 and 2009 Mr. Testa was Executive President
at Roma Metropolitane S.p.A. (the company realizing the new underground
lines in Rome), Chairman of the Organizing Committee of the 20th World Energy Congress
and Senior Partner at Franco Bernabe Group, which owns several companies in the IT sector.
Mr. Testa is the brother of Mr. Massimo Testa, a non executive director of the Company.

Oozi Cats, Chief Executive Officer of Telit Communications, aged 50

An experienced CEQ and entrepreneur, Oozi Cats, in 2000, was the founder
of a communications engineering and distribution company (Dai Telecom
Ltd) in Israel. In 2002 he led the takeover of Telit in Italy and its subsequent
transformation into a global player in the M2M market. The complex
turnaround program included strategic redefinition, financial restructuring,
and human resource reorganization. Headed by Mr. Cats as CEQ, Telit was
listed on the London Stock Exchange in April 2005. Prior to his role at Telit, Mr. Cats was the
founder and CEO of Auto Depot Ltd, an Israeli mass merchandising chain for vehicle supplies
and services.

Michael Galai, Finance Director & General Counsel Telit Communications
PLC, aged 44

Michael Galai joined Telit Communications PLC in 2006 as VP Legal &
General Counsel. He was previously General Counsel at Lipman Electronic
A Engineering Ltd. (Nasdag, TASE: LPMA] where he took an active part in a

secondary offer to the public and the company’s sale to VeriFone Holdings,
Inc. (NYSE: PAY). Before joining Lipman, Mr. Galai was an associate with Goldfarb, Levy,
Eran and Co., an Israeli full-service general business practice that serves a wide range of
Israeli and foreign clients, with special emphasis on international transactions, financing,
securities, mergers and acquisitions and related activities. Mr. Galai also spent six years in
the Israel Securities Authority, holding a variety of positions, including spokesperson. He has
an MBA (Major in Finance), and an L.L.B from the Tel Aviv University School of Law and is a
member of the Israeli Bar.

-

Andrea Mandel-Mantello, Independent Non Executive Director, aged 52

Andrea Giorgio Mandel-Mantello is the founding partner of AdviCorp PLC, a
UK investment bank regulated by the UK Financial Services Authority. Prior
to his work at AdviCorp, Mr. Mandel-Martello spent 9 years at SBC Warburg
("SBCW" now known as UBS) in London in various management positions
including Executive Director of SBC Warburg, member of the Board of SBC
Warburg Italia SIM S.p.A., and Country Head for Israel. Prior to working at SBCW, Mr. Mandel-
Martello spent two years at Chemical Bank International Limited in London and three years
at Banca Nazionale dellAgricoltura in Rome. Mr. Mandel-Martello is a director of Coraline
S.p.A., a company which has recently acquired the business of Frette S.p.A., Italy’s leading
producer and retailer of home wear; he is a director of MOTO S.p.A. a joint venture in the
motorway restaurants business between Compass Group PLC and Cremonini S.p.A.; he is a
director of B.0.S. Better On Line systems, a Nasdaq listed Israeli company involved in VolP
and enterprise solutions. He holds a Bachelor degree in Economics and Political Science
from Yale University.

Amir Scharf, Independent Non-Executive Director and Chairman of the
Audit Committee of Telit, aged 44

Amir Scharfis a Partner and Head of Securities Law practice at Tadmor & Co.,
Attorneys at Law, in Tel Aviv. Before joining Tadmor & Co. he was the General
Counsel and Corporate Secretary of EL Al Israel Airlines Ltd., and before that
he served as Deputy Director of the Legal Department of the Israeli Securities
Authority. In 2004 - 2006 he served as a member of The "Goshen Committee”, the public
committee for setting an Israeli Corporate Governance code. Mr. Scharf was also a director
of Superstar Holidays Limited in the UK between 2005 and 2006.

Massimo Testa, Non-Executive Director, aged 52

Mr. Testa established his first company in 1984, which provided construction,
transportation and auxiliary services to the real estate sector. Over 25 years
operating in the field, Mr. Testa has established a group that today works
alongside manufacturers of raw materials for international real estate
developmentcompanies. Mr. Testais the brotherof Mr. Enrico Testa, Chairman
of the Board of Directors of the Company




8 Corporate Governance

Directors

The Board of Directors comprises three Executive Directors, two independent Non-executive
Directors, and one Non-executive Director.

The Board meets a minimum of once every quarter and receives a Board pack comprising a
report from senior management together with any other material deemed necessary for the
Board to discharge its duties. It is the Board’s responsibility for formulating, reviewing and
approving the Group's strategy, budgets, major items of expenditure and acquisitions.

Audit Committee

The Audit Committee consists of Amir Scharf, Chairman, and Andrea Mandel-Mantello, the
independent non-executive directors, and meets at least once every quarter. Michael Galai,
the Finance Director and Yariv Dafna, the CFO, attend each meeting by invitation. The Audit
Committee is primarily responsible for considering reports from the Finance Director on the
half year and annual financial statements, and for reviewing reports from the auditors on the
scope and outcome of the annual audit. The financial statements are reviewed in the light of
these reports and the results of the review reported to the Board.

Remuneration Committee

The Remuneration Committee consists of Andrea Mandel-Mantello, Chairman, Amir Scharf
and Enrico Testa, and meets at least once a year. The Remuneration Committee has a
primary responsibility to review the performance of the Company’s Executive Directors and
to set their remuneration and other terms of employment. The Remuneration Committee is
also responsible for administering the employee share option scheme.

Shareholder relations

The Company meets with its institutional shareholders and analysts from time to time and
uses the Annual General Meeting to encourage communication with private shareholders. In
addition, the Company intends to facilitate communication with shareholders via the annual
report and accounts, interim statement, press releases as required during the ordinary
course of business and the Company web site (www.telit.com).

Financial performance

A budgeting process is completed once a year and is reviewed and approved by the Board.
The Group’s results, as compared against budget, are reported to the Board on a quarterly
basis and discussed at each meeting of the Board.

Going concern

After making enquiries at the time of approving the accounts, the directors have satisfied
themselves that there is a reasonable expectation that the Company and Group has adequate
resources to continue in operational existence for the foreseeable future. For this reason, the
financial statements are prepared on a going concern basis. Further information in respect
of the Directors’ consideration of going concern is included in note 1(b) to the financial
statements.

Directors share dealings

The Company has adopted a code for dealings inits shares by Directors and senior employees
which is appropriate for an AIM-quoted company.

On behalf of the Board

(B

Michael Galai

Finance Director
4 May 2010



Report on Directors’
Remuneration

The remuneration committee is chaired by Andrea Mandel-Mantello and also comprises
Enrico Testa and Amir Scharf.

Remuneration policy

The remuneration packages of directors and senior managers are structured so as to reward
them on the basis of their responsibilities and achievements, and to encourage them to
remain with the Company for the long-term benefit of shareholders. The main components
of these remuneration packages are:

e Basic salary: An individual's salary is reviewed and determined by the committee, taking
into account his additional incentives and to align their interests within the Group.

e Service contracts: No service contracts have notice periods of more than six months.

e Bonus arrangements: The Company operates a discretionary bonus scheme and the
directors have a right to participate in any bonus arrangement. The Remuneration
Committee will determine bonuses for Executive Directors.

e Pension arrangements: None of the directors receive any pension benefits, except for
Michael Galai, who is entitled to post employment benefits including pension fund benefits
according to his employment agreements, as is customary in Israel.

e Share options: Certain of the Executive Directors have been granted share options
as described in the Directors’ Report below. The share options are subject to time-based
vesting conditions to incentivise medium-term performance and assist in retention. None
of the Group’s share option schemes are subject to performance conditions.

The services of the directors are provided to the Group as follows:
Enrico Testa was appointed as a director and Chairman of the Board on 4 May 2007.

Oozi Cats is engaged pursuant to a letter of appointment with the Company dated 29 March
2005, terminable by either the Company or the director on six months” notice exceptin certain
specific circumstances where short notice can be given by the Company. In addition, since
T October 2007 Mr. Cats has been employed by Telit Wireless Solutions Srl. in an executive
position. Mr. Cats’ remuneration from Telit Wireless Solutions Srl. includes his remuneration
under the service agreement with the Company.

Andrea Mandel Mantello was appointed pursuant to a letter of appointment with the
Company dated 29 March 2005, terminable on 6 months rolling notice.

Michael Galai was appointed as the Finance Director on 13 September 2007. Mr. Galai is
entitled to post employment benefits, as is customary for executives in Israel.

Amir Scharf was appointed as a director on 22 August 2007.

Massimo Testa was appointed as a director on 13 February 2009.

Maurizio Gasparri was appointed as a director on 17 July 2006 and resigned on 13 February 2009

Salaryand Benefitin  Annual Postemployment Total -Total
fees kind bonus benefits 2009 2008
€000 €000 €000 €000 €000 €000
Executive Directors
Enrico Testa 88 67 - - 155 150
Oozi Cats 693 44 - 51 788 1,195
Michael Galai 92 7 - 25 124 162
Non-Executive
Directors
I s - - W
Maurizio Gasparri 2 - - - - - 60
Giovanni Stella 2 - - - - - 41
Amir Scharf 35 - - - 35 40
Massimo Testa 3 31 - - - 31 -
Total - 2009 974 118 - 76 1,168 -
Total - 2008 1,145 100 319 124 1,688

1. Amounts in respect of the services of Andrea Mandel-Mantello are paid directly to Advicorp plc, a company
under his joint control.

2.Up to the date of resignation.

3.Since date of appointment.

A

Andrea Mandel-Mantello

Chairman of the Remuneration Committee
4 May 2010



2 Directors’ Report
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The directors present their annual report and the financial statements of the Group for the
year ended 31 December 2009.

Principal Activities
Telit is a leading global company in the field of machine-to-machine (M2M] communications.

Telit develops, manufactures and markets communication modules which enable machines,
devices and vehicles to communicate via cellular wireless networks. It is the market leader
in CDMA M2M modules in South Korea and the third largest company in the GSM/GPRS M2M
modules’ business in Europe, Middle East and Africa (EMEA].

Telit's core strengths are innovative products, complete control over its intellectual property
and its flexible, customised solutions, which enable it to offer customers the lowest cost of
ownership and a future-proof product roadmap.

Review of Business and Future Developments

A review of business, financial position, liquidity and future developments is given within the
Chief Executive Officer's statement on pages 8 to 15, together with a review of the Group's
principal risks and uncertainties.

Share Options

On 2 April 2007 executives of the Company were granted 1,300,000 options to purchase
approximately 3% of the Company's issued and outstanding shares at an exercise price of
£0.43 per share. The options vest in two equal installments on 1 January 2008 and 2009 and
expire five years from the date of grant.

On 10 July 2007 employees of Telit ltaly, Telit Wireless Solutions Co., Ltd. ("Telit APAC")
Telit Wireless Solutions Inc. (“Telit Americas”], Telit Wireless Solutions Ltd. and Telit
Communications Spain S.L. were granted options to purchase approximately 3.4% of the
Company’s issued and outstanding shares at an exercise price of £0.60 per share. 100,000
options vest in two equal installments on 9 July 2008 and 2009 and 1,363,000 vest in three
equal installments on 9 July 2008, 2009 and 2010. All options expire five years from the date
of grant.

On 11 July 2007 Non-Executive Directors of the Company and consultants to Telit Italy were
granted options to purchase approximately 3% of the Company’s issued and outstanding
shares atan exercise price of £0.60 per share. 1,100,000 options vest in two equal installments
on 10 July 2008 and 2009 and 195,000 options vest in three equal installments on 10 July
2008, 2009 and 2010. All options expire five years from the date of grant.

On 2 April 2008, a grant of 35,000 options was made to an employee of the Group at an exercise
price of £0.70 per share. The options vest over three years in equal annual installments.

On 29 January 2009 the majority of the options outstanding as at that date were cancelled
by their holders, for no consideration. On the same date, executives, employees and
consultants of the Company and its subsidiaries were granted 6,407,000 options to purchase
approximately 14.4% of the Company’s issued shares at the time, at an exercise price of
£0.20 per share. The options vest in two or three equal annual installments starting from 29
January 2009 and expire five years from the date of grant.

The number of outstanding options as at 31 December 2009 was 6,286,667, equal to
approximately 8.7% of the outstanding share capital of the Company.

Research and Development Activities

The Group has made, and expects to continue making in the future, significant investments in
research and development ("R&D") in order to invest in products aimed at achieving a steady
pipeline of orders from customers in the coming years. R&D costs of €10.9 million were
expensed in the year, compared to €9.6 million in 2008. Cumulative internally-generated
intangible assets arising from development costs capitalized amounted to €4.4 million,
after setting off grant contributions received of €5.2 million. Telit's R&D centres are based
in Trieste and Cagliari, Italy, Seoul, South Korea and Sofia Antipolis, France. For additional
details please see the Chief Executive Officer's statement and note 1(ab) to the financial
statements.

Use of Financial Instruments

The financial risk management objectives and policies of the Group and the exposure of the
Group to financial risks are disclosed within note 32 to the financial statements.

Donations

The Group made no charitable or political donations during the year ended 31 December
2009 (2008 - €nil).

Dividends
The Company is unable to pay a dividend in respect of the period (2008: nil.

Directors
The following directors have held office during the year and subsequently:

Enrico Testa

Oozi Cats

Michael Galai

Amir Scharf

Andrea Mandel-Mantello

Maurizio Gasparri resigned 13 February 2009

Massimo Testa appointed 13 February 2009



Directors’ Indemnities

The Company has made qualifying third party indemnity provisions for the benefit of its
directors in respect of their roles as directors of the Company and, where applicable, as
directors or senior employees of subsidiary undertakings, which were made during 2007 and
remain in force at the date of this report.

Directors’ Interests in Shares and Share Options
The directors’ interests in shares in the Company are detailed in the table below:

At 31 December 2009 At 31 December 2008
Number of Percentage of Number of Percentage

Directors ordinary ordinary share ordinary of ordinary

shares capital shares share capital
Oozi Cats! 20,283,357 27.97 16,460,357 36.98
Massimo Testa? 20,283,357 27.97 - -
Enrico Testa3 20,283,357 27.97 16,460,357 36.98
Amir Scharf nil - nil -
Andrea Mandel- nil ) nil i
Mantello I |
Michael Galai nil - nil -

1. Mr. Cats directly holds 3,110,357 shares. In addition, Mr. Cats owns 50% of Boostt B.V. ("Boostt"], which holds 15,600,000
shares. Boostt's corporate parents, Techvisory S.A. and Wireless Solutions Management SL (together: “Techvisory”)
hold an additional 1,250,000 shares. Mr. Cats and Techvisory have subscribed to certain voting understandings.
Therefore, Mr. Cats is deemed to be interested in all of Boostt's holdings, as well as all of Techvisory’s holdings.

2. Mr. Massimo Testa is a shareholder of Techvisory and therefore the Company considers him to be interested in the
same amount of shares as Messers Oozi Cats and Enrico Testa. Mr Massimo Testa also personally holds 323,000 share
of the Company and Messers. Oozi Cats and Enrico Testa are considered as having an interest in these shares as well.

3. Mr Testa is an interested party in Techvisory and Boostt, by virtue of his holding office therein. Therefore, Mr. Testa is
deemed to be interested in all of Boostt's and Techvisory’s holdings, as well as all of Mr. Cats’ and Mr. Massimo Testa’s
holdings.

Details of directors’ share options are provided below:

Existing Existing . Date from .
on1Jan Expired Exercised Granted on 31 Dec E)l(aer_use which E;(plry
2009 2009 ricé  oxercisable ~ date
Oozi Cats 925,000 925,000 - 2,000,000 2,000,000 20p 29/01/09 29/01/14
Enrico
Testa 700,000 700,000 - 1,000,000 1,000,000 20p 29/01/09 29/01/14
g;i:iael 100,000 100,000 - 200,000 200,000 20p 29/01/09 29/01/14

The highest and lowest closing prices of the Company’s shares on AIM during 2009 were 35p
(8-12 June 2009) and 12p (4, 5, 6 & 9 March and 2 April 2009).

On 29 January 2009, after having waived their existing options, Messers Cats, Testa and
Galai were granted 2,000,000, 1,000,000 and 200,000 options, respectively, at an exercise
price of £0.20 per options. The options vest over a 2 years period, as follows: 925,000 (Mr.
Cats), 700,000 (Mr. Testa) and 100,000 (Mr. Galai) of the options, respectively, were vested on
the date of the grant with the remaining options vesting in 2 equal annual installments on
January 29 2010 and 2011.

The aggregate amount of gains made by directors on the exercise of share options in the year
ended 31 December 2009 was €nil (2008: €nil).

Employees

In considering applications for employment from disabled people, the Group seeks to
ensure that full and fair consideration is given to the abilities and aptitudes of the applicant
against the requirements of the job for which he or she has applied. Employees who become
temporarily or permanently disabled are given individual consideration, and where possible
equal opportunities for training, career development and promotions are given to disabled
persons.

Within the bounds of commercial confidentiality, information is disseminated to all levels of
staff about matters that affect the progress of the Group and are of interest and concern to
them as employees. The Group also encourages employees, where relevant, to meet on a
regular basis to discuss matters affecting them.



