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The following discussion is intended to assist you in understanding our business and the results of our operations. It
should be read in conjunction with the Consolidated Financial Statements and the related notes that appear elsewhere
in this report. Certain statements made in our discussion may be forward looking. Forward-looking statements involve
risks and uncertainties, and a number of factors could cause actual results or outcomes to differ materially from our
expectations. Unless the context requires otherwise, when we refer to “we,” “us” and “our,” we are describing ARC Wireless
Solutions, Inc. and its consolidated subsidiaries on a consolidated basis.

PART I

Item 1.  Business

Overview

Our Company

ARC Wireless Solutions, Inc. (referred to as “ARC Wireless,” the “Company,” “we,” “us” and “our”) is a provider of high
quality and cost effective wireless network component and wireless network solutions. We design, develop,
manufacture, market and sell a diversified line of antennas and related wireless communication systems, including
cellular base station, mobile, cellular, conformal and flat panel antennas. We negotiate and manage our contract
manufacturing relationships through our wholly-owned subsidiary, ARC Wireless Hong Kong Limited (“ARCHK”).
During 2009, we also began manufacturing some of our products and components using our own production facility in
China, which is under the supervision of ARCHK.

We were organized under the laws of the State of Utah on September 30, 1987. The Company is and expects to
remain a “reporting company.” We will therefore be required to continue to file annual, quarterly and other filings with
the U.S. Securities and Exchange Commission (the “SEC”). Members of the public may read and copy any materials
which we file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Room 1580, Washington, D.C.
20549. Members of the public may obtain additional information on the operation of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC also maintains an internet site that contains reports, proxy and
information statements, as well as other information regarding issuers that file electronically with the SEC. This site is
located at http://www.sec.gov.

We make our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K
(including exhibits and supplementary schedules) and amendments to those reports, filed or furnished under Section
13(a) or 15(d) of the Securities Exchange Act of 1934, available free of charge on our website at www.arcwireless.net,
as soon as reasonably practicable after these reports are electronically filed with, or furnished to, the SEC. You may
also request a copy of our filings at no cost, by writing or telephoning us at: ARC Wireless Solutions, Inc., 10601 W.
48th Ave, Wheat Ridge, CO 80033, phone:303-421-4063. Our Amended and Restated Code of Ethics, Compensation
Committee Charter and Audit Committee Charter are also available on our website.

In 2008 management determined it was no longer profitable to operate Starworks Wireless, Inc. (“Starworks”), our
wholly-owned subsidiary, and operations were terminated. Starworks specialized in the design, marketing, and
distribution of cable in the United States, primarily through original equipment manufacturing (“OEM”s) and third-party
distributors, retailers and the Internet.
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Principal Products

Our principal products include the following:

Flat Panel Antennas

Our flat panel antennas are flat antennas that are used for Wi-Fi® and WiMAX™ and related technologies. The antenna
design typically incorporates a group of constituent antennas, all of which are equidistant from the center point. These
types of antennas are used to receive and/or transmit data, voice and, in some cases, video from radio transmitters. We
have developed, patented, and sold various versions of these antennas to private, commercial and governmental
entities. We have added several flat panel antenna designs including, 3.5 GHz, 4.9 GHz and 5.8 GHz.

Global Positioning System (“GPS”) Antennas

We have developed proprietary, GPS antenna systems that integrate with a GPS receiver. GPS receivers communicate
with a constellation of globe-orbiting satellites that will identify longitude and latitude coordinates of a location. These
satellite systems have been used for years by the military, civilian and commercial boats, planes, surveying
companies, recreational hikers, and, more recently, in vehicle tracking and asset management. We are currently
marketing our GPS antenna products on an OEM basis for the purposes of fleet management, asset management, and
vehicle tracking systems.

We have also developed a proprietary, patented, amplified GPS/Cellular combination antennas that integrate with
GPS receivers. We are currently selling this product to fleet and asset management companies on a worldwide basis.
Conventional GPS antenna systems are mounted on the exterior of a vehicle or other asset, while our product can be
mounted on the interior of an automobile or truck, protecting the antenna from weather, theft, and vandalism.

Cellular Base Station Antennas

Our cellular systems include several protocols and technologies such as AMPS, GSM, PCS, GPRS, 2.5G and 3G. Our
base station antennas have been deployed in some of the AT&T, Telefonica and Qwest mobile phone carrier
networks, as well as other carrier networks across the United States and Latin America. We have supplied our base
station antenna products both directly to the carriers and through other channels, such as OEMs and distributors. Our
base station antenna products have been supplied to Alcatel, Bechtel, General Dynamics, Tessco, Domital and Sprint
North Supply.

