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PART I

Item 1:  Business

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. These statements include, among other things, statements
concerning the future operations, financial condition and prospects, and business strategies. The words �believe,�
�expect,� �anticipate� and other similar expressions generally identify forward-looking statements. Investors in the
common stock are cautioned not to place undue reliance on these forward-looking statements. These forward-looking
statements are subject to substantial risks and uncertainties that could cause the future business, financial condition, or
results of operations to differ materially from the historical results or currently anticipated results.

Overview

PCTEL focuses on wireless broadband mobility.  We design and develop innovative antennas that extend the reach of
broadband and other wireless networks and that simplify the implementation of those networks. We provide highly
specialized software-defined radios that facilitate the design and optimization of broadband wireless networks and we
develop software that simplifies and secures wireless access to the network. We provide our products, both software
and RF products, to wireless and private carriers, wireless infrastructure and handset providers, wireless equipment
distributors, value added resellers (VARs) and other original equipment manufacturers (OEMs). Additionally, the
company has licensed its intellectual property, principally related to a discontinued modem business, to
semiconductor, PC manufacturers, modem suppliers, and others.

The company operates in three separate product segments: a Broadband Technology Group, the Mobility Solutions
Group, and Licensing. PCTEL maintains expertise in several technology areas. These include DSP chipset
programming, Radio Frequency, software engineering, mobile device operating systems, antenna design and
manufacture, mechanical engineering, wireless connectivity, authentication, security, specialized communication
devices, advanced algorithm development, and cellular engineering.

PCTEL was incorporated in California in 1994 and reincorporated in Delaware in 1998. The principal executive
offices are located at 8725 W. Higgins Road, Suite 400, Chicago, Illinois 60631. The telephone number at that address
is (773) 243-3000 and the web site is www.pctel.com. The contents of the web site are not incorporated by reference
into this Annual Report on Form 10-K.

Broadband Technology Group

The Broadband Technology Group (BTG) designs, distributes, and supports innovative antenna solutions for public
safety applications, unlicensed and licensed wireless broadband, fleet management, network timing, and other GPS
applications. The BTG�s portfolio of OEM receivers and interference management solutions are used to measure,
monitor and optimize cellular networks.

Our antenna products originated through a series of acquisitions starting with MAXRAD, Inc, which was acquired in
January 2004. MAXRAD�s antenna solutions consist of antennas designed to enhance the performance of broadband
wireless, in-building wireless, wireless Internet service providers and Land Mobile Radio (LMR) applications. As a
result of the October 2004 acquisition of certain antenna product lines from Andrew Corporation (�Andrew�), the
product portfolio expanded to include GPS (Global Positioning Systems), satellite communications (Mobile
SATCOM) and on-glass mobile antennas. In July 2005, we again expanded the product portfolio with the purchase of
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Sigma Wireless Technologies Limited (�Sigma� or �SWT�), located in Dublin, Ireland. Sigma provides integrated variable
electrical tilt base stations antennas (iVET), Public Mobile Radio (PMR), and Digital Public Mobile Radio (DPMR)
antenna products.

Antenna products are sold to end user customers and dealers through distributors and via direct sales channels to
wireless carriers and equipment manufacturers. The products are sold under the MAXRAD, Antenna Specialists®,
Micro-Pulse, and iVET brands.

1
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Revenue growth for antenna products is tied to emerging wireless applications in broadband wireless, in-building
wireless, wireless Internet service providers, GPS and Mobile SATCOM. The LMR, PMR, DPMR, and on-glass
mobile antenna applications represent mature markets. Our newest products address UMTS and WiMAX standards
and applications.

There are many competitors for antenna products, as the market is highly fragmented. Competitors include such
names as Laird (Cushcraft, Centurion, and Antennex brands), Mobile Mark, Radiall/Larsen, Comtelco, Wilson,
Andrew Corporation, and Kathrein. BTG seeks out product applications that command a premium for product
performance and customer service, and seeks to avoid product applications characterized by commoditization.