Statement of Directors
Responsibilities

Supplier payment policy

The Group does not operate a standard code in respect of payments to suppliers. It has due
regard to the payment terms of suppliers and generally settles all undisputed accounts
within 90 days of the date of invoice, except where different arrangements have been
agreed with suppliers. Trade creditor days of the Group at 31 December 2009, calculated in
accordance with the requirements of the Companies Act 2006, were 94 days (2008: 83 days).
This represents the ratio, expressed in days, between the amounts invoiced to the Group in
the year by its suppliers and the amounts due, at the year end, to trade creditors falling due
for payment within one year.

Provision of information to auditors
Each of the directors at the date of approval of this report confirms that:

e sofarasthedirectorisaware, thereisnorelevantauditinformation of which the Company’s
auditors are unaware; and

e the director has taken all the steps that he ought to have taken as a director to make
himself aware of any relevant audit information and to establish that the Company's
auditors are aware of that information.

Inaccordance with Section 489 of the Companies Act 2006, a resolution for the re-appointment
of KPMG Audit Plc as auditors of the Company is to be proposed at the forthcoming Annual
General Meeting.

By order of the Board

(B

Michael Galai

Finance Director
4 May 2010

Statement of Directors Responsibilities in respect of the
annual report and the financial statements

The directors are responsible for preparing the Annual Report and the group and parent
company financial statements in accordance with applicable law and regulations.

Company law requires the directors to prepare group and parent company financial statements
for each financial year. As required by the AIM Rules of the London Stock Exchange they are
required to prepare the group financial statements in accordance with IFRSs as adopted by the
EU and applicable law and have elected to prepare the parent company financial statements on
the same basis.

Under company law the directors must not approve the financial statements unless they
are satisfied that they give a true and fair view of the state of affairs of the group and parent
company and of their profit or loss for that period. In preparing each of the group and parent
company financial statements, the directors are required to:

e select suitable accounting policies and then apply them consistently;
e make judgments and estimates that are reasonable and prudent;
e state whether they have been prepared in accordance with IFRSs as adopted by the EU; and

e prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the group and the parent company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to
show and explain the parent company’s transactions and disclose with reasonable accuracy
at any time the financial position of the parent company and enable them to ensure that its
financial statements comply with the Companies Act 2006. They have general responsibility
for taking such steps as are reasonably open to them to safeguard the assets of the group
and to prevent and detect fraud and other irregularities.

The directors are responsible for the maintenance and integrity of the corporate and
financial information included on the Company’s website. Legislation in the UK governing
the preparation and dissemination of financial statements may differ from legislation in
other jurisdictions.



Independent Auditor’s Report to the
Members of Telit Communications PLC

We have audited the financial statements of Telit Communications PLC for the year ended 31
December 2009 set out on pages 30 to 89. The financial reporting framework that has been
appliedintheir preparationis applicable law and International Financial Reporting Standards
(IFRSs) as adopted by the EU and, as regards the parent company financial statements, as
applied in accordance with the provisions of the Companies Act 2006.

This report is made solely to the Company’s members, as a body, in accordance with Chapter
3 of Part 16 of the Companies Act 2006. Our audit work has been undertaken so that we
might state to the Company’'s members those matters we are required to state to them in
an auditors’ report, and for no other purpose. To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the Company and the Company’s
members, as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 27, the
directors are responsible forthe preparation of the financial statements and for being satisfied
that they give a true and fair view. Our responsibility is to audit the financial statements in
accordance with applicable law and International Standards on Auditing (UK and Ireland).
Those standards require us to comply with the Auditing Practices Board's [APB's] Ethical
Standards for Auditors.

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements is provided on the APB's
web-site at www.frc.org.uk/apb/scope/UKNP.

Opinion on financial statements

In our opinion:

e the financial statements give a true and fair view of the state of the group’s and of the
parent company's affairs as at 31 December 2009 and of the group’s loss for the year then ended;

e the group financial statements have been properly prepared in accordance with IFRSs as
adopted by the EU;

e the parent company financial statements have been properly prepared in accordance
with IFRSs as adopted by the EU and as applied in accordance with the provisions of the
Companies Act 2006; and

e the financial statements have been prepared in accordance with the requirements of the
Companies Act 2006.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Directors” Report for the financial year for which
the financial statements are prepared is consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006
requires us to report to you if, in our opinion:

e adequate accounting records have not been kept by the parent company, or returns
adequate for our audit have not been received from branches not visited by us; or

e the parent company financial statements are not in agreement with the accounting records
and returns; or

e certain disclosures of directors’ remuneration specified by law are not made; or
e we have not received all the information and explanations we require for our audit.

P

David Neale
(Senior Statutory Auditor)
for and on behalf of
KPMG Audit Plc,
Statutory Auditor

Chartered Accountants
20 Farringdon Street

London
EC4A 4PP

4 May 2010



Telit Communications PLC

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Telit Communications PLC
STATEMENT OF FINANCIAL POSITION

For the year ended 31 December 2009

Revenue
Cost of sales

Gross profit

Other income

Research and development expenses
Selling and marketing expenses
Administrative expenses

Other expenses
Operating (loss)/profit

Investment income
Finance costs
Share of results of associated undertakings

Gain on deemed partial disposal of subsidiary
(Loss)/profit before income taxes

Income tax expense

Loss for the year from continuing operations

Loss for the year from discontinued operations
Loss for the year

Total comprehensive income
Foreign currency translation differences (net of tax)

Other comprehensive income for the year

Loss attributable to:
Owners of the Company

Minority interest
Loss for the year

Total comprehensive income attributable to:
Owners of the Company

Minority interest
Loss for the year

Total comprehensive income for the year

Basic loss per share (in euro cents)
From continuing operations

From discontinued operations
Total continuing and discontinued

Diluted loss per share (in euro cents)
From continuing operations

From discontinued operations
Total continuing and discontinued

32

2009 2008

Note €000 €000
2 63,761 59,083
(33,129) (29,987)
30,632 29,096
4 49 1,002
(10,866) (9,647)
(11,137) (10,829)
(8,105) (9,058)
5 (2,750) -
10,11 (2,177) 564
6 85 192
7 (857) (1,171
16 - 18
8 - 1,614
(2,949) 1,217
9 (81) (2,586)
(3,030) (1,369)
12 - (1,864)
(3,030) (3,233)
43 (1,904)
(2,987) (5,137)
(3,466) (3,052)
436 (181)
(3,030) (3,233)
(3,606) (4,782)
619 (355)
(2,987) (5,137)
(2,987) (5,137)
(7.6) (2.7)
- (4.3)
13 (7.6) (7.0)
(7.6) (2.7)
- (4.3)
13 (7.6) (7.0)

At 31 December 2009

ASSETS

Non-current assets

Intangible assets

Property, plant and equipment
Investment in associated undertaking
Other investments

Investments in subsidiaries

Other long term assets

Deferred tax asset

Current assets
Inventories

Trade receivables

Other current assets
Deposits — restricted cash

Cash and cash equivalents

Total assets

LIABILITIES AND SHAREHOLDERS'
EQUITY

Shareholders’ equity

Share capital

Other reserve

Share premium account

Translation reserve

Retained earnings

Total shareholders’ equity

Minority interests
Total equity

Non-current liabilities
Other loans
Post-employment benefits
Deferred tax liabilities
Provisions

Other long-term liabilities

Current liabilities

Short-term borrowings from banks and other
lenders

Trade payables

Provisions

Other current liabilities

Total equity and liabilities

Group Company

2009 2008 2009 2008

Note €000 €000 €000 €000
14 8,819 9,883 6,329 -
15 3,294 3,779 3 4
16 605 629 - 579
17 1,570 1,570 - -
18 - - 27,766 27,392
20 393 3,437 4 -
9 316 548 - -
14,997 19,846 34,102 27,975
19 6,021 10,750 29 -
20 21,676 14,575 453 247
20 5,554 4,799 679 845
22 3,456 391 5,000 6,000
22 7,898 4,619 3,166 633
44,605 35,134 9,327 7,725
59,602 54,980 43,429 35,700
23 956 644 956 644
(260) (260) 5,894 5,894
36,043 30,188 36,043 30,188
(3,604) (3,464) - -
(18,207)  (15,143) (7,432) (2,498)
14,928 11,965 35,461 34,228
1,115 77 - -
16,043 12,042 35,461 34,228
31 3,150 3,531 - -
24 2,030 1,807 - -
9 69 245 - -
28 832 748 - -
29 221 119 - -
6,302 6,450 - -
25 15,425 13,417 - 500
25 18,026 11,140 409 74
28 151 142 - -
25 3,655 11,789 7,559 898
37,257 36,488 7,968 1,472
59,602 54,980 43,429 35,700

The financial statements on pages 30 to 89 were approved by the board and authorized for issue on 4 May
2010 and are signed on its behalf by: Oozi Cats, Director

Company number: 05300693
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Telit Communications PLC Telit Communications PLC

STATEMENT OF CASH FLOWS STATEMENT OF CASH FLOWS (continued)
For the year ended 31 December 2009 For the year ended 31 December 2009
Group Company
2009 2008 2009 2008 Group Company
€000 €000 €000 €000 2009 2008 2009 2008
CASH FLOWS - OPERATING ACTIVITIES €000 €000 €000 €000
Loss for the period from continuing operations (3,030) (1,369) (5,153) (1,010)
CASH FLOWS - FINANCING ACTIVITIES
Adjustments for: Issuance of shares 6,167 - 6,167 -
Depreciation and amortization 3,259 2,674 205 - Short-term borrowings from banks and others 2,555 (813) - -
Impairment of investments in subsidiaries - - 3,000 - Proceeds from preferential rate loan (note 31) - 3,909 - -
Gain on disposal of associated undertaking - - (50) - Repayment of other loans (381) - - -
Income tax expense 81 2,586 - - Net cash from financing activities 8,341 3,096 6,167 -
Investment income (85) (192) (85) (139)
Finance costs _ 857 LI71 - - Increase/(decrease) in cash and cash equivalents 3,166 (493) 2,533 (1,769)
Increase in provision for post-employment benefits 203 302 - - Cash and cash equivalents - balance at beginning of
Share-based payment charge 402 436 219 - year 4,619 5,212 633 2,402
Gain Qn deemed partial‘ disposal of su‘bsidiary - (1,614) - - Effect of exchange rate differences 113 (100) i} i}
Share in result of associated undertaking - (18) - - 7.898 4619 3.166 633

Cash and cash equivalents - balance at end of year

Operating cash flows before movements in working

capital: 1,687 3,976 (1,864) (1,149)
Increase in trade receivables (4,059) (1,785) (210) (176) Non — cash transactions:
Decrease/(increase) in other current assets 1,871 284 166 21D '
Eiizzzze//(((llzgzzss?) 111111 ltlrl:(?gt;:zsbles 2’2;13 8222; (3239 5) 74; 1) OnJanuary 1, 2009 the Company sold its investments in Cell time Ltd to Dai Telecom Holdings
. . y .t j ’ (2000) Ltd for a consideration of €632 thousand. The Company provided Dai Telecom Holdings
(Decrease)/increase in other current liabilities (8,649) (4,370) 5,076 (459) (2000) Ltd with a new loan to fund this acquisition. See also note 18
Increase in provisions and other long term : )
liabilities . 186 554 _ _ 2) On June 30, 2009 The Company converted a loan in the amount of €1 million in consideration for
Cash from (used in) operations 2,714 (5,832) 3,474 (1,731) 1,865 ordinary shares of Dai Telecom (2000) Ltd.
Income tax paid 29) 92) - -
Interest received 85 177 85 139
Interest paid (857) (988) - -
Net cash from (used in) continuing operations 1,913 (6,735) 3,559 (1,592)
Net cash from ( used in) continuing operations 1,913 (6,735) 3,559 (1,592)
Net cash used in discontinued operations (Note 12) - (1,441) - -
Net cash from/(used in) operating activities 1,913 (8,176) 3,559 (1,592)
CASH FLOWS - INVESTING ACTIVITIES
Purchase of property, plant and equipment (940) (1,732) - 4)
Proceeds from disposal of assets 99 46 - -
Purchase of intangible assets (3,182) (4,888) (6,533) -
Proceeds from grant contribution - 2,606 - -
Acquisition of subsidiaries (Group: net of cash
acquired) - (15) (25) (23)
Loan to subsidiary - - (1,635) (150)
Net proceeds from issuance of share capital in a
subsidiary to third party - 7,000 - -
Decrease/(increase) in restricted cash deposits (3,065) 1,570 1,000 -
Net cash (used in) from investing activities (7,088) 4,587 (7,193) (177)
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY COMPANY STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2009 For the year ended 31 December 2009
Year ended 31 December 2009 Year ended 31 December 2009
Share Sh

Share premium Other Translation Retained Minority a.re .

capital Account reserve reserve earnings Total interest Total Share premium Other Retained

€000 €000 €000 €000 €000 €000 €000 €000 capital account reserve earnings Total

€000 €000 €000 €000 €000

Balance at 1 January

2009 644 30,188 (260) (3,464) (15,143) 11,965 77 12,042
Total Comprehensive

Income for the year
Loss for the year - - - - (3,466) (3,466) 436 (3,030) Issuance of shares 312 5,855 - - 6,167
Foreign currency

translation differences - - - (140) - (140) 183 43
Total comprehensive

income - - - (140) (3,466) (3,606) 619 (2,987)
Transactions with owners Loss for the year - - - (5,153) (5,153)
Issuance of shares 312 5,855 - - - 6,167 - 6,167
Share-based payment

charge - - - - 402 402 - 402
Arising on deemed 31 December 2009 956 36,043 5,894 (7,432) 35,461

disposal -minority in Telit

Wireless Solutions Stl - - - - - - 419 419
Total transactions with

owners 312 5,855 - - 402 6,569 419 6,988

Balance at Year ended 31 December 2008
41 December 2009 956 36,043 (260) (3.604)  (18207) 14928 1,115 16,043

1 January 2009 644 30,188 5,894 (2,498) 34,228

Share based payment charge - - - 219 219

Total comprehensive income - - - (5,153) (5,153)

Share
Share premium Other Retained
capital account reserve earnings Total
Share €000 €000 €000 €000 €000

Share premium Other Translation Retained Minority
capital Account reserve reserve earnings Total interest Total

€000 €000 €000 €000 €000 €000 €000 €000

Year ended 31 December 2008

1 January 2008 627 29,651 5,894 (1,488) 34,684

Balance as 1 January Issuance of shares 17 537 - - 554
2008 627 29,651 (260) (1,734) (12,512) 15,772 605 16,377
Total Comprehensive Loss for the year - - - (1,010) (1,010)

Income for the year ..
Loss for the year } ) i} . (3,052) (3,052) (181) (3,233) Total comprehensive income - - - (1,010) (1,010

Foreign currency

translation differences - - - (1,730) - (1,730) (174) (1,904) 31 December 2008 644 30,188 5,894 (2,498) 34,228

Total comprehensive
income - - - (1,730) (3,052)  (4,782) (355) (5,137)
Transactions with owners
Issuance of shares 17 537 - - - 554 - 554
A(ri‘issmfsgln_(rﬁirgfif . The other reserve arose on the issue of 1,790,785 shares to Polar Investments Ltd. (“Polar”) in 2005 in
Te]]?t Wireless So}llutions conside‘ration for the transfe.r to the Company of Polar’s‘ in.v?s.tment in Dai Telecom Holdings (2000) Ltd.
Srl - - - - - - (188) (188) and Dai Telecom Ltd. ("Dai Telecom"), the assets and liabilities of which were recorded at their previous

Share-based payment carrying value.
charge 421 421 15 436

Total transactions with
owners 17 537 - - 421 975 (173) 802

Balance at 31 December
2008 644 30,188 (260) (3,464) (15,143) 11,965 77 12,042
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Telit Communications PLL.C
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2009

1.

(a)

(b)

ACCOUNTING POLICIES
General information
Telit Communications PLC (the “Company”) is a company incorporated and domiciled in the UK.

The group financial statements consolidate those of the Company and its subsidiaries (together referred
to as the “Group”) and equity account the Group’s interest in associates and jointly controlled entities.
The parent company financial statements present information about the Company as a separate entity and
not about its Group.

Both the parent company financial statements and the Group financial statements have been prepared
and approved by the directors in accordance with International Financial Reporting Standards as adopted
by the EU (“Adopted IFRSs”). On publishing the parent company financial statements here together
with the Group financial statements, the Company is taking advantage of the exemption in s408 of the
Companies Act 2006 not to present its individual statement of comprehensive income and related notes
that form a part of these approved financial statements.

The accounting policies set out below have, unless otherwise stated, been applied consistently to all
periods presented in these consolidated financial statements.

Basis of preparation - Going Concern

The Group’s business activities, together with the factors likely to affect its future development,
performance and position are set out in the Chief Executive’s Statement and Review on pages 11 to 14.
The financial position of the Group, its cash flows, liquidity position and borrowing facilities are
described in the Chief Executive’s Statement and Review on pages 9 to 11. In addition notes 20, 29, 31
and 32 to the financial statements include the Group’s objectives, policies and processes for managing its
capital; its financial risk management objectives; details of its financial instruments and hedging
activities; and its exposures to credit risk.