Conformal Antennas

A conformal antenna is one that is constructed so that it conforms technically and physically to its product
environment. We first introduced and patented the disguised decal conformal antenna. This product, first introduced in
1989, has been expanded as an alternative to many conventional wire type antennas and has been expanded to be used
for numerous mobile applications, including domestic and international cellular and law enforcement frequencies,
passive repeaters, vehicle tracking and GPS. The antenna is approximately 3 ½”x 3 ½”x 1/10” and typically installs on
the inside of the vehicle so that it is not detectable from the outside of the vehicle. Several derivative products of this
antenna design have been developed for OEMs and other special applications.

Other Antennas

We are pursuing many new business opportunities for our antennas by continuing to broaden and adapt existing
technologies. We have designed and currently manufacture antennas varying in frequencies up to 6GHz. These
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antennas use our newly developed antenna designs to provide inconspicuous installation. In most cases, our antennas
are designed to be manufactured using our proprietary design footprints. This allows us to better utilize our
engineering, technical and production staff, as well as existing tools, dies and radomes for more than one product.
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Portable Antennas

Our portable antennas are unique, flexible antenna systems that are used to increase the antenna gain and product
performance for a variety of wireless devices. Typically, the product can be connected to a radio or cellular phone or
installed either directly in or on a computer or other device. We market two primary portable antenna designs, the
Freedom Antenna® and the “Blade” antenna. The Freedom Antenna® is a unique broadband, patented antenna designed
to work with cellular phones and other mobile wireless devices in a frequency range of 800 MHz to 3 GHz. The “Blade”
Antenna is a smaller more compact design that uses the same patented technology as the Freedom Antenna®. It is a
passive device that attaches to cell phones, PDAs, laptop air cards and other devices in the 800 MHz to 3 GHz
frequency range and can be used at home or while working or traveling that boosts wireless signals. The main design
parameter of our mobile antennas is flexibility; creating an antenna that will function in several wireless applications
or installations without requiring modification of the fundamental design of the antenna. We market the portable
antenna systems along with our existing commercial wireless products to existing and new customers.

Test Range

We have an antenna test range for the purpose of testing RF antennas with a frequency range up to 6GHz. The
antennas test range consists of a Scientific Atlanta Model 2095 Microwave Measurement System and 40 foot indoor
anechoic test chamber. From time to time, we may rent the test range to other companies interested in testing the
performance of their finished wireless product.

Foreign Sales

Direct export sales to customers outside North America were approximately 25% and 20% of our sales for the fiscal
year ended December 31, 2009 and 2008, respectively. In 2009, only one customer located outside of North America
accounted for sales of more than 5%; this customer accounted for 7% of sales.

Marketing and Distribution

We market our commercial line of antennas directly to distributors, installers, and retailers of antenna accessories.
Current distribution consists of several domestic and international distributors. We also market our diversified
proprietary designs to our existing and potential customers in the commercial, government and retail market places.
Potential customers are identified through trade advertising, phone contacts, trade shows, and field visits. We provide
individual catalog and specification brochures describing existing products. The same brochures are utilized to
demonstrate our capabilities to develop related products for OEM and other commercial customers. Our
www.antennas.com and www.freedomantenna.com websites include information about our products and our
www.arcwireless.net website provides background as well as financial and other shareholder-oriented information.
The websites, among other things, are designed to encourage both existing and potential customers to view us as a
potential source for diversified wireless solutions. Inquiries through the website are pursued by our sales personnel.
To help customers get answers quickly about our products, we have established a toll-free telephone number
administered by our customer service personnel from 8:00 a.m. to 5:00 p.m. Mountain Time. Many of our products
are also marketed internationally. We also have numerous international distributors marketing our products in several
countries.
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Production

We produce most of the customized items that we use to manufacture our products excluding cable, connectors and
other generic components. We believe that this control over the production process allows us to be more competitive
efficient, and responsive to customers, and it also allows us to take advantage of additional opportunities in the
wireless communications market.

The manufacturing of the majority of our products and components is currently in China under the supervision of our
wholly-owned subsidiary, ARCHK, and we anticipate that a majority of all production of our products and
components will continue to be manufactured in China.