BTG�s OEM receiver and interference management solutions consist of software-defined radio products designed to
measure and monitor cellular networks. The products originated through the business of DTI, Inc., which was
acquired in March 2003. The technology is sold in two forms; as OEM radio frequency receivers or as integrated
systems solutions. The SeeGulltm family of OEM receivers collects and measure RF data, such as signal strength and
base station identification in order to analyze wireless signals. The CLARIFYtm interference management product is a
receiver system solution that uses patent pending technology to identify and measure wireless network interference.
Customers of BTG�s OEM receiver and interference management solutions are wireless network operators, wireless
infrastructure suppliers, and wireless test and measurement solution providers.

Revenue growth for OEM receivers and interference management solutions is tied to the deployment of new wireless
technology, such as 2.5G and 3G, and the need for existing wireless networks to be tuned and reconfigured on a
regular basis. Competitors for these products are OEM�s such as Agilent Technologies, Rohde and Schwarz, Anritsu,
Panasonic, and Berkley Varitronics. The products compete on the basis of product performance at a price point that is
generally lower than the competition.

Revenue for both antenna and receiver products follow the seasonal capital spending patterns of the wireless network
operators and OEM�s. Revenue for BTG within each fiscal year is historically seasonal, with a trend of the first quarter
typically being the lowest and the fourth quarter typically being the highest.

Mobility Solutions Group

The Mobility Solutions Group (MSG) produces mobility software products for WiFi, cellular, IP Multimedia
Subsystem (IMS), and wired applications. In the wireless domain, our products support Wi-Fi (802.11 a/b/g), all
major cellular data networking technologies, and IMS. For wired access, the company�s products support traditional
analog dial-up, DSL, and Ethernet connectivity. Revenue in this segment is dominated by the company�s Roaming
Client product. The Roaming Client is a PC or PocketPC-based application developed to allow users to easily locate
and connect to Wi-Fi and Wireless Wide Area Networks (WWANs-GPRS, CDMA 1x or other 2.5G cellular
networks, EVDO, WCDMA, WiMAX) data networks. Customers for these products are not typically individual
end-users, but cellular carriers, Internet access service providers, manufacturers, distributors, integrators, or other
service aggregators.

Revenue for the Roaming Client is correlated to the success of data services offered by the customer base. We
describe the roll out of such data services to be in the early stage of market development. It is too early to assess if the
market will develop seasonal revenue patterns within the calendar year.

Competitors for the Roaming Client range from operating system suppliers such as Apple or Microsoft (which offers a
level of WLAN client support through its Windows XP and Vista offerings) to WLAN NIC (Network Interface Card)
suppliers (that bundle minimal clients with their hardware offering) to service aggregators that provide a client as part
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of their service offering such as iPASS. The company believes it is unique in that many of these competitors are
potential customers for the branded client offering. There are few �client only� competitors in the WLAN space, such as
Smith Micro, and Birdstep (through its acquisition of Alice Systems in November 2004). The single biggest
competitive condition for the Roaming Client is product performance. The Roaming Client distinguishes itself from
its competition on the following dimensions: usability, ability to roam across all existing wireless standards, its
security module, the availability of a centralized configuration server that can manage profiles and policy, and the
tested compatibility with hundreds of wireless modems.

2
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Licensing

PCTEL has an intellectual property portfolio consisting of over 100 U.S. patents and applications, primarily in analog
modem technology. It also has proprietary DSP based embedded modem technology. We had an active licensing
program since 2002 designed to monetize the value of its modem related intellectual property. Companies under
license at the end of 2006 include Agere, US Robotics, 3COM, Intel, Conexant, Broadcom, Silicon Laboratories,
Texas Instruments, Smartlink, and ESS Technologies.

Developments

The company continues to look for opportunities in wireless markets both through internal development and through
acquisitions.

The following significant acquisition events related to wireless markets took place in our history.

� Acquisition of cyberPIXIE, Inc. in May 2002, which was the genesis of the company�s Mobility Solutions
Group.