The Group meets its day to day working capital requirements through overdraft facilities, invoice
advance facilities and factoring. In the main, these facilities are cancellable on demand or have renewal
dates within one year of the date of approval of the financial statements. In addition, the Group has
received a long-term preferential rate loan from the Ministry of Trade and Commerce in Italy. Further
information is provided within note 31. The current economic conditions create uncertainty particularly
over (a) the level of demand for the Group’s products which may also affect the possibility of utilizing
some of these facilities since they depend upon the level of sales in specific markets and in some
instances to specific customers; (b) the exchange rate between Euro and U.S. dollars and thus the
consequence for the cost of the Group’s raw materials; (c) the availability of bank finance in the
foreseeable future; (d) the continuity of supply from key suppliers; and (e) the uncertainty over forecasts
in current market environments.

The Group’s forecasts and projections taking account of the loss after taxation for the year from
continuing operations, the general economic environment and impact on specific markets supplied,
possible changes in trading performance, the Group's history of successfully renewing its facilities in the
past and the fact that there are actions available to the Group to address these risks, show that the Group
should be able to operate within the level of its current facilities. The Group will open renewal
negotiations with the banks in due course and has at this stage not sought any written commitment that
the facilities will be renewed. However, the management has held discussion with its bankers about its
future borrowing needs and no matters have been drawn to its attention to suggest that renewal may not
be forthcoming on acceptable terms. In addition, during 2009 the Company raised additional funds of
£5.7 million through a share issue in the stock market and management believe that further funds can be
raised, if will be needed, to support its growth.
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(b)

(¢

(d)

(e)

ACCOUNTING POLICIES (continued)
Basis of preparation - Going Concern (continued)

After making enquiries, the directors have a reasonable expectation that the Company and the Group
have adequate resources to continue in operational existence for the foreseeable future. Accordingly, they
continue to adopt the going concern basis in preparing the financial statements.

Functional and presentational currency

The consolidated financial statements are presented in Euros as this is the primary economic
environment of the of the Group, which differs from the functional currency of those subsidiaries that are
not located in the Euro zone.

The assets and liabilities of the Company’s subsidiaries that have a functional currency other than the
Euro are translated at the closing exchange rates prevailing at the balance sheet date. Income and
expense items and cash flows are translated at the average exchange rates for the period. Exchange rate
differences arising, from the translation of the above mentioned items, are recorded directly to the other
comprehensive income as a separate component called "translation adjustment". Goodwill and intangible
assets arising on the acquisition of a foreign entity are treated as assets and liabilities of the foreign
entity.

In preparing the financial statements of the individual companies, transactions in currencies other than
the entity’s functional currency are recorded at the rates of exchange prevailing on the dates of the
transactions. At each balance sheet date, monetary assets and liabilities that are denominated in foreign
currencies are retranslated at the rates prevailing at the balance sheet date.

Commencing on 1 January, 2010 the consolidated financial statements will be presented in US dollar.
Basis of consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities
controlled by the Company (its subsidiaries) made up to 31 December, each year. Control is achieved
where the Company has the power to govern the financial and operating policies of an investee entity so
as to obtain benefits from its activities.

The results of subsidiaries acquired during the year are included in the consolidated statement of
comprehensive income from the effective date of acquisition.

All intra-group transactions and balances between the Group’s companies are eliminated on
consolidation.

Minority interests in the net assets of consolidated subsidiaries are identified separately from the Group’s
equity therein. Minority interests consist of the amount of those interests at the date of the original
business combination and the minority’s share of changes in equity since the date of the combination.
Losses applicable to the minority in excess of the minority’s interest in the subsidiary’s equity are
allocated against the interests of the Group except to the extent that the minority has a binding obligation
and is able to make an additional investment to cover the losses.

Business combinations

The acquisition of subsidiaries is accounted for using the purchase method. The cost of the acquisition is
measured at the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred
or assumed, and equity instruments issued by the Group in exchange for control of the acquiree, plus any
costs directly attributable to the business combination.
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(e)
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ACCOUNTING POLICIES (continued)
Business combinations (continued)

The acquiree’s identifiable assets and liabilities that meet the conditions for recognition under IFRS 3
Business Combinations are recognized at their fair values at the acquisition date.

Goodwill arising on acquisition is recognized as an asset and initially measured at cost, being the excess
of the cost of the business combination over the Group’s interest in the net fair value of the identifiable
assets, liabilities and contingent liabilities recognized.

The interest of minority shareholders in the acquiree is initially measured at the minority’s proportion of
the net fair value of the assets, liabilities and contingent liabilities recognized.

Where the Company increase its stake in existing subsidiaries, the Company accounts for such
transactions based on the book values of the net assets of the subsidiary at the date of the injection.
Where the cost of acquisition is less than the net book value of the recognized net assets of the acquiree,
the excess, representing negative goodwill, is recognized immediately in profit or loss.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and in hand and short term deposits with maturity of
three months or less that are readily convertible to cash and are subject to an insignificant risk of changes
in value.

Trade receivables

Trade receivables classified as current assets are recognized and carried at original invoice amount,
which the Directors consider to be equal to fair value. Approximate allowances for estimated
uncollectible amounts are recognized in profit or loss when there is objective evidence that the asset is
impaired.

Trade receivables classified as non-current assets are recognized at the original invoice amount,
discounted to present value where the effect is material.

Inventories

Produced finished goods are stated at the lower of cost or net realizable value. Cost comprises direct
materials and, where applicable, direct labour costs and those overheads that have been incurred in
bringing the inventories to their present location and condition. Cost is calculated using the weighted
average method. Net realizable value represents the estimated selling price less all estimated costs of
completion and costs to be incurred in marketing, selling and distribution.

Raw materials are presented at the lower of cost or net realisable value, with cost calculated using the
weighted average method.

Investments
Investments in associated undertakings

An associate is an entity over which the Group or Comapny is in a position to exercise significant
influence, but not control, through participation in the financial and operating policy decisions of the
associate.

The results, and assets and liabilities of the associate are incorporated in the financial statements using
the equity method of accounting. The investment in the associate is carried in the balance sheet at cost as
adjusted by post-acquisition changes in the Group’s or Company’s share of the net assets of the
associate, less any impairment in the value of individual investments.
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ACCOUNTING POLICIES (continued)

Investments (continued)

Losses of the associate in excess of the Group’s or Company’s interest in those associates are not
recognized.

Any excess of the cost of acquisition over the Group’s or Company’s share of the fair value of the
identifiable net assets of the associate at the date of acquisition is recognized as goodwill.

Company - Investments in subsidiaries

Investments in subsidiaries are stated at cost less, where appropriate, provisions for impairment.

A gain or loss on partial disposals of investments in subsidiary that do not result in a loss of control are

recognized in the statement of comprehensive income.

Impairment of investments in associated undertakings

The Company considers at each balance sheet date whether there are any indications of impairment in
the value of its investment in associated undertakings. If the book value of an investment in a non-
subsidiary investee exceeds its recoverable value, the Company recognizes an impairment loss.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and any recognized
impairment loss.

Depreciation is charged so as to write off the cost over the estimated useful life of the assets, using the
straight -line method.

Depreciation rates are as follows:

%
Office furniture and equipment 6-15
Computers and software 33
Vehicles 15
Leasehold improvements 10-14
Machines and equipment 10-25

The gain or loss arising on the disposal of an asset is determined as the difference between the sale
proceeds and the carrying amount of the asset and is recognized in the statement of comprehensive
income.

Goodwill

Goodwill arising on the acquisition of an entity represents the excess of the cost of acquisition over the
Group’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities of the
entity or business recognised at the date of acquisition.

Goodwill is initially recognised as an asset held at cost and is subsequently measured at cost less any
accumulated impairment losses. Goodwill is held in the currency of the acquired entity and re-valued to
the closing rate at each balance sheet date. Goodwill is not subject to amortisation, but is subject to
testing for impairment.

For the purposes of impairment testing, goodwill is allocated to the cash-generating unit to which it
relates. Cash generating units to which goodwill has been allocated are tested for impairment annually,
or more frequently when there is an indication that the unit may be impaired.
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ACCOUNTING POLICIES (continued)
Goodwill (continued)

If the recoverable amount of the cash generating unit is less than the carrying amount of the unit, the
impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit and
then to other assets of the unit pro-rata on the basis of the carrying amount of each asset in the unit. An
impairment loss recognised for goodwill is not reversed in a subsequent period.

On full or partial disposal of a subsidiary, the attributable amount of goodwill is included in the
determination of the profit or loss recognised in the statement of comprehensive income on disposal.

Internally developed intangible assets — development costs
The cost of research activities is recognised as an expense in the period in which it is incurred.

An internally generated intangible asset arising from the Group's expenditure on development is
recognised only if all of the following conditions are met:

e an asset is created that can be identified (such as hardware, software or a new processes);

e itis probable that the asset created will generate future economic benefits; and

e the development cost of the asset can be measured reliably.

Internally generated intangible assets are amortised on a straight-line basis over their useful lives,
typically 5 years, from the date at which such assets are available for use. Where the internally generated
intangible asset is not yet available for use, it is tested for impairment annually by comparing its carrying
amount with its recoverable amount.

Where no internally-generated intangible asset can be recognised, development costs are recognised as
an expense in the period in which they are incurred.

Other intangible assets
Other intangible assets with finite lives are stated at cost less accumulated amortisation and impairment
losses. Amortisation is charged to the statement of comprehensive income on a straight-line basis over

the estimated useful lives of intangible assets from the date they are available for use.

Amortisation rates are as follows:

%
Software and license 15-33
Customer relationships 15
Acquired technology 20-40
Trademark 12.5

Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible assets
to determine whether there is any indication that those assets have suffered an impairment loss. If any
such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of
the impairment loss. Where the asset does not generate cash flows that are independent from other assets,
the Group estimates the recoverable amount of the cash-generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset for
which the estimates of future cash flows have not been adjusted.
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ACCOUNTING POLICIES (continued)

Impairment of tangible and intangible assets excluding goodwill (continued)

If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying
amount of the asset (cash-generating unit) is reduced to its recoverable amount. An impairment loss is
recognized as an expense immediately.

Income taxes

The tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the statement of comprehensive income because it excludes items of income or expense that
are taxable or deductible in other years and it further excludes items that are never taxable or deductible.
The Group's liability for current tax is calculated using tax rates that have been enacted by the balance
sheet date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying
amounts of assets and liabilities in the financial statements and the corresponding tax bases used in the
computation of taxable profit, and is accounted for using the balance sheet liability method.

Deferred tax liabilities are generally recognized for all taxable temporary differences and deferred tax
assets are recognized to the extent that it is probable that taxable profits will be available against which
deductible temporary differences can be utilized. Such assets and liabilities are not recognized if the
temporary difference arises from the initial recognition (other than in a business combination) of other
assets and liabilities in a transaction that affects neither the tax profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the
extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of
the assets to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset is realised. Deferred tax is charged or credited in the statement of comprehensive
income, except when it relates to items charged or credited directly to equity, in which case the deferred
tax is also dealt with in equity.

Trade payables
Trade payables are non interest bearing and are stated at their fair value.
Retirement benefit costs

For defined benefit retirement benefit schemes, the cost of providing benefits is determined using the
Projected Unit Credit Method, with actuarial valuations being carried out at each balance sheet date,
except where future service by current employees no longer qualifies for benefits in which case a
Traditional Unit Credit Method is applied. Actuarial gains and losses are recognized in full in the
statement of comprehensive income in the period in which they occur. Gains or losses on the curtailment
of a defined benefit plan are recognized in the statement of comprehensive income when the curtailment
or settlement occurs.

The retirement benefit obligation recognized in the balance sheet represents the present value of the
defined benefit obligation as adjusted for unrecognized past service cost, and as reduced by the fair value
of scheme assets. Any asset resulting from this calculation is limited to past service cost, plus the present
value of available refunds and reductions in future contributions to the plan.

The values attributed to plan liabilities that are material to the financial statements are assessed in
accordance with the advice of independent qualified actuaries.
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ACCOUNTING POLICIES (continued)
Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents amounts
receivable for goods and services provided in the normal course of business, net of discounts, VAT and
other sales related taxes.

Sales of goods are recognized when goods are delivered and title has passed.
Revenues from services are recognized as the services are provided.

Royalty income is recognized in accordance with the terms of the relevant royalty agreement unless,
there has been an assignment of rights for a fixed fee or non-refundable guarantee under a
non-cancellable contract which permits the licensee to exploit such rights freely and the Company has no
remaining obligations to perform; in such circumstances, revenue is recognized when collection of the
fee is reasonably assured.

Leases

Rentals payable under operating leases are charged to statement of income on a straight-line basis over
the term of the relevant lease.

Benefits received and receivable as an incentive to enter into an operating lease are also spread on a
straight line basis over the lease term.

Borrowing costs

Borrowing costs are recognized in profit or loss in the period in which they are incurred. Finance
charges, including any premiums to be paid on settlement or redemption and direct issue costs and
discounts relating to borrowings, are accounted for on an accruals basis and charged to the statement of
comprehensive income using the effective interest method.

In respect of borrowing costs relating to qualifying assets for which the commencement date for
capitalisation is on or after 1 January 2009, the Group capitalises borrowing costs directly attributable to
the acquisition, construction or production of a qualifying asset as part of the cost of that asset.
Previously the Group immediately recognised all borrowing costs as an expense charged to the statement
of comprehensive income. This change in accounting policy was due to the adoption of IAS 23
Borrowing Costs (2007) in accordance with the transitional provisions of such standard; comparative
figures have not been restated. The change in accounting policy had no material impact on earnings per
share.

Government grants

Government grants are recognized when it is reasonable to expect that the grants will be received and
that all related conditions will be met.

Government grants received in respect of costs which have been capitalized as development costs are
deducted from the carrying amount of the asset.

Government grants relating to income are recognized in other operating income over the periods
necessary to match them with the related cost.

Non-current assets held for sale

Non-current assets and disposal groups classified as held for sale are measured at the lower of carrying
amount and fair value less costs to sell.
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ACCOUNTING POLICIES (continued)
Non-current assets held for sale (continued)

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be
recovered through the sale transaction rather than through continued use. This condition is regarded as
met only when the sale is highly probable and the asset (or disposal group) is available for immediate
sale in its present condition and the Company is committed to the sale which is expected to qualify for
recognition as a completed sale within one year from the date of classification.

Financial instruments

Financial assets and financial liabilities are recognized on the Group's balance sheet when the Group
becomes a party to the contractual provisions of the instrument.

Financial assets

Financial assets are initially recorded at fair value, net of transaction costs. Subsequent to initial
recognition, investments in subsidiaries are measured at fair value less impairment. Subsequent to initial
recognition, investments in associates are accounted for under the equity method in the consolidated
financial statements and the cost method in the Company’s financial statements.

The Group classifies its other financial assets as either available for sale financial assets or loans and
receivables; no financial assets at fair value through profit or loss are held, except for derivative financial
instruments, which are set out below. The classification depends on the nature and purpose of the
financial assets and is determined at the time of initial recognition.

Available for sale financial assets

Certain shares held by the Group are classified as being available-for-sale since they are not held for
trading, have not been designated as at fair value through profit or loss and do not meet the accounting
requirements for classification as loans and receivables or held-to-maturity investments.

Such assets are stated at fair value or, where there is insufficient information to reliably determine fair
value at the measurement date, at deemed cost, less impairment. The determination of fair values is
described in note 17. Gains and losses arising from changes in fair value are recognized directly in
reserves. Where the investment is disposed of or is determined to be impaired, the cumulative gain or
loss previously recognized in reserves is included in profit or loss for the period.

Loans and receivables
Trade receivables, loans and other receivables that have fixed or determinable payments that are not
quoted in an active market are classified as “loans and receivables”. Loans and receivables are measured

at amortized cost using the effective interest method less impairment.

Interest is recognized by applying the effective rate, except for short-term receivables when the
recognition of interest would be immaterial.

Impairment of financial assets
Financial assets are assessed for indicators of impairment at each balance sheet date. Financial assets are
impaired where there is objective evidence that, as a result of one or more events that occurred after the

initial recognition of the financial asset, the estimated future cash flows of the investment have been
impacted.
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ACCOUNTING POLICIES (continued)
Financial instruments (continued)

Objective evidence of impairment could include:
¢ significant financial difficulty of the issuer or counterparty; or
e default or delinquency in interest or principal payments; or
e it becoming probable that the borrower will enter bankruptcy or financial re-organization.

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be
impaired individually are subsequently assessed for impairment on a collective basis. Objective evidence
of impairment for a portfolio of receivables could include the Group’s past experience of collecting
payments, an increase in the number of delayed payments in the portfolio past the average credit period
of 90 days, as well as observable changes in national or local economic conditions that correlate with
default on receivables.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial
assets with the exception of trade receivables, where the carrying amount is reduced through the use of
an allowance account. When a trade receivable is considered uncollectible, it is written off against the
allowance account. Subsequent recoveries of amounts previously written off are credited against the
allowance account. Changes in the carrying amount of the allowance account are recognized in profit or
loss.

With the exception of available for sale equity instruments, if, in a subsequent period, the amount of the
impairment loss decreases and the decrease can be related objectively to an event occurring after the
impairment was recognized, the previously recognized impairment loss is reversed through profit or loss
to the extent that the carrying amount of the investment at the date the impairment is reversed does not
exceed what the amortized cost would have been had the impairment not been recognized.

In respect of available for sale equity securities, impairment losses previously recognized through profit
or loss are not reversed through profit or loss. Any increase in fair value subsequent to an impairment
loss is recognized directly in equity.