Research And Development

Research and development (“R&D”) costs are charged to operations when incurred and are included in operating
expenses. Except for salaries of engineering personnel and contract engineering involved in R&D, other R&D costs
have not been material in 2009 and 2008. We spent approximately $430 thousand and $499 thousand on R&D in 2009
and 2008, respectively. Our R&D personnel develop products to meet specific customer, industry and market needs
that we believe compete effectively against products distributed by other companies. Quality assurance programs are
implemented into each development and manufacturing project, and we enforce strict quality requirements on
components received from other manufacturing facilities.

Employees

At December 31, 2009, we had 13 full time employees including 3 in manufacturing and distribution, 2 in sales and
customer support, 6 in engineering and product development, and 2 in management and administration. Our
employees are not represented by any collective bargaining agreement and we have never experienced a work
slowdown or strike.

Competition

The market for wireless network components is highly competitive, and our current and proposed products compete
with products of larger companies that are better financed, have established markets, and maintain larger sales
organizations and production capabilities. In marketing our products, we have encountered competition from other
companies, both domestic and international. At the present time, our market share of the overall wireless network
component market is small. Our antenna products are designed to be unique, and in some cases are patented. Our
products normally compete with other products principally in the areas of price and performance. However, we
believe that our products work as well as or better than competing products and usually sell for the same price or less.

Government Regulations

We are subject to government regulation of our business operations in general, and the telecommunications industry
also is subject to regulation by federal, state, and local regulatory and governmental agencies. Under current laws and
the regulations administered by the Federal Communications Commission (“FCC”), there are no federal requirements
for licensing antennas that only receive (and do not transmit) signals. We believe that our antennas that are also used
to transmit signals are in compliance with current laws and regulations. Current laws and regulations are subject to
change and our operations may become subject to additional regulation by governmental authorities. We may be
significantly impacted by a change in either statutes or rules.
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Patents

We currently hold 14 U.S. patents, which will remain valid until their individual specific expiration dates. Kevin O.
Shoemaker, our former Chief Scientist, is the inventor of record for a patent for a serpentine planar broadband antenna
that expires in 2011. In addition, Mr. Shoemaker and Mr. Randall P. Marx, our former Chief Executive Officer, are
inventors of record for a patent covering the process used to manufacture certain of our flat planar antennas, which
expires in 2016. Mr. Shoemaker is the inventor of record for a patent, which expires in 2018, covering creating
antennas from coaxial cable, and Mr. Shoemaker and Mr. Marx are also the inventors of record for a patent for a
conformal antenna for a satellite dish, which expires in 2013, as well as for a patent for conformal antenna assemblies,
which expires in 2016. Mr. Shoemaker and Mr. Marx each have permanently assigned to us all rights to these patents.

A former employee, David E. McConnell, is the inventor of record for a patent for a coaxial cable connector, which
will expire in 2017, all rights to which are owned by the Company. In addition, Dr. Mohamed Sanad, a former
Principal Consulting Engineer, is the inventor of record for a patent that was designed for remote wireless metering
and that will expire in 2019. He is also the inventor of another patent used for remote wireless metering as well as
mobile data collection, which will expire in 2019. Dr. Sanad has permanently assigned to us all of the rights to these
patents.

Raymond L. Lovestead, one of our former engineers, is the inventor of record for our low cross-polarization
microstrip patch radiator patent, which will expire in 2021. Mr. Lovestead has permanently assigned to the Company
all patent and other rights in the products covered by this patent application and all other products that have been
developed while employed by us.

Dr. Donald A. Huebner, and Mr. Lovestead are the inventors of record for our Ultra-Broadband Thin Planar antenna
patent, which is used for our Freedom Antenna® and will expire in 2022. Dr. Huebner was a former Director of the
Company.  Dr. Huebner has permanently assigned to the Company all patent and other rights in the products covered
by this utility patent.

Steven C. Olson, our Chief Technology Officer, is the inventor of record for our Partially Shared Antenna Aperture
patent, which will expire in 2023 and which is currently used in some of our fixed wireless access antennas.

We have also filed a utility patent application with Mr. Jeffrey A. Godard and Mr. Olson as inventors of record, both
of whom have permanently assigned to us all patent and other rights to any commercial products covered by this
utility patent application. This patent application for our Microstrip Fed Log antenna has been granted and will expire
in 2022.

Mr. Olson is also the inventor for the technology used for our DUALBASE™ antenna. Mr. Olson has permanently
assigned to us all patent and other rights in the products covered by this utility patent, and all other products that have
been and will be developed while employed by us. This patent application for our Omni-Dual Band Antenna &
System has been granted and will expire in 2024.