� Acquisition of Dynamic Telecommunications, Inc. (DTI) in March 2003. The OEM receiver and interference
measurement product lines within BTG came from DTI.

� Acquisition of MAXRAD, Inc. in January 2004, product lines from Andrew Corporation in October 2004, and
Sigma in July 2005. These acquisitions provided the antenna product lines within BTG.

During 2006, we restructured Sigma�s manufacturing operations by closing its antenna manufacturing facility in
Dublin, Ireland and redistributing that capacity primarily to a contract manufacturer in eastern Europe, with the
remainder to its existing antenna factory in Bloomingdale, Illinois. We recognized restructuring costs as well as costs
for the impairment of assets related to that restructuring.

Sales, Marketing and Support

We sell our products directly to wireless carriers, private carriers, test equipment providers, and wireless equipment
manufacturers (infrastructure and handsets). We also sell products indirectly through distributors in the U.S. and
outside the U.S. Our direct sales force is technologically sophisticated and sales executives have strong industry
domain knowledge. Our direct sales force supports the sales efforts of our distributors and OEM resellers.

Our marketing strategy is focused on building market awareness and acceptance of our new products. The marketing
organization also provides a wide range of programs, materials and events to support the sales organization. We spent
approximately $13.3, $13.1, and $11.2 million for the fiscal years 2006, 2005 and 2004, respectively, for sales and
marketing support.

As of December 31, 2006, we employed 50 individuals in sales and marketing with offices in the U.S., Japan, Hong
Kong, Ireland and United Kingdom.

Major Customers

One customer has accounted for revenue greater than 10% during the last three fiscal years as follows:
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Years Ended
December 31,

Customer 2006 2005 2004

TESSCO Technologies 9% 11% 10%

TESSCO, a distributor of wireless products is a customer in the Broadband Technology Group.

International Activities

The following table illustrates the percentage of revenues from domestic sales and foreign sales during the last three
fiscal years:

Years Ended December 31,
2006 2005 2004

Domestic sales 69% 76% 77%
Foreign sales 31% 24% 23%

100% 100% 100%

3
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Backlog

Sales of our products are generally made pursuant to standard purchase orders, which are officially acknowledged
according to standard terms and conditions. The backlog, while useful for scheduling production or software release
dates, is not a meaningful indicator of future revenues as the order to ship cycle is extremely short.

Research and Development

We recognize that a strong technical base is essential to the long-term success and we have made a substantial
investment in research and development. We will continue to devote substantial resources to product development and
patent submissions. The patent submissions for the two wireless product segments are primarily for defensive
purposes, rather than for potential license revenue generation. We monitor changing customer needs and work closely
with the customers, partners and market research organizations to track changes in the marketplace, including
emerging industry standards.

Research and development expenses include costs for software and hardware development, prototyping, certification
and pre-production costs. We spent approximately $13.8, $10.0, and $8.6 million for the fiscal years 2006, 2005 and
2004, respectively, in research and development.

Manufacturing

BTG does final assembly of most of its antenna products and all of its OEM receiver and interference management
product lines. We also have arrangements with several contract manufacturers but are not dependent on any one.
Should any of these manufacturers be unsatisfactory, other manufacturers are available. We have no guaranteed
supply or long-term contract agreements with any other of our suppliers.

MSG products are software licenses and related engineering fees to customize the product for customer networks. The
software product delivery cycle is comprised of delivering a product master of the software from which customers
make copies for their subscribers.

Employees

As of December 31, 2006, we had 352 full-time equivalent employees, including 155 in operations, 50 in sales and
marketing, 102 in research and development, and 45 in general and administrative functions. The total full-time
equivalent employee number includes 26 temporary employees and contractors for manufacturing assembly and
engineering support. Headcount decreased 113 from December 31, 2005 due to reductions in Dublin, Ireland
manufacturing operations and due to the reduction of temporary employees in Bloomingdale operations positions. The
reduction in Bloomingdale operations employees is due to outsourcing and manufacturing efficiencies.