De-recognition of financial assets

The Group derecognizes a financial asset only when the contractual rights to the cash flows from the
asset expire; or it transfers the financial asset and substantially all the risks and rewards of ownership of
the asset to another entity. If the Group neither transfers nor retains substantially all the risks and
rewards of ownership and continues to control the transferred asset, the Group recognizes its retained
interest in the asset and an associated liability for amounts it may have to pay. If the Group retains
substantially all the risks and rewards of ownership of a transferred financial asset, the Group continues
to recognize the financial asset and also recognizes collateralized borrowings for the proceeds received.

Financial liabilities and equity

Financial liabilities and equity instruments are classified according to the substance of the contractual
agreements.

An equity instrument is any contract that evidences a residual interest in the assets of the Group after
deducting all of its liabilities. Equity instruments issued by the Group are recorded at the proceeds
received, net of direct issue costs.

All the Group’s financial liabilities are classified as other financial liabilities. It holds no financial
liabilities ‘at fair value through profit or loss’, except for derivative financial instruments, which are set
out below.
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ACCOUNTING POLICIES (continued)
Financial instruments (continued)
Other financial liabilities

Other financial liabilities are initially measured at fair value, net of transaction costs and are subsequently
measured at amortized cost using the effective interest method, with interest expense recognized on an
effective yield basis.

The effective interest method is a method of calculating the amortized cost of a financial liability and of
allocating interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments through the expected life of the financial liability, or, where
appropriate, a shorter period.

De-recognition of financial liabilities

The Group de-recognizes financial liabilities when, and only when, the Group’s obligations are
discharged, cancelled or they expire.

Derivative financial instruments

The Group has entered into an interest rate swap to manage its exposure to interest rate risk. Further
details of derivative financial instruments are disclosed in note 29 to the financial statements.

Derivatives are initially recognized at fair value at the date the derivative contract is entered into and are
subsequently re-measured to their fair value at each balance sheet date. A derivative with a positive fair
value is recognized as a financial asset whereas a derivative with a negative fair value is recognized as a
financial liability. The resulting gain or loss is recognized in profit or loss immediately as the Group has
not designated the derivative as a hedging instrument.

A derivative is presented as a non-current asset or a non-current liability if the remaining maturity of the
instrument is more than 12 months and it is not expected to be realized or settled within 12 months. Other
derivatives are presented as current assets or current liabilities.

Embedded derivatives

Derivatives embedded in other financial instruments or other host contracts are treated as separate
derivatives when their risks and characteristics are not closely related to those of the host contracts and
the host contracts are not measured at fair value through profit or loss.

Share-based payments

The Group has applied the requirements of IFRS 2 Share-based payment. In accordance with the
transitional provisions, IFRS 2 has been applied to all grants of equity instruments after 7 November
2002 that had not vested as of 1 January 2005.

The Group issues equity-settled share-based payments to certain employees and directors. Equity-settled
share-based payments are measured at fair value at the date of grant. The fair value determined at the
grant date of the equity-settled share-based payments is expensed on a straight-line basis over the vesting
period, based on the Group's estimate of shares that will eventually vest.

Fair value is measured using an appropriate valuation model, for example the Black-Scholes model. The
expected life used in the model has been adjusted, based on management's best estimate, for the effects
of non-transferability, exercise restrictions, and behavioral considerations.
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1.

(y)

(2)

(aa)

(ab)

ACCOUNTING POLICIES (continued)

Share-based payments (continued)

Where the Group has settled a grant of equity instruments during the vesting period, the Group accounts
for the settlement as an acceleration of vesting, and recognizes immediately in the statement of
comprehensive income the amount that otherwise would have been recognized for services received over
the remainder of the vesting period. Payments made to the employee on settlement of the grant are
accounted for as the repurchase of equity interest and deducted from equity, except to the extent that the
payment exceeds the fair value of the equity instruments granted, measured at the repurchase date. Any
such excess is recognized as an expense in the statement of comprehensive income.

Loss per share

Basic and diluted loss per share is computed on the basis of the weighted average of paid up capital
shares during the year in accordance with IAS 33 (Revised) Earnings per share.

Provisions

A provision for warranty costs is recognized at the date of sale of the relevant products, at the best
estimate of the expenditure required to settle the Group's liability. Other provisions are recognize in
accordance with IAS 37 at the best estimate of the expenditure required to settle the Group's liability

Critical accounting judgments and key sources of estimation uncertainty
Critical accounting judgments

In the process of applying the Group’s accounting policies, management consider the following
judgments, apart from those involving estimates on future uncertain events, which are discussed further
below, to have the most significant effect on the amounts recognized in the financial statements.

Grant income

Income relating to government grants is recognized when there is reasonable assurance that the
Company has complied with the conditions attaching to them and the grant will be received.
Management is required to exercise judgment in determining when compliance with the terms of the
grant and receipt of the grant are probable. The amount of regional grant income recognized in the
statement of comprehensive income for the year ended 31 December 2009 was €19,000 (2008:
€1,002,000).

As at 31 December 2009 an amount of €3,715,000 (2008: €,908,000) is recorded in other current assets.
The amount of grant income offset against capitalized intangible assets for the year ended 31 December
2009 was €2,594,000 (2008: €2,606,000).

Allocating fair values in a business combination

Acquisitions of shares in subsidiaries are accounted for using the purchase method whereby their
aggregate consideration is allocated to the fair value of the assets acquired and liabilities assumed based
on management’s best estimates. Management is required to exercise judgment in the determination of
the fair value of identified assets and liabilities, and particularly intangible assets.

As at 31 December 2009, the carrying value of intangible assets other than the goodwill acquired in

business combinations was €355,000 (2008: €42,000). For applicable amortization rates, see note 1(n)
above.
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(ab)

ACCOUNTING POLICIES (continued)
Critical accounting judgments and key sources of estimation uncertainty (continued)
Investments in unlisted entity

The Group holds equity instruments in an unlisted entity for which no active market exists and hence a
quoted market price does not exist. These are accounted for as available-for-sale investments by the
Group, requiring them to be measured at fair value at inception and at each balance sheet date, unless
such fair values cannot be reliably determined at the measurement date, in which case they are recorded
at deemed cost less any impairment.

Determination of fair value requires the use of valuation techniques which make use of certain
assumptions including historic and forecast revenues and earnings, debt levels, multiples observed for
comparator companies and discounts to such multiples to take account of entity specific factors such as
illiquidity. As at 31 December 2009, the Group is not able to make such a determination on the basis of
reliable assumptions in respect of its available for sale investment. However, the value of such
investments as of 31 December 2009 represents the Group's equity share in the unlisted entity. The
determination of the fair value of available for sale investment would impact the amount recorded on the
balance sheet. Changes in these assumptions would impact on the amount recorded in the balance sheet.
As at 31 December 2009, the total value of such investments was €1,570,000 (2008: €1,570,000).

Share-based payments

The Group has granted equity-settled share-based payments to certain directors and employees. Such
options are required to be fair valued in accordance with the requirements of IFRS 2 Share-based
payment. Determination of fair value requires the exercise of judgment regarding the applicable
assumptions to be used as inputs into the fair value model, including the expected volatility, risk-free rate
and expected option life. Changes in these assumptions would affect the fair value of options and hence
the amount recorded in the statement of comprehensive income. For the year ended 31 December 2009,
the total amount recorded in the statement of comprehensive income for continuing operations was
€102,000 (31 December 2008: €36,000).

Accounting for transactions with Bartolini After Market Electronic Services Srl (“BAMES”)

As disclosed further in note 8, on 20 June 2007, the Group entered into a series of related transactions
with BAMES in which BAMES subscribed for 5.625% of the share capital of Telit Wireless Solutions
Srl for .0 million, and the Group acquired a 19.9% interest in BAMES’s subsidiary, Services for
Electronic Manufacturing Srl (“SEM”) for €l. Additionally, the Group entered into a manufacturing
agreement for the manufacture by SEM of machine-to-machine modules, with certain exceptions, for a
period of at least five years, together with minimum purchase quantities.

In December 2008, BAMES subscribed for an additional 4.375% of the share capital of Telit Wireless
Solutions Srl for €7.0 million, thus completing the agreed investment and increasing BAMES' holdings
to a total of 10% of the share capital of Telit Wireless Solutions Srl.

Accounting for these transactions has required the Group to determine the fair value of the acquired
interest in SEM and the fair value of the interest in Telit Wireless Solutions Srl disposed, in order to
determine the gain on deemed disposal of the interest in Telit Wireless Solutions Stl after attributable
costs. The Group has recognized the premium received in excess of the fair value of Telit Wireless
Solutions Srl given up as deferred income, representing the premium received for minimum purchase
commitments given by the Group. This is being amortized to the statement of comprehensive income
within cost of sales in accordance with the minimum purchase commitments made by the Group. The
total amount amortized to the statement of comprehensive income for the year ended 31 December 2009
was €7,667,000 (2008: €5,134,000).
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1.

ACCOUNTING POLICIES (continued)

(ab) Critical accounting judgments and key sources of estimation uncertainty (continued)

As disclosed further in note 2, in 2008 the Group entered into a transaction with SEM in which SEM:

e purchased from the Group a perpetual worldwide license for the "Telit" nominative trade
name and the “Telit by SEM Wimax” trade name and trademark to use within the “Telit
by SEM WiMax” tradename and trademark in the worldwide marketing and sale of base
stations (“BTS”) and customer premises equipment (“CPE”) for commercial networks
running the WiMax technology; and

e agreed a price reduction in respect of the Group’s purchases made to 30 September 2009
under the manufacturing agreement with SEM.

The consideration receivable by the Group in respect of these agreements is €3,500,000 payable in three
installments from March 2010 to March 2012 (€3.1 million net present value). In addition, the credit
terms made available to the Group by SEM have been extended with effect from 1 November 2008. A
further price reduction has been agreed starting from 1 October 2009.

Accounting for this transaction has required the Group to estimate the fair value of the components of
the transaction. The fair values allocated have been determined at present value to reflect the time value
of money. The fair value allocated to the license is €1,500,000, which has been determined by reference
to a comparable transaction entered into by the Group in 2007. The Group has recognized €).7 million in
respect of the price reduction for 2009 (2008: €).9 million). See also note 5.

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key sources of estimation uncertainty at the
balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year, are discussed below.

Recoverability of deferred tax assets

Under IFRS, a deferred tax asset arising on trading losses or deductible temporary differences is only
recognized where it is probable that future taxable profits will be available to utilize the losses. The key
judgments in assessing the recognition of a deferred tax asset are:

. the probability of taxable profits being available in the future; and
° the quantum of taxable profits that are forecast to arise.

This requires management to exercise judgment in forecasting future results. There are a number of
assumptions and estimates involved in estimating the future results of the relevant entity in which the
trading losses arose, including:

management’s expectations of growth in revenue;

changes in operating margins;

uncertainty of future technological developments; and

uncertainty over global and regional economic conditions and demand for the Group’s services.

Changing the assumptions selected by management could significantly affect the Group’s results.
As at 31 December 2009, the Group had recognized a deferred tax asset of €316,000
(2008: ©48,000). See note 9 for further information.
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ACCOUNTING POLICIES (continued)
Critical accounting judgments and key sources of estimation uncertainty (continued)
Recoverability of internally developed intangible assets

Capitalization of development costs requires the exercise of management judgment in determining
whether it is probable that future economic benefits to the Company arising will exceed the amount
capitalized. This requires management to estimate anticipated revenues and profits from the related
products to which such development costs relate. As at 31 December 2009, the amount of development
costs capitalized (net of amortization and grants) included in the Group balance sheet was €4,426,000
(2008: €4,356,000).

Recoverability of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of the cash-
generating units to which goodwill has been allocated. The value in use calculation requires the Group to
estimate the future cash flows expected to arise from the cash-generating unit and a suitable discount rate
in order to calculate present value.

There are a number of assumptions and estimates involved in calculating the net present value of future
cash flows from the Group’s cash-generating units, including:

management’s expectations of growth in revenue;

changes in operating margins;

uncertainty of future technological developments;

uncertainty over global and regional economic conditions and demand for the Group’s products;
long-term growth rates; and

selection of discount rates to reflect the risks involved.

Changing the assumptions selected by management, in particular the discount rate and growth rate
assumptions used in the cash flow projections could significantly affect the Group’s results. As at 31
December 2009, the amount of goodwill included in the consolidated balance sheet was €2,426,000
(2008: €,301,000).

Recoverability of investments in associated undertaking

Asset recoverability is an area involving management judgment, requiring assessment as to whether the
carrying value of assets can be supported by the net present value of future cash flows derived from such
assets using cash flow projections which have been discounted at an appropriate rate. In calculating the
net present value of the future cash flows, certain assumptions are required to be made in respect of
highly uncertain matters, as noted below.

IFRS requires management to test for impairment if events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Group management currently undertakes an annual
impairment test for investments in associated undertakings at least annually to consider whether a full
impairment review is required.

If the book value of an investment in a non-subsidiary investee exceeds its recoverable value, the
Company recognizes an impairment loss. As at 31 December 2009, the book value of the investment in
associated undertakings was €05,000 (2008: €29,000).
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1. ACCOUNTING POLICIES (continued) 1. ACCOUNTING POLICIES (continued)

(ab) Critical accounting judgments and key sources of estimation uncertainty (continued) (ac) New Accounting Standards, interpretations and amendments to existing standards that are

adopted for the first time in these financial statements (continued)

(ac)

Recoverability of investments in unlisted entity

The Group’s balance sheet includes an investment in unlisted securities which is carried at deemed cost
of €1,570,000 (2008: €1,570,000). The Directors have undertaken an evaluation of whether there are any
indicators of impairment associated with this investment. In doing so, the Directors have considered
observable data about the investee and the outlook for the market in which it operates. This requires the
Directors to form an assessment of the expected future economic benefit that may be realized from its
investment holding, either through disposal or dividend income.

Provisions

The Group is currently the subject of ongoing tax audits in respect of tax returns made in certain
jurisdictions. The calculation of the Group’s charges to taxation, including income tax, employment tax,
sales taxes and other taxes involves the exercise of judgment in respect of certain items whose tax
treatment cannot be finally determined until resolution has been reached with the relevant tax authority
or, as appropriate, through a formal legal process. The probable outcome of the tax audits has been
considered in determining the appropriate level of provision for such taxes. The final resolution of some
of these items may give rise to material profit and loss and/or cash flow variances.

New Accounting Standards, interpretations and amendments to existing standards that are
adopted for the first time in these financial statements

The Group adopted the following standards as from January 1, 2009:
Revised IAS 1 - "Presentation of Financial Statements" (hereinafter- IASIR)

IASIR set comprehensive requirements for presenting financial statements, guidelines for the
structure of financial statements and minimum requirements on content. Among other things,
TIAS1R mandates to present income and expense items recognized in equity and that do not stem
from transactions with shareholders (hereinafter — other comprehensive income items) separately
from owner-related equity transactions. All comprehensive income items need to be presented in
the statement of comprehensive income. However, entities may elect whether to present all
income and expense items recognized in the period in one or two statements: a statement that
presents income or loss components (income statement) and a second statement that starts with
income or loss and presents other comprehensive income components (statement of
comprehensive income). The Group elected to present all income and expense items recognized in
the period in one statement - statement of comprehensive income. According to IASIR,
comparative information was restated. This change in presentation does not affect the results of
the Group and earnings per share.

The Group presents in the consolidated statement of changes in shareholders equity all owner
changes in equity, whereas all non — owner changes in equity are presented in the consolidated
statement of comprehensive income.

IFRS 7 ‘Financial instruments — disclosures’ (amendment), (effective 1 January 2009)

As part of the IFRS improvement project, two aspects of IFRS 7 disclosure requirements have
been made:

* enhancing disclosures over fair value measurements relating to financial instruments,
specifically in relation to disclosures over the inputs used in valuations techniques and the
uncertainty associated with such valuations; and
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* improving disclosures over liquidity risk to address current diversity in practice in how such
disclosure requirements are being interpreted and applied, proposing quantitative disclosures
based on how liquidity risk is managed and strengthening the relationship between quantitative
and qualitative liquidity risk disclosures.

As a result of this change, further disclosures have been added to the financial statements this
year.

International Financial Reporting Standard No. 8 — "Operating Segments" — (hereafter IFRSS).

IFRS 8 replaces IAS 14 "Segment Reporting". The new standard requires the application of a
'management approach', whereby segment information is presented on the same basis as that used
for internal reporting purposes.

The application of the standard did not have any effect on the Group's segment reporting.
Goodwill is allocated by management to groups of cash-generating units based on segments
levels.

Amendment to International Accounting Standard No. 38 — "Intangible Assets" (hereafter — the
amendment to IAS 38).

The said amendment is part of the annual improvements project of the IASB published in May
2008 and relates to advertising and promotional activities. Under the Amendment to TAS 38, it is
allowed to recognize a prepayment as an asset to the extent that the prepayment was made prior to
the point at which the entity had the right to access the goods purchased or up to the point of
receipt of services. As a result, the Group applies the said amendment to IAS 38 commencing 1
January 2009 with retroactive effect.

IAS 23 (revised) Accounting for borrowing costs

In respect of borrowing costs relating to qualifying assets for which the commencement date for
capitalisation is on or after 1 January 2009, the Group capitalises borrowing costs directly
attributable to the acquisition, construction or production of a qualifying asset as part of the cost of
that asset. Previously the Group immediately recognised all borrowing costs as an expense. This
change in accounting policy was due to the adoption of IAS 23 Borrowing Costs (2007) in
accordance with the transitional provisions of such standard; comparative figures have not been
restated. The change in accounting policy had no material impact on earnings per share.