We also have the exclusive commercial licensing rights to the following patents, US6,121,929, US5,905,465,
US6,239,751 and US6,414,636.

In addition to the above referenced patents, we have filed one provisional and two regular patent applications in 2009.

We currently have seven trademarks, ANTENNAS AMERICA®, AIRBASE®, DUALBASE®, UNIPAK®,
FREEDOM ANTENNA®, EXSITE®, OMNIBASE® and PARITY® that are registered marks. We also have in use
the following trademarks, ARC VLPA, ARC ATLAS, FREEDOM BLADE and FREEDOM CRUISE.
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We seek to protect our proprietary products, information and technology through reliance on confidentiality
provisions, and, when practical, the application of patent, trademark and copyright laws. We cannot assure that these
applications will result in the issuance of patents, trademarks, or copyrights of our products, information or
technology.

Disclosure Regarding Forward-Looking Statements And Risk Factors

Forward-Looking Statements.

This Annual Report on Form 10-K includes "forward-looking statements" within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All
statements other than statements of historical fact included in this Annual Report, including without limitation under
“Item 1: Business  Principal Products”, “Marketing and Distribution”, “Production”, “Research and Development”,
“Competition”, “Governmental Regulations” and “Patents”, and “Item 7:  Management’s Discussion and Analysis of Financial
Condition and Results of Operation”, regarding our financial position, business strategy, plans and objectives of our
management for future operations and capital expenditures, and other matters, other than historical facts, are
forward-looking statements.  Although we believe that the expectations reflected in such forward-looking statements
and the assumptions upon which the forward-looking statements are based are reasonable, we can give no assurance
that such expectations will prove to have been correct.

Additional statements concerning important factors that could cause actual results to differ materially from our
expectations are disclosed in the following “Risk Factors” section and elsewhere in this Annual Report. In addition, the
words “believe”, “may”, “will”, “when”, “estimate”, “continue”, “anticipate”, “intend”, “expect” and similar expressions, as they relate to
us, our business or our management, are intended to identify forward-looking statements. All written and oral
forward-looking statements attributable to us or persons acting on our behalf subsequent to the date of this Annual
Report are expressly qualified in their entirety by the following Risk Factors:

Item 1A. Risk Factors.

In addition to the other information contained in this Annual Report, the following Risk Factors should be considered
when evaluating the forward-looking statements contained in this Annual Report:

We have a history of prior losses and there is no assurance that our operations will be profitable in the future.

From inception through December 31, 2009, we have primarily incurred losses from operations. Profits incurred in
certain years were marginal, and we cannot be assured that our operations in the future will be profitable. See the
financial statements included in Item 15 of this Annual Report on Form 10-K.

Our industry encounters rapid technological changes, and there is no assurance that our research and development
activities can timely lead to new and improved products when the market demands them.

We do business in the wireless communications industries. This industry is characterized by rapidly developing
technology. Changes in technology could affect the market for our products and necessitate additional improvements
and developments to our products. We cannot predict that our research and development activities will lead to the
successful introduction of new or improved products or that we will not encounter delays or problems in these areas.
The cost of completing new technologies to satisfy minimum specification requirements and/or quality and delivery
expectations may exceed original estimates that could adversely affect operating results during any financial period.
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We rely on the protection of patents and certain manufacturing practices to protect our product designs and there is no
assurance that these measures will be successful.

We attempt to protect our product designs by obtaining patents, when available, and by manufacturing our products in
a manner that makes reverse engineering difficult. These protections may not be sufficient to prevent our competitors
from developing products that perform in a manner that is similar to or better than our products. Competitors’
successes may result in decreased margins and sales of our products.

We face intense competition in our industry and there is no assurance that we will be able to adequately compete with
our larger competitors.

The communications and antenna industries are highly competitive, and we compete with substantially larger
companies. These competitors have larger sales forces and more highly developed marketing programs as well as
larger administrative staffs and more available service personnel. The larger competitors also have greater financial
resources available to develop and market competitive products. The presence of these competitors could significantly
affect any attempts to develop our business.

We do not currently have any agreements with any of our vendors, and such vendors could stop manufacturing
products for us at any time.

Although we believe that we could locate alternate vendors if any of our vendors terminated their business, our
operations could be impacted until alternate vendors are found.

The success of our business is highly dependent on key employees.

We are highly dependent on the services of our executive management, including Steven C. Olson, our Chief
Technology Officer. The loss of the services of any of our executive management could have a material adverse effect
on us.