As part of the Dublin restructuring plan, we negotiated employee severance benefits with the labor union for the
Dublin operations. Effective with a settlement in June 2006 and the completion of our restructuring plan in September
2006, none of the current Dublin employees are represented by a labor union. None of our other employees are
represented by a labor union. We consider employee relations to be good.

Web Site Postings

The annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to
such reports, are available free of charge through our web site as soon as reasonably practicable after we electronically
file such material with, or furnish it to, the United States Securities and Exchange Commission, at the following
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address: www.pctel.com. The information within, or that can be accessed through the web site is not part of this report.
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Item 1A:  Risk Factors

Factors That May Affect Our Business, Financial Condition and Future Operating Results

This annual report on Form 10-K, including Management�s Discussion and Analysis of Financial Condition and
Results of Operations, contains forward-looking statements. These forward-looking statements are subject to
substantial risks and uncertainties that could cause our future business, financial condition or results of operations to
differ materially from our historical results or currently anticipated results, including those set forth below. Investors
should carefully review the information contained in this Item IA.

Risks Related to Our Business

Competition within the wireless connectivity products industries is intense and is expected to increase
significantly. Our failure to compete successfully could materially harm our prospects and financial results.

The wireless products connectivity markets are intensely competitive. We may not be able to compete successfully
against current or potential competitors. We expect competition to increase in the future as current competitors
enhance their product offerings, new suppliers enter the wireless connectivity products markets, new communication
technologies are introduced and additional networks are deployed. Our client software competes with software
developed internally by Network Interface Card (NIC) vendors, service providers for wireless networks, and with
software developed by large systems integrators. Increased competition could materially and adversely affect our
business and operating results through pricing pressures, the loss of market share and other factors.

The antenna market is highly fragmented and is served by many local product providers. We may not be able to
displace established competitors from their customer base with our products. We may not achieve the design wins
necessary to participate in WCDMA network deployments where our products compete. Where we have design wins,
we may not be the sole source supplier or may receive only a small portion of the business from each customer.

Many of our present and potential competitors have substantially greater financial, marketing, technical and other
resources with which to pursue engineering, manufacturing, marketing, and distribution of their products. These
competitors may succeed in establishing technology standards or strategic alliances in the connectivity products
markets, obtain more rapid market acceptance for their products, or otherwise gain a competitive advantage. We can
offer no assurance that we will succeed in developing products or technologies that are more effective than those
developed by our competitors. We can offer no assurance that we will be able to compete successfully against existing
and new competitors as the connectivity wireless markets evolve and the level of competition increases.

Our ability to grow our business may be threatened if the demand for wireless data services does not continue
to grow.

Our ability to compete successfully in the wireless market is dependent on the continued trend toward wireless
telecommunications and data communications services. If the rate of growth slows and service providers reduce their
capital investments in wireless infrastructure or fail to expand into new geographic markets, our revenue may decline.
Wireless data solutions are relatively unproven in the marketplace and some of the wireless technologies have only
been commercially introduced in the last few years. We began offering wireless products in the second quarter of
fiscal year 2002. If wireless data access technology turns out to be unsuitable for widespread commercial deployment,
we may not be able to generate enough sales to grow our business. We have listed below some of the factors that we
believe are key to the success or failure of wireless access technology:
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� reliability and security of wireless access technology and the perception by end-users of its reliability and
security,

� capacity to handle growing demands for faster transmission of increasing amounts of data, voice and video,
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� the availability of sufficient frequencies for network service providers to deploy products at commercially
reasonable rates,

� cost-effectiveness and performance compared to wireline or other high speed access solutions, whose prices
and performance continue to improve,

� suitability for a sufficient number of geographic regions, and

� availability of sufficient site locations for wireless access.

The factors listed above influence our customers� purchase decisions when selecting wireless versus other high-speed
data access technology. Future legislation, legal decisions and regulation relating to the wireless telecommunications
industry may slow or delay the deployment of wireless networks.