IFRS 2 (amendment), ‘Share-based payment’ (effective 1 January 2009)

IFRS 2 deals with vesting conditions and cancellations. It clarifies that vesting conditions are
service conditions and performance conditions only. Other features of a share-based payment are
not vesting conditions. These features would need to be included in the grant date fair value for
share-based payments; they would not impact the number of awards expected to vest or valuation
there of subsequent to grant date. All cancellations, whether by the entity or by other parties,
should receive the same accounting treatment. The Group applies IFRS 2 (amendment) as from 1
January 2009. The amendment did not have a material impact on the Group or Group’s financial
statements for the reported years.
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1.

(ad)

ACCOUNTING POLICIES (continued)
New standards and interpretations not yet applied

During the year, the IASB and IFRIC have issued a number of new standards, interpretations and
amendments to existing standards which will be effective for the Group in future accounting periods,
including:

Amendments to IFRS 1 and IAS 27 Cost of an Investment in a Subsidiary, Jointly-controlled entity or
Associate

Amendment to IFRS 2 Group Cash-settled share-based payment transactions

IFRS 3 (Revised) Business Combinations

Amendment to IFRS 7 Improving disclosures about financial instruments

IAS 27 (Revised 2008) Consolidated and separate financial statements

Amendment to IFRIC 9 and IAS 39 Embedded derivatives

IFRIC 16 Hedges of a Net Investment in a Foreign Operation

IFRIC 17 Distribution of non-cash assets to owners

IFRIC 18 Transfers of assets from customers

Amendment to IAS 36 Impairment of Assets

Amendment to IAS 39 Reclassification of financial assets: Effective date and transition

Amendment to IAS 39 Financial Instruments: Recognition and Measurement: Eligible Hedged items

The directors anticipate that the adoption of these Standards and Interpretations in future periods will
have no material impact on the financial statements of the Group.
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2.

REVENUE
Group

2009 2008

€000 €000
Sales of goods 63,761 57,426
Royalties* - 1,657
Revenue 63,761 59,083
Investment income 85 192
Continuing operations 63,846 59,275
Discontinued operations - 1,288

63,846 60,563

In December 2008 Telit entered into a perpetual license agreement with SEM, granting SEM the right to
use the Telit trade name, within the “Telit by SEM WiMax” trade name and trademark, in the worldwide
marketing and sale of Base Stations (BTS) and Customer Premises Equipment (CPE) for communication
networks running the WiMax technology and agreed a price reduction in respect of the Group’s
purchases made to 30 September 2009 under the existing manufacturing agreement with SEM. The
consideration of €3.5 million is payable in three installments between 2010-2012. Of this amount, €1.5
million were recognized as royalties and recorded in the statement of comprehensive income as revenue.
This transaction is discussed further in note 1(ab).

SEGMENTAL ANALYSIS

The Group

Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision-maker in the Group. The chief operation decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments and makes strategic decisions,

has been identified as the Chief Executive Officer.

The Group is organized on a worldwide basis into three geographical segments: EMEA, APAC and
Americas. There are no other segments.

Segmental information for each geographical region in which Telit operates is presented below:
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2009
EMEA APAC Americas Total Eliminations Consolidated
€000 €000 €000 €000 €000 €000

Revenue

External sales 38,430 15,098 10,233 63,761 - 63,761
Inter-segment sales 26,014 627 222 26,863 (26,863) -
Total revenue 64,444 15,725 10,455 90,624 (26,863) 63,761
Result

Segment result 2,689 330 (1,589) 1,430 - 1,430
Unallocated corporate expenses (3,607)
Operating profit 2,177)
Investment income 85
Finance costs (857)
Profit before income taxes (2,949)
Income taxes (81)
Loss for the year (3,030)
2008 Discontinued Eliminat- Consolid

EMEA APAC Americas operations Total ions -ated
€000 €000 €000 €000 €000 €000 €000

Revenue

External sales 45,541 9,553 5,277 (1,288) 59,083 - 59,083
Inter-segment sales " 10,662 5,109 - - 15,771  (15,771) -
Total revenue 56,203 14,662 5,277 (1,288) 74,854  (15,771) 59,083
Result

Segment result 4,271 (240) (2,531 1,850 3,350 - 3,350
Unallocated corporate expenses (2,786)
Operating profit 564
Investment income 192
Finance costs (1,171)
Share of results of associated undertakings'” 18
Gain on deemed partial disposal of subsidiary 1,614
Profit before income taxes 1,217
Income taxes (2,586)
Loss for the year from discontinued operations (1,864)
Loss for the year (3,233)

(1)  Transactions between geographic segments are charged at market prices.
(2)  Unallocated corporate expenses principally comprise salary, professional fees and other expenses which cannot be

directly allocated to one of the segments.

(3)  The segment result for discontinued operations is reported in note 12.

(4)  The share of results of associated undertakings arises from activities in Israel.
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3. SEGMENTAL ANALYSIS (continued)

Total assets:
EMEA

APAC

Americas
Unallocated assets
Total assets

Total liabilities:
EMEA

APAC

Americas
Unallocated liabilities
Total liabilities

Unallocated assets comprise:

Other long term assets
Deferred tax asset

Other debtors in respect of general entity and head office purposes

Deposits - restricted cash
Cash and cash equivalents

Unallocated assets

Unallocated liabilities comprise:

Other loans
Short-term borrowings from banks and other lenders

Other current liabilities in respect of general entity and head office

purposes
Other long term liabilities
Deferred tax liabilities

Unallocated liabilities
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2009 2008
€000 €000
29,889 36,405
9,317 8,240
3,266 3,293
17,130 7,042
59,602 54,980
19,578 23,655
1,664 909
660 475
21,657 17,899
43,559 42,938
2009 2008
€000 €000
393 337
316 548
5,067 1,147
3,456 391
7,898 4,619
17,130 7,042
2009 2008
€000 €000
3,150 3,531
15,425 13,417
2,192 587
221 119
69 245
21,657 17,899
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Telit Communications PLC
NOTES TO THE FINANCIAL STATEMENTS (continued)

2009
EMEA APAC Americas  Consolidated
€000 €000 €000 €000

Other segment items:
Capitalized tangible and
intangible asset additions 2,953 1,081 88 4,122
Non-cash items:
Depreciation and

amortization (2,513) (692) (54) (3,259)
Bad debt expense 244 23 33 300
Share-based payments 352 23 27 402
2008

Discontinued
EMEA APAC Americas operations Consolidated
€000 €000 €000 €000 €000

Other segment items:
Capitalized tangible and
intangible asset additions 5,535 1,028 57 - 6,620
Non-cash items:
Depreciation and

amortization (1,984) (629) 61) - (2,674)
Bad debt expense 688 - 79 (688) 79
Share-based payments 415 17 26 (22) 436
OTHER INCOME

2009 2008
€000 €000

Government grants 49 1,002

The Group’s eligibility for the annual programs for 2008 and 2009 were approved by the relevant grant
making body during the year. The Group only recognizes such income from the regional grant-making
body once it has received confirmation of eligibility and once the qualifying conditions have been
satisfied and the Group is reasonably assured of receipt. The Group has recognized amounts expected to
be received in respect of the regional grant within other income in the year ended 31 December 2009 as
all the conditions for qualification, which relate to the level of eligible expenditure incurred, have been
satisfied. As at 31 December 2009, the total amount receivable from the regional grant body was
€1,121,000 (31 December 2008: €,778,800).

OTHER EXPENSES
Other expense relates to compensation payment agreed during July 2009 with BAMES in order to
convert the agreement with SEM, a leading global electronics service provider, (the Vimercate, Milan

based manufacturing arm of BAMES), to be non-exclusive. The agreement provided for SEM to produce
all of Telit’s M2M modules (with some exceptions) for a five year period starting from March 12, 2007.
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S.

OTHER EXPENSES (continued)

As a result of the cancellation of the exclusivity, SEM is entitled to a compensation of €.75 million to
be settled by set-off against the receivable balance Telit has from the license agreement entered into by
the parties in December 2008.

INVESTMENT INCOME

2009 2008

€000 €000
Interest income from bank deposits 85 192
FINANCE COSTS

2009 2008

€000 €000
Interest expense on factoring arrangements 78 370
Interest expense on bank loans and overdrafts 748 1,138
Fair value movement on derivative financial instrument 102 119
Exchange rates and other differences (71) (456)

857 1,171

GAIN ON DEEMED PARTIAL DISPOSAL OF SUBSIDIARY UNDERTAKING

The Group’s subsidiary, Telit Wireless Solutions Srl (“TWS”), received in June 2007 a capital injection
of €.0 million (before costs of €1.4 million) in exchange for new shares issued equal to 5.625% of its
enlarged share capital, with a further capital injection to take place for €/.0 million in December 2008 in
exchange for new shares to be issued equal to 4.375% of the enlarged share capital of TWS. The Group
accounted for this transaction as a deemed disposal. As part of the same transaction, the Group acquired
a 19.9 % interest in BAMES’s subsidiary, Services for Electronic Manufacturing Srl (“SEM”) for €1. As
set out in note 17, the fair value of this investment at the date of acquisition was determined to be
€],570,000. Additionally, the Group entered into a manufacturing agreement for the manufacture by
SEM of machine-to-machine modules, with certain exceptions, for a period of at least five years,
together with minimum purchase quantities.

The gain on deemed disposal was calculated as the difference between the estimated fair value of the
5.625% stake in TWS, net of costs, and the book value as at the date of deemed disposal. Minority
interests of €275,000 were recognized on this transaction.

In December 2008, TWS received a further capital injection of €7.0 million in exchange for new shares
issued equal to 4.375% of its enlarged share capital. The Group has accounted for this transaction as a
deemed disposal.

2008

€000
Fair value of net assets disposed 1,426
Book value of net liabilities disposed to minorities 188
Gain on deemed partial disposal of subsidiary undertaking 1,614
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8.

GAIN ON DEEMED PARTIAL DISPOSAL OF SUBSIDIARY UNDERTAKING (continued)

TWS holds most of the Group’s investments in its Telit Wireless Solutions division. In estimating the fair
value of net assets disposed, the Directors had regard to the market value of the Telit Communications
PLC group as at the date of the original transaction.

In the year ended 31 December 2007 the Group recognized the net premium received in excess of the fair
value of the stake in TWS given up, amounting to €7,693,000, as deferred income, representing the
premium received for minimum purchase commitments given by the Group. In the year ended 31
December 2008 the Group recognized the net premium received in excess of the fair value of the
additional 4.375% stake in TWS given up, amounting to additional €5,574,000, as deferred income,
representing the premium received for minimum purchase commitments given by the Group. The total net
premium received under the transaction is €13,267,000.

The net premium is being amortized to the statement of comprehensive income within cost of sales in
accordance with the minimum purchase commitments made by the Group. During 2009 the group
recognized the remaining balance of the deferred income and recorded amount of €7,667,000 (2008:
45,134,000) in the statement of comprehensive incomes.

During July 2009 the Group signed an agreement with BAMES in order to convert the agreement with
SEM to be non-exclusive. See also note 5.

INCOME TAXES
2009 2008
€000 €000
A.
Overseas corporate tax:
Current year taxes 36 (13)
Deferred taxes:
Overseas deferred taxes 45 2,599
81 2,586

Taxation for other jurisdictions is calculated at the rates prevailing in the respective jurisdictions.
B.  Factors affecting the tax expense for the year

The table below explains the differences between the expected tax credit on continuing operations,
at the UK statutory rate of 28% for 2009 and 28.5% for 2008, and the Group’s total tax expense

for the year:
2009 2008
€000 €000
(Loss)/profit before income tax from continuing operations (2,949) 1,217
Tax credit/ (charge) computed at 28% (2008:28.5%) 826 (347)
Tax adjustments arising from:
(Income exempted) /expenses which are not deductible in
determining taxable profit (2,049) 114
Impairment of deferred tax asset (124) (3,000)
(Increase)/decrease in taxes resulting from a different tax
rate of subsidiaries operating in other jurisdictions (15) 197
Tax losses not utilised 1,598 450
Other differences (317) -
Tax charge for continuing operations (81) (2,586)
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9. INCOME TAXES (continued)

C.

Deferred tax

The following are the major deferred tax liabilities and assets recognized by the Group and
movements thereon during the current and prior year, after offset of balances within countries:

Net Other
operating timing
loss differences Total
€000 €000 €000
At 1 January 2009 431 (128) 303
Translation adjustments 15 (26) (11)
(Charge) / credit to the statement of comprehensive
income (146) 101 (45)
At 31 December 2009 300 (53) 247

The Group has recognized deferred tax assets in respect of Telit APAC of €).3 million in the year
ended 31 December 2009. Telit APAC has generated taxable losses in the year ended 31 December
2009 but have a recent history of taxable profits and the Directors consider that this business will
return to profitability within 12 months.

Factors affecting the tax charge in future years

Factors that may affect the Group’s future tax charge include the finalization and acceptance of tax
returns with relevant tax authorities, the resolution of inquiries from tax authorities (discussed
further in note 1(ab), corporate acquisitions and disposals, changes in tax legislation and rates, the
availability and use of brought forward tax losses, and the realization or otherwise of recognized
deferred tax assets.

The gross amount and expiry dates of losses available for carry forward are as follows:

2009 2008

€000 €000
Losses for which a deferred tax asset is recognized 1,364 1,599
Losses for which no deferred tax asset is recognized 44,358 42,499
45,722 44,098
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10.

(LOSS)/PROFIT FOR THE YEAR FROM CONTINUING OPERATIONS AND GROUP AUDIT

FEE

(Loss)/Profit for the year from continuing operations is stated after charging / (crediting)

Net foreign exchange gain

Depreciation of owned fixed assets (note 15)

Amortization of intangible assets (note 14):

Amortization of purchased customer list — included in

selling and marketing expenses

Amortization of acquired technology — included in

research and development expenses

Amortization of software — included in research and

development expenses

Research and development expenditure

Costs of inventories recognized as an expense
Write-downs of inventories recognized as an expense

Audit fee

Fees payable to the Company’s
auditors for the audit of the
Company’s annual accounts:

Current auditors
Preceding auditors

Fees payable to the Company’s
auditors and their associates for
other services to the Group:

Current auditors
Preceding auditors

The audit of the Company’s
subsidiaries pursuant to
legislation:

Current auditors
Preceding auditors
Total audit fees

Tax services:
Current auditors
Preceding auditors

Total fees

Telit Communications PLC
NOTES TO THE FINANCIAL STATEMENTS (continued)

2009 2008
€000 €000

(71) (456)

1,379 1,154

286 199

238 171

1,356 1,150

10,866 9,647

32,772 28,239

(22) 474

Group Company
2009 2008 2009 2008
€000 €000 €000 €000

123 - 123 -
- 126 - 126
12 - 6 -
19 24 - 13
124 - - -
20 171 - -
298 321 129 139
19 - 5 -
- 4 - -
317 325 134 139
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11.

12.

EMPLOYEES

The average monthly number of persons (including executive
directors) during the year was:

2009 2008
Sales and marketing 64 54
Research and development 186 182
General and administration 58 50
Operations 54 43
Discontinued operations - 10
362 339

Their aggregate remuneration comprised:

2009 2008

€000 €000
Wages and salaries 12,524 12,695
Social security costs 2,691 2,256
Other pension costs 552 1,093
15,767 16,044

Directors’ remuneration disclosures described within the Directors’ Remuneration Report as audited
form part of these financial statements on page 20.

The Company directly employed 2 sales persons in the UK.
DISCONTINUED OPERATIONS

On 17 May 2007 the Company’s board of directors resolved to sell the Wireless Products division
(“TWP”) and to focus solely on the Wireless Solutions business unit.

On 28 June 2007 the Company executed a term sheet for the sale of 80.01% of TWP, to a group of third
party investors. This agreement was not consummated. During the second half of 2007 the Company
sold its Italian TWP business to a third party, thus marking the final disposal of Telit's European TWP
business. During the first half of 2008, following the termination of the transaction to sell the Israeli
TWP business, the Company converted this division into a wireless solutions centre as an integral part of
its ongoing wireless solutions business and abandoned its TWP activities.

The results of the discontinued operations which have been included in the consolidated statements of
operations for the year ended 31 December 2008 are as follows:

2008

€000
Revenue 1,288
Cost of sales (1,832)
Gross profit (544)
Other income 43
Operating expenses (1,349)
Net finance costs (14)
Loss before income taxes (1,864)
Income taxes -
Net loss attributable to discontinued operations (1,864)
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12.

13.

DISCONTINUED OPERATIONS (continued)

During the year, net cash used in operations in the Wireless Products Division was il (2008:
€1,441,000)

The loss from discontinued operations in 2008 includes a charge of €1,031,000 in respect of the Telit
EMEA TWP business arising from adjustments to the gain on disposal of discontinued operations
following resolution of uncertainties arising from the terms of the disposal transaction and arising from
and directly related to the operations of the TWP business before its disposal, including write-downs of
trade receivables not recovered and the resolution of certain legal matters related to the discontinued
activity. The resolution of these uncertainties has resulted in changes to the amounts recorded in respect
of these amounts based on their estimated effect as at 30 June 2008, leading to an increase in the charge
of €877,000.