We may incur significant costs in complying with new governmental regulations that affect our industry, and this may
require us to divert funds we use for the development of our business and product.

We are subject to government regulation of our business operations in general. Certain of our products are subject to
regulation by the FCC because they are designed to transmit signals. Because current regulations covering our
operations are subject to change at any time, and despite our belief that we are in substantial compliance with
government laws and regulations, we may incur significant costs for compliance in the future.

We have not paid any cash dividends with respect to our shares, and it is unlikely that we will pay any cash dividends
on our shares in the foreseeable future.

We currently intend that any earnings that we may realize will be retained in the business for further development and
expansion.

We have significant sales concentrated in a few customers.

The concentration of our business with a relatively small number of customers may expose us to a material adverse
effect if one or more of these large customers were to experience financial difficulty or were to cease being a customer
for non-financial related issues. In addition to the potential loss of significant customers, our business is affected by
general economic conditions and any extended weakness in the U.S. and the world economy could reduce our

Edgar Filing: ARC WIRELESS SOLUTIONS INC - Form 10-K

15



business prospects and could cause decreases in our revenues and operating cash flows.

10

Edgar Filing: ARC WIRELESS SOLUTIONS INC - Form 10-K

16



The Company may make future acquisitions, which could involve numerous risks, including:

•  diversion of management’s attention;

•  the effect on the Company’s financial statements of the amortization of acquired intangible assets;

•  the cost associated with acquisitions and the integration of acquired operations; and

•  assumption of unknown liabilities, or other unanticipated events or circumstances.

Any of these risks could materially harm our business, financial condition and results of operations. There can be no
assurance that any business that we acquire will achieve anticipated revenues or operating results.

Other Risks

In addition, there are other risks, which if realized, in whole or in part, could have a material adverse effect on our
business, financial condition and/or results of operations, including, without limitation:

•  intense competition, regionally and internationally, including competition from alternative business models, such as
manufacturer-to-end-user selling, which may lead to reduced prices, lower sales or reduced sales growth, lower
gross margins, extended payment terms with customers, increased capital investment and interest costs, bad debt
risks and product supply shortages;

·  termination of a supply or services agreement with a major supplier or customer or a significant change in supplier
terms or conditions of sale;

·  the continuation or worsening of the severe downturn in economic conditions (particularly purchases of technology
products) and failure to adjust costs in a timely fashion in response to a sudden decrease in demand;

·  losses resulting from significant credit exposure to reseller customers and negative trends in their businesses;

·  reductions in credit ratings and/or unavailability of adequate capital;

·  failure to attract new sources of business from expansion of products or services or entry into new markets;

·  inability to manage future adverse industry trends;

·  future periodic assessments required by current or new accounting standards resulting in additional charges; and

·  unstable economic and political conditions in China and adverse changes in the economic conditions or government
policies in China.
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Item 1B. Unresolved Staff Comments

None

Item 2. Properties

Our principal offices are located at 10601 West 48th Avenue, Wheat Ridge, Colorado, where we lease approximately
50,000 square feet of office, production and warehouse space for our corporate office, engineering and limited
manufacturing of antennas and for use by each of our segments. This lease commenced on July 1, 2003 and expires on
June 30, 2010.

In addition, we lease office space, in Hong Kong for our subsidiary ARC Wireless Hong Kong Limited. We also lease
a building in China used for manufacturing our products.

For additional information, please see Note 8 to the audited consolidated financial statements included elsewhere in
this Form 10-K.

Item 3.  Legal Proceedings

The company and its subsidiaries are involved in various legal proceedings of a nature considered normal in the
course of its operations, principally accounts receivable collections. While it is not feasible to predict or determine the
final outcome of these proceedings, management has reserved as an allowance for doubtful accounts for that portion
of the receivable it estimates will be uncollectible. No material litigation exists at December 31, 2009 or at the date of
this report.

Item 4.  Submission of Matters to a Vote of Security Holders

We held our annual meeting of shareholders on December 16, 2009, and 1,815,977 shares were represented at the
meeting. The following are the results of the voting on matters submitted to the shareholders, all of which were
approved:

(1)           For election of the following nominees as directors:

Name Number of Shares For Withheld

Viktor Nemeth 1,771,315 44,662
Marco Vega 1,781,315 34,662
Jason Young 1,769,805 46,172
Amit Chatwani 1,781,275 34,702
Javier Baz 1,781,215 34,762

(2)           Proposal to ratify the selection of HEIN & Associates, LLP as the Company’s independent registered public
accounting firm.
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