Wireless access solutions compete with other high-speed access solutions such as digital subscriber lines, cable
modem technology, fiber optic cable and other high-speed wire line and satellite technologies. If the market for our
wireless solutions fails to develop or develops more slowly than we expect due to this competition, our sales
opportunities will be harmed. Many of these alternative technologies can take advantage of existing installed
infrastructure and are generally perceived to be reliable and secure. As a result, they have already achieved
significantly greater market acceptance and penetration than wireless data access technologies. Moreover, current
wireless data access technologies have inherent technical limitations that may inhibit their widespread adoption in
many areas.

We expect wireless data access technologies to face increasing competitive pressures from both current and future
alternative technologies. In light of these factors, many service providers may be reluctant to invest heavily in wireless
data access solutions, including Wi-Fi. If service providers do not continue to establish Wi-Fi �hot spots,� we may not
be able to generate sales for our Wi-Fi products and our revenue may decline.

Our wireless business is dependent upon the continued growth of evolving telecommunications and internet
industries.

Our future success is dependent upon the continued growth of the data communications and wireless industries,
particularly with regard to Internet usage. The global data communications and Internet industries are relatively new
and evolving rapidly and it is difficult to predict potential growth rates or future trends in technology development for
these industries. The deregulation, privatization and economic globalization of the worldwide telecommunications
market that have resulted in increased competition and escalating demand for new technologies and services may not
continue in a manner favorable to us or our business strategies. In addition, the growth in demand for wireless and
Internet services, and the resulting need for high speed or enhanced data communications products and wireless
systems, may not continue at its current rate or at all.

Our future success depends on our ability to develop and successfully introduce new and enhanced products
for the wireless market, which meet the needs of customers.

Our revenue depends on our ability to anticipate our existing and prospective customers� needs and develop products
that address those needs. Our future success will depend on our ability to introduce new products for the wireless
market, anticipate improvements and enhancements in wireless technology and wireless standards, and to develop
products that are competitive in the rapidly changing wireless industry. Introduction of new products and product
enhancements will require coordination of our efforts with those of our customers, suppliers, and manufacturers to
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rapidly achieve volume production. If we fail to coordinate these efforts, develop product enhancements or introduce
new products that meet the needs of our customers as scheduled, our operating results will be materially and adversely
affected and our business and prospects will be harmed. We cannot assure you that product introductions will meet the
anticipated release schedules or that our wireless products will be competitive in the market. Furthermore, given the
emerging nature of the wireless market, there can be no assurance our products and technology will not be rendered
obsolete by alternative or competing technologies.
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We may experience integration or other problems with potential acquisitions, which could have an adverse
effect on our business or results of operations. New acquisitions could dilute the interests of existing
stockholders, and the announcement of new acquisitions could result in a decline in the price of our common
stock.

We may in the future make acquisitions of, or large investments in, businesses that offer products, services, and
technologies that we believe would complement our products or services, including wireless products and technology.
We may also make acquisitions of, or investments in, businesses that we believe could expand our distribution
channels. Even if we were to announce an acquisition, we may not be able to complete it. Additionally, any future
acquisition or substantial investment would present numerous risks, including:

� difficulty in integrating the technology, operations, internal accounting controls or work force of the acquired
business with our existing business,

� disruption of our on-going business,

� difficulty in realizing the potential financial or strategic benefits of the transaction,

� difficulty in maintaining uniform standards, controls, procedures and policies,

� dealing with tax, employment, logistics, and other related issues unique to international organizations and
assets we acquire,

� possible impairment of relationships with employees and customers as a result of integration of new businesses
and management personnel, and

� impairment of assets related to resulting goodwill, and reductions in our future operating results from
amortization of intangible assets.

We expect that future acquisitions could provide for consideration to be paid in cash, shares of our common stock, or
a combination of cash and our common stock. If consideration for a transaction is paid in common stock, this would
further dilute our existing stockholders.

Our gross profit may vary based on the mix of sales of our products and licenses of our intellectual property,
and these variations may cause our net income to decline.