LOSS PER SHARE
2009 2008
€000 €000
The calculations of basic and diluted earnings per ordinary share
are based on the following results and numbers of shares:
Loss for the year attributable to the equity shareholders of the
parent (3,466) (3,052)

Weighted average number of shares: No. of Shares  No. of Shares

For basic and diluted earnings per share 45,608,302 43,430,948
Loss per share from continuing operations (euro cents) (7.6) (2.7)
Loss per share from discontinued operations (euro cents) - 4.3)
Loss per share (euro cents) (7.6) (7.0)

6,286,667 3,524,834

Number of options that are anti-dilutive:
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14. INTANGIBLE FIXED ASSETS

Finite lived intangible assets

Internally
Software  generated
and development  Customer Acquired
licenses costs relationships technology Goodwill Total
GROUP €000 €000 €000 €000 €000 €000
COST
1 January 2008 3,099 2,917 1,324 571 2,655 10,566
Additions 831 4,057 - - - 4,888
Grant contribution - (2,606) - - - (2,606)
Arising on acquisition - - - 248 249 497
Reclassified from held
for sale - 523 - - - 523
Translation adjustments (130) (51) (246) (127) (603) (1,157)
31 December 2008 3,800 4,840 1,078 692 2,301 12,711
Additions 174 3,008 - - - 3,182
Grant contribution - (2,594) - - - (2,594)
Disposals (49) - - - - 49)
Translation adjustments 12 103 66 27 125 333
31 December 2009 3,937 5,357 1,144 719 2,426 13,583
ACCUMULATED
AMORTIZATION

1 January 2008 (783) - (369) (364) - (1,516)
Charge for the year (666) (484) (199) (171) - (1,520)
Translation adjustments 33 - 94 81 - 208
31 December 2008 (1,416) (484) (474) (454) - (2,828)
Charge for the year (909) (447) (286) (238) - (1,880)
Translation adjustments - - (29) (27) - (56)
31 December 2009 (2,325) (931) (739) (719) - (4764
Net book value

31 December 2009 1,612 4,426 355 - 2,426 8,819

31 December 2008 2,384 4,356 604 238 2,301 9,883

Goodwill, customer relationships and acquired technology relate to the acquisition of Telit APAC which
is included within the Asia Pacific geographical segment, and to the acquisition of One RF Technologies
(subsequently renamed Telit RF) which is included within the EMEA geographical segment. The amount
of goodwill attributable to the Asia Pacific segment is €2,177,000 (2008: €,052,000) and €49,000 to
the EMEA segment (2008: €49,000). The amount of customer relationships and acquired technology
attributable to the Asia Pacific segment is €355,000 (2008: €04,000) and il to the EMEA segment
(2008: €238,000)

Capitalized development costs relates to the UMTS/WCDMA and CDMA product lines and will be
amortized over a three to five years period beginning in 2009. Of the capitalized development costs
amount, €).5 million relates to the UMTS/WCDMA product line with the balance relating to the CDMA
product line.
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14.

INTANGIBLE FIXED ASSETS (continued)

The Group tests goodwill and intangible assets not yet ready for use for impairment annually, or more
frequently if there are indications that they might be impaired.

Telit APAC and Telit RF are determined as the cash generating units for goodwill impairment testing
purposes, being the lowest levels within the Group at which goodwill is monitored for internal
management purposes.

The recoverable amount of Telit APAC has been determined based on a value in use calculation using
cash flow projections based on financial budgets for a period of five years. The Group’s five year cash
flow forecast has been derived from the most recent financial budget approved by management adjusted
for expected growth for the following 4 years, based on an average estimated growth rate of 15% (2008:
27%) per year.

The discount pre tax rate applied of 17% (2008: 17%) is based on the risk free rate for 30 year bonds,
issued by the government in Korea, adjusted for a risk premium to reflect both the increased risk of
investing in equities and the systematic risk of Telit APAC.

The recoverable amount of Telit RF has been determined based on a value in use calculation using cash
flow projections based on financial budgets for a period of five years. The Group’s five year cash flow
forecast has been derived from the most recent financial budget approved by management adjusted for
expected growth for the following 5 years, based on an average estimated growth rate of 51%.

The discount pre tax rate applied of 15% is based on the risk free rate for 30 year bonds, adjusted for a
risk premium to reflect both the increased risk of investing in equities and the systematic risk of Telit RF.

In developing its projections, management has had regard to its past experience and external forecasts of
growth in the M2M industry. The key assumptions used in determining value in use are:

Revenue

Management has forecast revenue mainly based on external forecasts of growth in the M2M industry for
the APAC region. A declining growth rate has been applied, decreasing from 16% per year to 14% per
year over the four year period beyond the most recent financial budget.

Management has forecast changes in the average sales price based on past experience and external
forecasts of changes in the selling price in the M2M industry for the APAC region.

Expected changes in operating costs
Management has forecast changes in operating costs based on the current and expected future
infrastructure required to execute the assumed revenues.

EBITDA margins
EBITDA margins are expected to be in the range of 16-21% over the four year period covered by the

forecasts.

The Directors do not consider there to be any reasonably possible changes in key assumptions that would
lead to an impairment loss and consequently no sensitivity analysis has been presented.
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14.

INTANGIBLE FIXED ASSETS (continued)

Trademark

COMPANY €000
COST

31 December 2008 -

Additions 6,533

31 December 2009 6,533
ACCUMULATED AMORTIZATION

31 December 2008 -

Charge for the year (204)

31 December 2009 (204)
Net book value

31 December 2009 6,329

31 December 2008 - -

On 30 September, 2009 the Company purchased from its subsidiary the entire subsidiary’s right, title and
interest in the IP Rights for a purchase price of €5,533,000 which is equal to the fair market value of the
IP Rights.
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15. PROPERTY, PLANT AND EQUIPMENT 16. INVESTMENT IN ASSOCIATED UNDERTAKING
Office Leasehold
Computers equipment Vehicles Improvements Total Group Company
GROUP €000 €000 €000 €000 €000 2009 2008 2009 2008
€000 €000 €000 €000
COST Investment in associated undertaking,
1 January 2008 846 4,611 - 115 5,572 Cell-Time Ltd.
Arising on acquisition 5 42 - - 47 Cost 1,135 1,135 - 579
Reclassified from held Translation adjustments (60) (36) - -
for sale 340 208 72 430 1,140 Losses accumulated since acquisition (470) (470) - -
Additions for the year 207 1,502 22 1 1,732 605 629 - 579
Disposals (35) 2 (39) - (76)
Translation In January 2009 the Company entered into and executed agreement with its subsidiary - Dai Telecom
adjustments 16 (150) 5 31 (98) Holdings (2000) Ltd subject to which the subsidiary purchased from the Company its holding rights in its
31 December 2008 1,379 6,301 60 577 8,317 associated company - Cell-Time Ltd for a consideration of €32,000, which reflected book value at that
time. To finance the purchase the Company provided its subsidiary with a vendor loan for the entire
Additions for the year 125 765 33 17 940 amount.
Disposals €9)] (50) (51)
Translation The accounts of Cell-Time Ltd. are drawn up to 31 December 2009 for inclusion in the consolidated
adjustments @) 27 2) (12) 6 financial statements. The summarized financial information of Cell-Time Ltd is as follows:
31 December 2009 1,496 7,043 91 582 9,212
2009 2008
DEPRECIATION €000 €000
1 January 2008 (239) (2,709) - (12) (2,960) Balance sheet
Charge for the year (278) (804) (12) (60) (1,154) élslif:lt dssets 155 1,905
for sale (213) (68) (46) (144) (471) Total assets 1,557 1,947
Translation Liabilities
adjustments (15) 46 (3) (11) 17 S
31 December 2008 35 (5% @D @27) _ (453%) S 4 e
Total liabilities 1,435 1,862
Charge for the year (251 (1,060) (10) (58) (1,379) 2009 2008
?ISPOIST,S 1 - - - 1 €000 €000
ranslation
adjustments 6 (15) 1 6 2) Reveme e 12,385 14,389
31 December 2009 979) (4,610) (30) (279) (5,918) Cost of sales (11,828) (13,773)
Gross profit 557 616
Net book value
Operating expenses (507) (539)
31 December 2009 517 2,433 41 303 3,294 Financial expenses, net (11) (15)
Profit for the year 39 62
644 2,766 19 350 3,779
31 December 2008 Details of the associated undertakings of the Group are as follows:
Effective
Country of ownership
incorporation Type of interest and
Name of company and operation shares voting rights Principal activity
Cell-Time Ltd Israel Ordinary 29.33% Development, marketing

and operation of pre-
paid billing systems of
cellular phones
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17.

18.

OTHER INVESTMENTS
GROUP 2009 2008
€000 €000
Available for sale investments carried at deemed cost:
Unlisted equity securities 1,570 1,570

The Group holds 19.9% of the ordinary share capital of SEM, a company providing integrated
technological and logistical services for the high-tech electronics manufacturing market. The Group has a
single representative on the board of SEM, with the remaining 5 directors appointed by the other
shareholder. The Group does not have any voting rights beyond those conveyed by its shareholding.

Fair value at the date of acquisition of €1,570,000 was estimated based on historic and projected
multiples in earnings, revenues and net assets by reference to a basket of comparable companies for
which information is publicly available. In doing so, assumptions were made that are not supported by
prices from observable prices or rates. Financial information on which a fair value determination may be
made is not fully available to the Group as the Group does not receive and does not have access to
financial forecasts or monthly management accounts information and consequently the Directors do not
consider there is sufficient information available to reliably determine the fair value at the balance sheet
date. The investment has therefore been recorded at deemed cost. In doing so, the Directors have
considered whether there have been any factors which may indicate that impairment has arisen, including
review of the annual financial statements of SEM, and are satisfied that no such factors exist.

INVESTMENTS IN SUBSIDIARIES

Loans to Investments in
COMPANY subsidiaries subsidiaries Total
€000 €000 €000
Investment in subsidiaries
1 January 2009 8,150 19,242 27,392
Additions(a) 3,264 9,460 12,724
Repayments(b) (9,350) - (9,350)
Provision for Impairment (c) - (3,000) (3,000)
31 December 2009 2,064 25,702 27,766

During 2009, the Group reorganized its legal entity structure to provide a more simplified operational
structure. This has led to an increase in the value of subsidiary investments held in respect of Telit
Communications Spain SL, Telit Wireless Solutions Co. Limited and Telit Wireless Solutions Inc. These
investments transferred from Telit Wireless Solutions Srl to Telit Communications PLC at an assessed
fair value based on discounted future cash flows.

(a) Additions to investment in subsidiaries in 2009 consist of the transferred value of the investments in
Telit Communications Spain SL; Telit Wireless Solutions Co. Limited and Telit Wireless Solutions
Inc from Telit Wireless Solutions Srl to the Company for total amount of €,110,000. In addition the
Company converted a €350,000 loan made to Telit RF Technology S.A.S. into capital

During 2009 the company made additional loans to its subsidiaries as follows: €1,250,000 loan made
to Telit Communications Spain SL. From this amount €1,000,000 is a loan transferred from Telit
Wireless Solutions Srl; €29,000 loan made to DAI Telecom Holdings (2000) Ltd to fund the
acquisition of Cell time Ltd; €385,000 loan made to Telit RF Technology S.A.S.and €1,000,000 loan
made to Telit Wireless Solutions Srl.

70

For the year ended 31 December 2009

18.

INVESTMENTS IN SUBSIDIARIES (continued)

(b) The repayments in 2009 related to the repayment of the €9,000,000 loan balance by Telit Wireless
Solutions Srl to the Company and a repayment of €350,000 loan balance by Telit RF Technology
S.A.S. to the Company made through conversion into capital.

(c) At December 31, 2009 the Company’s Investments in subsidiaries were assessed for indicators of
impairment using the discounted future cash flow method. As a result the Company has recorded
provision for impairment on its investment in Dai Telecom Holdings (2000) Ltd in the amount of
€3,000,000.

Details of the subsidiary undertakings of the Company are as follows (' indicates the entity is held
directly by the Company; * indicates that the subsidiary is indirectly held; ° indicates that the Company
held 100%, partially directly and partially indirectly):

Effective
Country of ownership
incorporation interest and
and Type of voting
Name of company operation shares rights Principal activity
Telit RF Technology S.A.S.' France Ordinary 100% Development,

manufacturing and
selling short-range
data products

Telit Wireless Solutions Srl' Sardinia, Italy  Ordinary 90% Intermediate holding
("TWS") company

Telit Communications SpA® Italy Ordinary 90%
("Telit EMEA™")

Development,
manufacturing and
selling data products
and distributing
cellular products
Telit Wireless Solutions GmbH* Germany Ordinary 90% Selling and marketing
data products

Telit Wireless Solutions Inc. '

United States  Ordinary 100% Selling and marketing

("Telit Americas") of America data products

Telit Communications Spain SL*  Spain Ordinary 100% Selling and marketing
data products

Telit Wireless Solutions Brazil Ordinary 100% Selling and marketing

Tecnologia E Servicos Ltda’ data products

Telit Wireless Solutions Co Ltd' Republic of Ordinary 90% Development,

("Telit APAC") Korea manufacturing and
selling data products

Dai Telecom Holdings (2000) Ltd." Israel Ordinary 100% Intermediate holding
company

Telit Wireless Solutions Ltd. Israel Ordinary 100% Selling and marketing

("Telit IL")* data products
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18.

19.

20.

INVESTMENTS IN SUBSIDIARIES (continued)

Effective

Country of ownership

incorporation interest and

and Type of voting
Name of company operation shares rights Principal activity
Dai Telecom Ltd. ("Dai Israel Ordinary 100% Selling and marketing
Telecom")’ data products
Telit Labs Ltd Israel Ordinary 100% Providing after sale

support services

Telit Wireless Solutions (Pty) Ltd. > Republic of Ordinary 100% Selling and marketing

("Telit RSA") South Africa data products
INVENTORIES
Group Company
2009 2008 2009 2008

€000 €000 €000 €000

Finished goods 4,365 8,789 29 -
Raw materials 1,656 1,961 - -
6,021 10,750 29 -

The Directors consider that there is no significant difference between the net book value and replacement
cost of stocks held. Inventories are stated net of provisions for slow moving and obsolete items of
€712,000 (2008: €734,000).

RECEIVABLES
Group Company

2009 2008 2009 2008
€000 €000 €000 €000

Within current assets:

Trade receivables 21,676 14,575 453 247
Other receivables 5,554 4,799 20 25
Due from Group undertakings - - 659 820
27,230 19,374 1,132 1,092

Within non-current assets:
Long term receivables 393 3,437 4 -
393 3,437 4 -

The average credit period on trade receivables that are neither past due nor impaired is 81 days (2008: 77
days). No interest is charged on trade receivables. The Group has provided against receivables based on
estimates of irrecoverable amounts from the sale of goods, determined by reference to past default
experience.

Included in the Group’s trade debtors balance are debtors with a carrying amount of €4,517,000 (2008:
€3,494,000) which are past due at the reporting date against which the Group has not made a loss
provision as there has not been a significant change in credit quality and the Group believes that the
amounts are still recoverable. The Group does not hold any collateral over these balances. The average
age of these receivables is 104 days (2008: 105 days).
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20. RECEIVABLES (continued)

2009 2008
€000 €000
Ageing of past due but not impaired trade debtors

0-30 days 2,280 1,842
30-60 days 944 325
60-90 days 514 835
90-120 days 779 492
4,517 3,494

The Directors consider that the carrying amount of trade and other receivables approximates their fair
value.

The Group’s trade receivables are stated after allowances for bad and doubtful debts, an analysis of
which is as follows:

2009 2008

€000 €000
At 1 January 811 294
Arising from acquisition - 227
Increase in allowance recognized in profit or loss 300 290
At 31 December 1,111 811

In determining the recoverability of trade receivables, the Group considers any change in the credit
quality of the trade receivable from the date credit was initially granted up to the reporting date. The
concentration of credit risk in the Group’s continuing activities is limited due to the customer base being
large and unrelated, but the management reviews carefully every past due amount in light of the global
economic situation. Accordingly, the directors believe that there is no further credit provision required in
excess of the allowance for doubtful debts. There are no allowances for credit losses recorded against
other financial assets.

21. OTHER FINANCIAL ASSETS

Group Company

2009 2008 2009 2008

€000 €000 €000 €000
Loans and receivables:
Due from group undertakings - - 659 820
Other long term assets 393 3,437 - -
Other debtors 4,740 4,235 - -

5,133 7,672 659 820

Available-for-sale  investments carried at
deemed cost:
Non-current
Shares in unlisted entities (note 17) 1,570 1,570 - -
Assets outside the scope of IFRS 7:
Current assets
Other debtors 814 564 20 25
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21.

22.

OTHER FINANCIAL ASSETS (continued)

Group Company
2009 2008 2009 2008
€000 €000 €000 €000
Non-current assets
Investments in subsidiaries (note 18) - - 27,766 27,392
Investments in associates (note 16) 605 629 - 579
Total 605 629 27,766 27,971

Included within other debtors are amounts receivable in respect of the Group's grant claims amounting to
3,715,000 (2008: €,908,000). These debtors do not have a specified date by which payment is due to
the Group and hence no ageing information is provided. The directors have assessed the credit quality of
such receivables and are satisfied that as such amounts are receivable from regional government bodies,
no provision for losses is required.