We derive a portion of our sales from our software-based connectivity products. Due in part to the competitive pricing
pressures that affect our products and in part to increasing component and manufacturing costs, we expect gross profit
from both existing and future products to decrease over time. In addition, licensing revenues from our intellectual
property historically have provided higher margins than our product sales. Changes in the mix of products sold and the
percentage of our sales in any quarter attributable to products as compared to licensing revenues could cause our
quarterly results to vary and could result in a decrease in gross profit and net income.

Any delays in our normally lengthy sales cycles could result in customers canceling purchases of our products.

Sales cycles for our products with major customers are lengthy, often lasting nine months or longer. In addition, it can
take an additional nine months or more before a customer commences volume production of equipment that
incorporates our products. Sales cycles with our major customers are lengthy for a number of reasons, including:
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� our original equipment manufacturer customers and carriers usually complete a lengthy technical evaluation of
our products, over which we have no control, before placing a purchase order,

� the commercial introduction of our products by an original equipment manufacturer and carriers is typically
limited during the initial release to evaluate product performance, and

� the development and commercial introduction of products incorporating new technologies frequently are
delayed.

7

Edgar Filing: PC TEL INC - Form 10-K

18



A significant portion of our operating expenses is relatively fixed and is based in large part on our forecasts of volume
and timing of orders. The lengthy sales cycles make forecasting the volume and timing of product orders difficult. In
addition, the delays inherent in lengthy sales cycles raise additional risks of customer decisions to cancel or change
product phases. If customer cancellations or product changes were to occur, this could result in the loss of anticipated
sales without sufficient time for us to reduce our operating expenses.

Our revenues and operating results may fluctuate each quarter due to both domestic and international seasonal
trends.

The MSG market is in the initial market stages and has yet to display discernable revenue patterns by quarter.
Revenue for the BTG market follows the seasonal capital spending patterns of the wireless network operators and
OEM�s. Revenue for BTG within each fiscal year is historically seasonal, with a trend of the first quarter typically
being the lowest and the fourth quarter typically being the highest. These seasonality trends will cause our revenues
and operating results to vary from quarter to quarter.

We rely on independent companies to manufacture, assemble and test our products. If these companies do not
meet their commitments to us, our ability to sell products to our customers would be impaired.

We have limited manufacturing capability. For some product lines we outsource the manufacturing, assembly, and
testing of printed circuit board subsystems. For other product lines, we purchase completed hardware platforms and
add our proprietary software. While there is no unique capability with these suppliers, any failure by these suppliers to
meet delivery commitments would cause us to delay shipments and potentially be unable to accept new orders for
product.

In addition, in the event that these suppliers discontinued the manufacture of materials used in our products, we would
be forced to incur the time and expense of finding a new supplier or to modify our products in such a way that such
materials were not necessary. Either of these alternatives could result in increased manufacturing costs and increased
prices of our products.

We assemble our antenna products in our facilities located in Illinois and China. We may experience delays,
disruptions, capacity constraints or quality control problems at our assembly facilities, which could result in lower
yields or delays of product shipments to our customers. In addition, we are having an increasing number of our
antenna products manufactured in China and Russia via contract manufacturers. Any disruption of our own or contract
manufacturers� operations could cause us to delay product shipments, which would negatively impact our sales,
competitive reputation and position. In addition, if we do not accurately forecast demand for our products, we will
have excess or insufficient parts to build our product, either of which could seriously affect our operating results.

In order for us to operate at a profitable level and continue to introduce and develop new products for
emerging markets, we must attract and retain our executive officers and qualified technical, sales, support and
other administrative personnel.

Our performance is substantially dependent on the performance of our current executive officers and certain key
engineering, sales, marketing, financial, technical and customer support personnel. If we lose the services of our
executives or key employees, replacements could be difficult to recruit and, as a result, we may not be able to grow
our business.