CASH

The Group’s cash resources are as follows:

Group Company
2009 2008 2009 2008
€000 €000 €000 €000
Deposits — restricted cash 3,456 391 5,000 6,000
Cash and cash equivalents 7,898 4,619 3,166 633
Total 11,354 5,010 8,166 6,633

The Group’s cash resources are denominated in the following currencies:

Group Company

2009 2008 2009 2008

€000 €000 €000 €000
Sterling 2,627 332 2,627 332
Dollar 1,399 1,390 - -
Euro 5,117 2,716 5,539 6,301
KRW 1,565 550 - -
Other 646 22 - -
Total 11,354 5,010 8,166 6,633

Cash and cash equivalents comprise cash held by the Group and short term deposits with an average
period at inception until maturity of three months or less. The carrying amount of these assets
approximates their fair value.

Restricted cash deposits are provided as security for Telit EMEA's borrowings. These deposits attract

interest at 0.02% to 0.05% per annum, which accrues to the benefit of the Group. The deposits would
only become available to the Group on cancellation of the Group’s borrowing facilities (see note 31).

74

Telit Communications PLC
NOTES TO THE FINANCIAL STATEMENTS (continued)

For the year ended 31 December 2009

23.

24.

ALLOTTED SHARE CAPITAL
COMPANY AND GROUP 2009 2008
€000 €000
Allotted, issued and fully paid:
72,514,281 ordinary shares of 1 pence each (2008: 44,514,281
ordinary shares of 1 pence each). 956 644

1,300,000 ordinary shares were issued in November 2008 as consideration for the purchase of Telit RF
as discussed further in note 26.

1,500,000 and 26,500,000 ordinary shares were issued In August and December 2009, respectively, for a
gross consideration of £5.7 million.

The Company has one class of ordinary shares which carry no rights to fixed income.
Share options

The number of outstanding options as of 31 December 2009 and at the date of this report was 6,286,667,
equal to 8.7% of the outstanding share capital of the Company (8% of the outstanding share capital of
the Company, on a fully diluted basis).

POST-EMPLOYMENT BENEFITS

A.  Until 1 January 2007, employees of Telit EMEA received defined benefit pension arrangements
under which employees were entitled to retirement benefits based on the accumulated
contributions upon attainment of the retirement age or when leaving the company. Due to changes
in applicable retirement and severance benefit legislation in Italy, existing entitlements at 1
January 2007 were frozen. For all new entitlements, employees can elect to have their entitlements
paid into a group defined contribution plan or alternatively, into an Italian government defined
contribution plan for private sector employees. The accrued benefit at 1 January 2007 is unfunded.
The actuarial present value of this frozen defined benefit obligation, the related current service
cost and curtailment loss were measured using the traditional unit credit method.

B.  The Group's liability for severance pay for Israeli resident employees is calculated pursuant to the
Israeli Severance Pay Law, based on the most recent salaries and term of employment, and is
covered by payments to insurance companies and pension funds. Amounts accumulated in the
insurance companies and pension funds are not included in the financial statements since they are
not under the control and management of the Group. The accrued severance pay liability included
in the balance sheet in respect of the Israeli resident employees represents the balance of the
liability not covered by the above-mentioned deposits and/or insurance policies for which a fund is
maintained (in the Group's name) as a recognized pension fund.

C. The amount included in the balance sheet arising from the obligations in respect of the defined

benefit scheme of Telit EMEA and the accrued severance pay of Dai Telecom, Telit APAC are as
follows:
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24. POST-EMPLOYMENT BENEFITS (continued)

Movement in post employment benefit obligations
1 January
Discontinued operation
Expense recognised in the statement of
comprehensive income
Contributions

31 December

2009 2008
€000 €000
1,807 1,555
- 63
441 470
(218) (281)
2,030 1,807

The liability in respect of accrued severance pay is €32,000 (2008: €198,000) and the charge to
the statement of comprehensive income in the year is €261,000. The IAS 19 disclosures in respect
of the Group’s unfunded defined benefit obligations in Italy are detailed further in D and E below.

D. Amounts recognized in the statement of comprehensive income in respect of the defined benefit

scheme are as follows:

Interest cost

Expense recognized in the statement of comprehensive
income

Disposal

Total expense included in statement of comprehensive
income

2009 2008
€000 €000
69 68
144 (26)
(32) -
181 42

E. The amount included in the balance sheet arising from changes in the present value of the defined

benefit scheme obligation for Telit EMEA are set out below:

Present value of defined benefit scheme obligation
1 January 2009

Actuarial gain/(loss)

Interest cost

Benefits paid

Disposal

31 December 2009

F. Financial assumptions

Discount rate
Expected salary increase rate
Inflation

2009 2008
€000 €000
1,309 1,329
144 (26)
69 68
(92) (62)
(32 -
1,398 1,309
2009 2008
% %
4.60% 5.90%
3.00% -
2.00% 2.00%

G. The experience adjustments arising on the plan liabilities at the balance sheet date, totaled €142,899

(2008: €27,968).

H. The expected contributions to be paid in 2010 totaled €114,891.
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25. CURRENT LIABILITIES

Group Company
2009 2008 2009 2008
€000 €000 €000 €000
Short-term bank loans and other borrowings 13,480 11,508 - -
Advances on receivables factoring 1,564 1,031 - -
Current maturities of long term loans 381 878 - 500
Total short-term borrowing from banks and other
lenders 15,425 13,417 - 500
Trade creditors (i) 18,026 11,140 409 74
Due to Group undertakings - - 6,934 738
Provisions 151 142 - -
Deferred income - 7,667 - -
Other current liabilities 3,655 4,122 625 160
Total current liabilities 37,257 36,488 7,968 1,472

The directors consider that the carrying amount of short-term borrowings, trade payables and other

current financial liabilities approximates to their fair value.

(i) The average credit period on purchases of certain goods is 94 days. No interest is charged on the
trade payables. The Group has financial risk management policies in place to ensure that all

payables are paid within the credit timeframe.

26. ACQUISITIONS

On 5 November 2008 Telit acquired 100% of the issued ordinary share capital of, and voting rights in,
One RF Technology S.A.S., a company incorporated in France, in return for consideration of 1,300,000
newly issued ordinary shares in the Company. The fair value of the shares issued at market price on 5
November 2008 was €554,000. The total cost of the business combination, including directly attributable

costs of €24,000, was €78,000.

The final fair value of the assets and liabilities of Telit RF recognised at the acquisition date is as follows:

Fair value
Book value adjustments  Fair value
(€000) (€000) (€000)
Assets:

Property, plant and equipment 47 - 47
Acquired technology - 248 248
Cash 9 - 9
Trade and other receivables 218 - 218
Inventories 316 45) 271
Current liabilities (348) - (348)
Non-current liabilities (50) - (50)
Deferred tax - (67) (67)
192 136 328
Goodwill 249

Total purchase consideration (including directly
attributable costs of €24,000) 577
15

Net cash outflow arising on acquisition
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26.

27.

ACQUISITIONS (continued)

The goodwill is attributable to the expected profitability of the acquired business and the synergies that
are expected to arise from the integration of Telit RF’s short-range technology products with the wider
Telit product portfolio and the additional revenue opportunities arising from offering these products to
Telit’s existing customer base.

COMMITMENTS AND CONTINGENCIES

Legal proceedings affecting continuing operations

A.

During the first half of 2008 the Company settled the outstanding legal claims which were pending
with Ixfin Magneti Marelli Eletronica Ltda, with no impact on the Company's statement of
comprehensive income.

In July 2007 Euroinvest S.r.l. ("Euroinvest") obtained an injunctive degree from the
Montepulciano Court for the sum of 11,945 against Telit EMEA in relation to a claim for a
success fee in connection with assistance allegedly provided to Telit EMEA in connection with the
filing of two grant applications from the Italian Ministero delle Attivita Produttive.

In November 2008 Telit EMEA and Euroinvest entered into a settlement agreement and the claim
was withdrawn. According to the settlement, Telit EMEA paid Euroinvest the sum of €140,000,
VAT included and, upon receipt by Telit EMEA of the second installment of the grant from the
Ministry, an additional sum of €140,000, VAT included, will be paid to Euroinvest.

In 2009 the Israeli customs and sales tax authority (the "Authority") began assessment proceedings
regarding the value for the purpose of custom duties of products imported into Israel by the
Company’s Israeli subsidiary, Dai Telecom Ltd. (hereafter "Dai Telecom") while examining the
need to add to the declared value of the products certain additions, for the period from 2005.
Although at as the balance sheet date no formal assessment has been served on Dai Telecom, from
the Authority's requests for information from Dai Telecom and form testimonies collected by the
Authority from Dai Telecom's current and future employees, the assessment proceedings seem to
be focusing on two main issues:

1. An addition to the declared value of the imported products equal to the royalties paid
by Dai telecom to Telit Italy in connection with the use, by Dai Telecom, of the
trademark and the tradename "Telit".

2. An addition to the declared value of the imported products equal to development fees
paid to the Korean manufacturer of the products imported by Dai Telecom, while
some of the development was carried out outside of Israel.

The rate of import taxes that will be levied in case the value of the products will be increased is
15% from the additional value.

On 21 April 2010 an assessment (the "Assessment") was served on Dai Telecom by the Authority
demanding additional import taxes as follows:

Purchase tax: approximately €827,000
Interest, linkage differentials to the CPI and penalties: approximately €1,329,000

The assessment also includes a VAT element in the amount of approximately €1,035,000 which,
if levied, could be deducted from ongoing VAT payments made by Dai Telecom.

Dai Telecom has the right and is appealing the Assessment.
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27.

COMMITMENTS AND CONTINGENCIES (continued)

The Assessment does not detail the calculation of additional taxes levied, and Company's
management estimates that the royalties issue forms the major part in the assessment of the
purchase tax, and subsequently of all other sums detailed in the Assessment.

In the opinion of Company's management, based, inter alia, on the opinion of its professional
advisors, Dai Telecom has valid and strong arguments regarding its claim that the royalties and
development fees should not have been added to the value of the products, and there is a strong
likelihood that Dai Telecom’s arguments will prevail. As such no provision was recorded.

Operating lease commitments

D.

The Group had total outstanding commitments for future minimum lease payments
under non-cancellable operating leases as set out below:

Land and buildings Other
2009 2008 2009 2008
€000 €000 €000 €000
Operating leases which expire:
Within one year 1,162 895 398 316
In the second to fifth years inclusive 1,156 144 780 202
2,318 1,039 1,178 518
Minimum lease payments under operating
leases charged to the statement of
comprehensive income for the year 1,626 720 607 383

Operating lease payments represent rentals payable by the Group for certain of its office
properties.

Guarantees and liens

E.

The Company provides guarantees to certain banks in Italy, Israel and Korea, to sustain credit
lines granted by those banks to the Group's subsidiaries. The guarantees shall not exceed the
amount of €.75 million.

At the balance sheet date the Company had deposited € million in Italian bank accounts, to act as
security in relation to the credit facility granted by those banks (see note 31).

The Group has pledged in favor of BAMES, and to maintain such pledge in force until termination
of the strategic alliance with BAMES on a quota equal to 3% of Telit Wireless Solutions Srl
capital, it being understood that the rights to votes, dividends and/or other distributions will
remain with the Company in respect of such quotas.

Sardinia Grant

G.

Telit EMEA was previously declared eligible to receive a €5.3 million grant, and a €7.8 million
preferential rate loan facility, under a business development program sponsored by the Ministry of
Trade and Commerce in Italy. This program was awarded to Telit EMEA to invest in research and
development in a new R&D centre in preferred areas in Italy.

79



Telit Communications PLC
NOTES TO THE FINANCIAL STATEMENTS (continued)

Telit Communications PLC
NOTES TO THE FINANCIAL STATEMENTS (continued)

For the year ended 31 December 2009

27.

28.

29.

COMMITMENTS AND CONTINGENCIES (continued)

As of 31 December 2009 Telit Italy has invested approximately €13.5 million (2008:€10.5 million)
in this grant project. A bank loan of €8.0 million was obtained against the expected cash inflow
from the Ministry of Trade and Commerce and was outstanding at 31 December 2007. In
September 2008 the Company received the first installment of the grant and preferential rate loan
from the Italian Ministry of Trade and Commerce equal to €5.5 million, which was used to pay
down the bank loan. The terms of the bank loan have been revised to a €5.2 million facility
maturing on 15 October 2010, secured against the expected cash inflow from the second
installment of the grant. The €5.2 million facility has been fully drawn as at 31 December 2009
(see note 31). Of the €.5 million received, €3.9 million represents a preferential rate long-term
loan (see note 31) and €.6 million a grant. The grant has been recorded as a reduction in the
capitalized development costs in the consolidated balance sheet (see note 14).

PROVISIONS
2009 2008
€000 €000
1 January 890 144
Utilized in the year 49) (203)
Provided in the year 142 600
Reclassified from held for sale - 349
31 December 983 890
Classified as:
Current liabilities 151 142
Non-current liabilities 832 748
31 December 983 890

The Group provides warranties on the sale of its M2M products for a period of 12 to 15 months. The
Group has provided for the estimated cost of replacement or repair of those products on which it
expects to receive warranty claims during that period. The actual cost of warranty repair is dependent
on the number of returns during the warranty period and the nature of the repairs to be undertaken or
the product replacement cost.

The Group is currently the subject of ongoing tax audits in respect of tax returns made in certain
jurisdictions. The calculation of the Group’s charges to taxation, including income tax, employment tax,
sales taxes and other taxes involves the exercise of judgment in respect of certain items whose tax
treatment cannot be finally determined until resolution has been reached with the relevant tax authority
or, as appropriate, through a formal legal process. The probable outcome of the tax audits has been
considered in determining the appropriate level of provision for such taxes. The final resolution of some
of these items may give rise to material profit and loss and/or cash flow variances.

OTHER LONG-TERM LIABILITIES

As at 31 December 2009 the Group had outstanding a €3.0 million interest rate swap that started on 10
January 2008 and has an end date of 10 January 2011. The Group pays a fixed rate of interest and
receives floating. The fair value of the derivative has been determined to be €20,647 (2008: €119,179).
The fixed interest rate payable by the Group is Euribor + 1%.
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30.

SHARE-BASED PAYMENTS

On 2 April 2007 executives of the Company were granted 1,300,000 options to purchase approximately
3 % of the Company's issued and outstanding shares at an exercise price of £0.43 per share. The options
vest in two equal installments on 1 January 2008 and 2009 and expire five years from the date of grant.

On 10 July 2007 employees of Telit Italy, Telit Wireless Solutions Co., Ltd. ("Telit APAC") Telit
Wireless Solutions Inc. ("Telit Americas"), Telit Wireless Solutions Ltd. and Telit Communications
Spain S.L. were granted options to purchase approximately 3.4% of the Company's issued and
outstanding shares at an exercise price of £0.60 per share. 100,000 options vest in two equal installments
on 9 July 2008 and 2009 and 1,363,000 vest in three equal installments on 9 July 2008, 2009 and 2010.
All options expire five years from the date of grant.

On 11 July 2007 Non-Executive Directors of the Company and consultants to Telit Italy were granted
options to purchase approximately 3% of the Company's issued and outstanding shares at an exercise
price of £0.60 per share. 1,100,000 options vest in two equal installments on 10 July 2008 and 2009 and
195,000 options vest in three equal installments on 10 July 2008, 2009 and 2010. All options expire five
years from the date of grant.

On 2 April 2008, a grant of 35,000 options was made to an employee of the Group at an exercise price of
£0.70 per share. The options vest over three years in equal annual installments.

On 29 January 2009 the majority of the options were cancelled by their holders, for no consideration. On
the same date, executives, employees and consultants of the Company and its subsidiaries were granted
6,407,000 options to purchase approximately 14.4% of the Company's issued shares at the time, at an
exercise price of £0.20 per share. The options vest in two or three equal annual installments starting from
29 January 2009 and expire five years from the date of grant.

The number of outstanding options as at 31 December 2009 was 6,286,667, equal to approximately 8.7%
of the issued share capital of the Company.

The number and weighted average exercise prices of share options are as follows:

Weighted average
exercise price
Number (pence)

2009 2008 2009 2008
Outstanding at beginning of year 3,524,834 4,062,000 0.54 0.55
Granted during the year 6,407,000 35,000 0.20 0.70
Lapsed during the year (3,645,167) (572,166) (0.53) (0.60)
Outstanding at year end 6,286,667 3,524,834 0.20 0.54
Exercisable at year end 2,647,333 1,689,667 0.20 0.53

The Group recognized a total expense of €02,000 in respect of equity settled share based payment
transactions for the year ended 31 December 2009 (2008: €136,000).

Due to the cancellation of the previous share options, an accelerated charge of €160,000 was recognised
and is included in this total. The remaining charge relates to the share options granted during the year.
The fair value of these options has been calculated using the parameters set out below:

The weighted average fair value of options granted during the period determined using the Black —
Scholes valuation model was £ 0.0725(2008: £0.15 and £0.24).
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30.

31.

SHARE-BASED PAYMENTS (continued)

The significant inputs into the model were share price of £ 0.185 (2008: £0.385 and £0.575) at the grant
date, exercise price shown above, volatility of 60% (2008:60%), an expected vesting period of between
two to three years, and an five years risk-free interest rate of 2.043% (2008: 4.0%). Expected volatility is
estimated by considering historic average share price volatility.

BORROWINGS
Group Company
2009 2008 2009 2008
€°000 €000 €000 €000
Unsecured — at amortized cost
Short-term bank loans and other borrowings 42 55 - -
Current maturities of long term loans 381 878 - 500
Total short-term borrowing from banks and other
lenders 423 933 - 500
Other long-term loans 3,150 3,531 - -
Total 3,573 4,464 - 500
Secured — at amortized cost
Factoring companies 1,564 1,031 - -
Short-term bank loans and other borrowings 13,438 11,453 - -
Total 15,002 12,484 - -
Disclosed in the financial statements as:
Current borrowings 15,425 13,417 - 500
Non-current borrowings 3,150 3,531 - -
Total 18,575 16,948 - 500

The other long-term loan of €3.15 million represents the long-term element of a preferential rate loan
from the Ministry of Trade and Commerce in Italy of €3.9 million provided in connection with the
Group’s business development program in Sardinia (see note 27). The loan attracts interest at a rate of
0.75% and is repayable in ten annual installments commence on 20 March 2009 and ending on 20 March
2018. The fair value of the loan at the balance sheet date was €3.12 million.

Included within Current borrowings are:

- The short-term element of the preferential rate loan from the Ministry of Trade and Commerce in
Italy, amounting to €381 thousands.

- A drawn amount of €5.2 million on a loan with a maturity date at 15 October 2010. The interest rate
on this short-term bank loan is Euribor plus 2.325% per annum.

The short term bank loan is a bridging loan in advance of funds to be received from a grant from
the Italian government to Telit EMEA to support a development project in Sardinia. The Company
has provided a letter of guarantee of €5.2 million in favor of the lending bank, under which it has
guaranteed the prompt payment to the lending bank of all sums which may become due in
connection with the loan.
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31.

32.

BORROWINGS (continued)

- Drawn letters of credit and borrowings arising from invoice advances totaling 8.2 million. In Telit
EMEA, These borrowings and letters of guarantee issued by the Company of €3 million, under which the
Company has guaranteed the prompt payment to the lending bank of all sums which may become due. As
part of this guarantee, the Company has guaranteed not to dispose of any interest in subsidiaries
without the prior consent of the lending bank. The total available lines of credit and invoice advance
facilities at 31 December 2009 was €11.4 million, with the remainder cancellable on demand, but
without a fixed maturity date.

- Factoring facilities against qualifying receivables totaling €1.6 million. These borrowings are secured
against the factored receivables and are with recourse to the company in the event that the
receivables are not collected.

The Directors believe, based on the past performance of the relevant subsidiaries and the history of the
relationships with the lending banks, that the credit facilities will remain available to the Company in the
foreseeable future and that therefore the Company will be able to continue to fund its operations from
these credit facilities. The Company’s liquidity risks are discussed in note 32.

FINANCIAL RISK MANAGEMENT

Financial risk management is an integral part of the way the Group is managed. The Board establishes
the Group’s financial policies and the Chief Executive Officer establishes objectives in line with these
policies.

It is the Group's policy that no trading in financial instruments is undertaken.

In the course of its business the Group is exposed mainly to financial market risks and credit risks.
Financial market risks are essentially caused by exposure to foreign currencies and interest rates and
movements in the value of equity in unlisted securities held by the Group.

Foreign currency risk

The Group uses short-term borrowings from banks in the same foreign currency of those transactions to
reduce the Group’s exposure to foreign currency risk.

Foreign exchange exposure arises where the Group’s companies transact in a currency different from
their functional currency.

The carrying amount of the Group’s monetary assets and liabilities at the reporting date, denominated in
currency different to the functional currency of the entity in which such monetary assets and liabilities
are held is as follows:

Assets Liabilities
2009 2008 2009 2008
€000 €000 €000 €000
Sterling 2,627 624 - -
US Dollar 2,379 1,652 3,737 1,514

The following table details the Group’s sensitivity to a 10% change in euro against the respective
foreign currencies. 10% represents management’s assessment of the possible change in foreign exchange
rates. The sensitivity analysis of the Group’s exposure to foreign currency risk at the reporting date has
been determined based on the change taking place at the beginning of the financial year and held
constant throughout the reporting period. A positive number indicates an increase in profit or loss and
where euro strengthens against the respective currency.
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32.

FINANCIAL RISK MANAGEMENT (continued)

Group
2009 2008
€000 €000
Impact on profit or loss of a 10% change 127 57
Impact on profit or loss of a 20% change 254 114

The impact on equity would be equal and opposite to the impact on the profit or loss.
Interest rate risk

Interest rate risk comprises the interest cash flow risk resulting from short-term borrowings at variable
rates. As disclosed in note 31, the Group’s working capital is funded through short-term borrowings at
variable rates of interest. Cash at bank earns interest at floating rates based on daily bank deposit rates.
As a result, material fluctuations in the market interest rate can have an impact on the Group’s financial
results.

The sensitivity analysis below have been determined based on the exposure to interest rates at the
reporting date and the stipulated change taking place at the beginning of the financial year and held
constant throughout the reporting period. A 1% change is used when reporting interest rate risk internally
to key management personnel and represents management’s assessment of the possible change in interest
rates.

At the reporting date, if interest rates had been 1% higher/lower and all other variables were held
constant, the Group’s net loss would increase/decrease by €186,000 (2008: decrease/increase by
€202,000); there is no material impact upon equity. This is mainly attributable to the Group’s exposure
to interest rates on its variable rate borrowings.

The Group’s sensitivity to interest rates has increased during the current period due to the increase in
loan balances.

Other price risks - equity price sensitivity

The Group is exposed to equity price risks arising from the holding of equity investments in unlisted
securities. The equity investment in SEM is held for strategic rather than trading purposes. The Group
does not actively trade this investment which at 31 December 2009, is held at deemed cost of
€1,570,000. It is not practicable to provide sensitivity analysis since it is not possible to reasonably
determine fair value since this investment is an unquoted equity investment.

Credit risk

Credit risk refers to the risk that counterparty will default on its contractual obligations resulting in
financial loss to the Group.

Financial assets that potentially subject the Company and its subsidiaries to concentration of credit risk
consist principally of trade receivables.

The Group’s trade receivables are principally derived from sales to customers in Israel, Italy, the
USA and Korea. The Group performs ongoing credit evaluations of its customers and to date has
not experienced any material losses. An allowance for doubtful accounts is determined with
respect to those amounts that the Company has determined to be doubtful from collection.
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32.

FINANCIAL RISK MANAGEMENT (continued)

Credit risk associated with the Group’s cash and cash equivalents and restricted cash deposits is
managed by placing funds on deposit with internationally recognised banks with suitable credit ratings.

Except as detailed in the following table, the carrying amount of financial assets recorded in the financial
statements, net of any allowances for losses, represents the Group’s maximum exposure to credit risk:

Maximum credit risk:

Group Company
2009 2008 2009 2008
€000 €000 €000 €000
Group
Cash and cash equivalents 7,898 4,619 3,166 633
Deposits — restricted cash 3,456 391 5,000 6,000
Trade receivables 21,676 14,575 453 247
Due from Group undertakings - - 659 820
Other long term asset 393 3,437 4 -
Loan (or investment in) to subsidiaries - - 2,064 8,150
Guarantee provided to banks on subsidiary’s
borrowings - - 9,750 12,450

Activities that give rise to credit risk and the associated maximum exposure include, but are not limited
to:

¢ making sales and extending credit terms to customers and placing cash deposits with other entities. In

these cases, the maximum exposure to credit risk is the carrying amount of the related financial
assets;

e granting financial guarantees to lending banks which may be called in the event of failure by a

subsidiary to repay amounts due to the lending bank when due. In this case, the maximum exposure
to credit risk is the maximum amount the entity could have to pay if the guarantee is called on, which
may be greater than the amount recognised as a liability as at 31 December 2009 where such
guaranteed borrowings were not fully drawn at that date;

Liquidity risk

Ultimate responsibility for liquidity risk management rests with the board of directors. The Group
manages liquidity risk by maintaining adequate reserves and banking facilities, by monitoring forecast
and actual cash flows and matching the maturity profiles of financial assets and liabilities. Included in

note 31 are details of additional undrawn facilities that the Group has at its disposal to further reduce
liquidity risk.

The following table details the Company’s and the Group’s remaining contractual maturity for its non-
derivative financial liabilities. The tables below have been drawn up based on the undiscounted
contractual maturities of the financial liabilities including interest that will accrue to those liabilities.
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32. FINANCIAL RISK MANAGEMENT (continued)

Categories of financial instruments

Current financial assets:

Group Company
2009 2008 2009 2008
€000 €000 €000 €000

Group
2009 2008
Weighted Weighted
average average
effective Less than More than effective Less than More than 1
interest rate 1 year 1 year interest rate 1 year year
% €000 €000 Y% €000 €000
Fixed rate
preferential loan 0.75% 381 3,150 0.75% 378 3,531
Variable rate debt 2.77% 15,044 - 4.58% 12,539 -
Non- interest
bearing debt - - - - 500 -
Company
2009 2008
Weighted Weighted
average average
effective Less than  More than effective Less than More than 1
interest rate 1 year 1 year interest rate 1 year year
Y% €000 €000 % €000 €000
Non- interest
bearing debt - - - - 500 -
Guarantees - 9,750 - - 12,450 -

Fair value of financial instruments

The financial instruments held by the Group are primarily comprised of non-derivative assets and
liabilities (non-derivative assets include cash and cash equivalents, trade accounts receivable and other
receivables; non-derivative liabilities including bank loans, trade accounts payable, other payables and
other current liabilities). Due to the nature of these financial instruments, there are no material
differences between the fair value of the financial instruments and their carrying amount included in the
financial statements, other than as discussed in note 1(ab) in respect of the non-current receivable from
SEM and note 31 in respect of certain liabilities.

Fair value hierarchy

Effective 1 January 2009, the Group adopted the amendment to IFRS 7 for financial instruments that are
measured in the balance sheet at fair value, this requires disclosure of fair value measurements by level
of the following fair value measurement hierarchy:

Level 1 — Quoted prices (unadjusted)in active markets for identical assets or liabilities

Level 2 — Inputs other than Quoted prices included within level 1 that are observable for the asset or
liability, either directly (as prices) or indirectly (derived from prices).

Level 3 — Inputs for the asset or liability that are not based on observable market data (unobservable
inputs)

The following table presents the Group’s assets and liabilities that are measured at fair value at 31

December 2009:
Level 1 Level 2 Level 3
€000 €000 €000
Non-current financial liabilities
Derivative financial liabilities - 221 -
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Cash and restricted cash 11,354 5,010 8,166 6,633
Trade receivables 21,676 14,575 453 247
Loans and receivables — other debtors 4,740 4,235 - -
Loans and receivables — due from group
undertakings - - 659 820
Assets not meeting the definition of a financial
asset
Inventories 6,021 10,750 29 -
Other debtors 814 564 20 25
Total current assets 44,605 35,134 9327 1725
Group Company
2009 2008 2009 2008
€000 €000 €000 €000
Non-current financial assets:
Available-for-sale investments 1,570 1,570 - -
Loans and receivables 393 3,437 4 -
Assets not meeting the definition of a financial
asset / outside the scope of IFRS 7
Intangible assets 8,819 9,883 6,329 -
Property, plant and equipment 3,294 3,779 3 4
Investments in associated undertakings 605 629 - 579
Investments in subsidiaries - - 27,766 27,392
Deferred tax asset 316 548 - -
Total Non-current assets 14,997 19,346 34,102 27,975

Investments in associated undertakings and investments in subsidiaries are accounted for in
accordance with IAS 27 Consolidated and Separate Financial Statements and hence are outside the

IFRS 7 Financial instruments: Disclosure.
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Telit Communications PLC
NOTES TO THE FINANCIAL STATEMENTS (continued)

Group Company
2009 2008 2009 2008
€000 €000 €000 €000

Financial liabilities at amortized cost
Short-term borrowings from banks and other
lenders 15,425 13,417 - 500
Trade payables 18,026 11,140 409 74
Due to group undertakings - - 6,934 738
Other current liabilities 3,262 1,256 500 -
Liabilities not meeting the definition of a
financial liability:

Provisions 151 142 - -

Other current liabilities 393 10,533 125 160
Total current liabilities 37,257 36,488 7,968 1,472
Non-current financial liabilities at amortized
cost:
Other loans 3,150 3,531 - -
Financial liabilities at fair value through profit
or loss
Derivative financial instruments 221 119 - -
Liabilities not meeting the definition of a
financial liabilities / outside the scope of IFRS 7
Post-employment benefits 2,030 1,807 - -
Deferred tax liabilities 69 245 - -
Provisions 832 748 - -
Total Non-current liabilities 6,302 6,450 - :
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33.

FINANCIAL RISK MANAGEMENT (continued)

Capital risk management

The Group manages its capital to ensure that entities in the Group will be able to continue as going
concerns while maximising the return to stakeholders through the optimisation of the debt and equity
balance. The capital structure of the Group consists of debt, which includes the borrowings disclosed in
note 31, cash and cash equivalents and equity attributable to equity holders of the parent, comprising
issued capital, reserves and retained earnings as disclosed in the statement of changes in equity on page
34.

Gearing Ratio
The Group defines debt as both long and short term borrowings as detailed in note 31. Equity includes

all capital and reserves of the Group attributable to the equity holders of the parent. The Group’s gearing
ratio at the year-end is as follows:

Group

2009 2008

€000 €000
Debt 18,575 16,948
Cash and cash equivalents, including restricted
cash (11,354) (5,010)
Net debt 7,221 11,938
Shareholders’ equity 14,928 11,965
Net debt to equity ratio 48.4% 99.7%

The Company is not subject to any externally imposed capital requirement.
BALANCES AND TRANSACTIONS WITH RELATED PARTIES
GROUP

Transactions between the Company and its subsidiaries and associates represent related party
transactions. Transactions with subsidiaries have been eliminated on consolidation.

Except as disclosed below, no material related party transactions have been entered into, during the year,
which might reasonably affect any decisions made by the users of these Consolidated Financial
Statements.

A. On 29 January 2009, after having waived their existing options, Messers Cats, Testa and Galai were
granted 2,000,000, 1,000,000 and 200,000 options, respectively, at an exercise price of £0.20 per
options. The options vest over a 2 years period, as follows: 925,000 (Mr. Cats), 700,000 (Mr. Testa)
and 100,000 (Mr. Galai) of the options, respectively, were vested on the date of the grant with the
remaining options vesting in 2 equal annual installments on January 29 2010 and 2011.
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BALANCES AND TRANSACTIONS WITH RELATED PARTIES (continued)

Vested Unvested Expired Total
Chairman of the Board 700,000 300,000 - 1,000,000
CEO 925,000 1,075,000 - 2,000,000
Finance Director 100,000 100,000 - 200,000
Total 1,725,000 1,475,000 - 3,200,000

The compensation attributable to the key personnel, calculated as the incremental fair value of the
options to be expensed over the period of vesting, is €8,000 (2008: €71,000).

B. Remuneration of the directors :

Group
2009 2008
€000 €000
Share based payments 178 71
Short-term employee benefits 1,092 1,564
Post employment benefits 76 124
Total 1,346 1,759

C. Mr. Cats directly holds 3,110,357 Ordinary Shares, representing 4.3% of the issued share capital of
the Company. Mr. Cats also holds 50% of the issued share capital of Boostt B.V. (“Boostt”). Boostt
holds 15,600,000 Ordinary Shares, representing 21.5% of the issued share capital of the Company.
The other 50% of Boostt is held by Wireless Solutions Management S.L., formerly Franco Bernabe
& T SL and Techvisory S.A. (together, the “Techvisory Group”), which holds an additional
1,250,000 Ordinary Shares, representing 1.7% of the issued share capital of the Company. Mr.
Massimo Testa, a director of the Company and a shareholder in Techvisory S.A. and therefore an
interested party in the Techvisory Group, holds 323,000 Ordinary Shares, representing 0.4% of the
issued share capital of the Company. Mr. Enrico Testa, chairman of the board of the Company is also
a director of the Techvisory Group.

Mr. Cats has certain voting understandings with certain members of the Techvisory Group.
Therefore, the Techvisory Group, Mr. Cats, Mr. Massimo Testa and Mr. Enrico Testa are, in
aggregate, interested in 20,283,357 Ordinary Shares, representing 27.9% of the issued share capital
of the Company.

COMPANY

Related party transactions between the Company and its subsidiaries and associates are summarized
below:

(a) Accounts receivable - See note 20.
(b) Accounts payable - See note 25.

(¢) Trading transactions

2009 2008
€000 €000
Cost of sale - purchases from subsidiary 819 438
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33.

34.

BALANCES AND TRANSACTIONS WITH RELATED PARTIES (continued)
(d) Loans receivable — See note 18.

(e) Financing transactions

The Company has provided an unlimited guarantee to a supplier of Telit Brazil covering all of Telit
Brazil's undertaking to said supplier according to the agreement between these parties.

The Company provides guarantees to certain banks in Italy, Israel and Korea, amounting to .75
million (2008: €12.5 million).

At the balance sheet date the Company had deposited € million (2008: 5.0 million) in Italian bank
accounts, to act as security in relation to the credit facilities granted by those banks to Telit EMEA.

INFORMATION ON THE COMPANY

As permitted by the Companies Act 2006, the profit and loss account of the Company is not presented in
this Annual Report. The loss for the year amounted to €5,153,000 (2008: loss of €1,010,000).
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