Competition for personnel, especially qualified engineering personnel, is intense. We are particularly dependent on
our ability to identify, attract, motivate and retain qualified engineers with the requisite education, background and
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industry experience. As of December 31, 2006, we employed a total of 102 people in our engineering department. If
we lose the services of one or more of our key engineering personnel, our ability to continue to develop products and
technologies responsive to our markets may be impaired.
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Failure to manage our technological and product growth could strain our management, financial and
administrative resources.

Our ability to successfully sell our products and implement our business plan in rapidly evolving markets requires an
effective management planning process. Future product expansion efforts could be expensive and put a strain on our
management by significantly increasing the scope of their responsibilities and by increasing the demands on their
management abilities. To effectively manage our growth in these new technologies, we must enhance our marketing,
sales, research and development areas.

We may be subject to litigation regarding intellectual property associated with our wireless business and this
could be costly to defend and could prevent us from using or selling the challenged technology.

In recent years, there has been significant litigation in the United States involving intellectual property rights. We have
from time to time in the past received correspondence from third parties alleging that we infringe the third party�s
intellectual property rights. We expect potential claims to increase in the future, including with respect to our wireless
business. Intellectual property claims against us, and any resulting lawsuit, may result in our incurring significant
expenses and could subject us to significant liability for damages and invalidate what we currently believe are our
proprietary rights. These lawsuits, regardless of their merits or success, would likely be time-consuming and
expensive to resolve and could divert management�s time and attention. This could have a material and adverse effect
on our business, results of operation, financial condition and prospects. Any potential intellectual property litigation
against us related to our wireless business could also force us to do one or more of the following:

� cease selling, incorporating or using technology, products or services that incorporate the infringed intellectual
property,

� obtain from the holder of the infringed intellectual property a license to sell or use the relevant technology,
which license may not be available on acceptable terms, if at all, or

� redesign those products or services that incorporate the disputed intellectual property, which could result in
substantial unanticipated development expenses.

If we are subject to a successful claim of infringement related to our wireless intellectual property and we fail to
develop non-infringing intellectual property or license the infringed intellectual property on acceptable terms and on a
timely basis, operating results could decline and our ability to grow and sustain our wireless business could be
materially and adversely affected. As a result, our business, financial condition, results of operation and prospects
could be impaired.

We may in the future initiate claims or litigation against third parties for infringement of our intellectual property
rights or to determine the scope and validity of our proprietary rights or the proprietary rights of our competitors.
These claims could also result in significant expense and the diversion of technical and management personnel�s
attention.

Undetected software errors or failures found in new products may result in a loss of customers or a delay in
market acceptance of our products.

Our products may contain undetected software errors or failures when first introduced or as new versions are released.
To date, we have not been made aware of any significant software errors or failures in our products. However, despite
testing by us and by current and potential customers, errors may be found in new products after commencement of
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commercial shipments, resulting in loss of customers or delay in market acceptance.

Our financial position and results of operations may be adversely affected if tax authorities challenge us and
the tax challenges result in unfavorable outcomes.

We currently have international subsidiaries located in Japan, China, Ireland, United Kingdom, Serbia, and Israel as
well as an international branch office located in Hong Kong. The complexities resulting from operating in several
different tax jurisdictions increase our exposure to worldwide tax challenges.

9
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Conducting business in international markets involves foreign exchange rate exposure that may lead to
reduced profitability.

We have operations in Ireland, United Kingdom, Japan, Serbia, Israel, and China. We believe that foreign exchange
exposures may lead to reduced profitability.

Risks Related to Our Industry

Our industry is characterized by rapidly changing technologies. If we are not successful in responding to
rapidly changing technologies, our products may become obsolete and we may not be able to compete
effectively.

The wireless data access business is characterized by rapidly changing technologies, short product life cycles and
frequent new product introductions. To remain competitive, we must continue to successfully introduce new products.

Both the cellular (2.5G and 3G) and Wi-Fi (802.11, WiMAX) spaces are rapidly changing and prone to
standardization. We must continue to evaluate, develop and introduce technologically advanced products that will
position us for possible growth in the wireless data access market. If we are not successful in doing so, our products
may became obsolete and we may not be able to compete effectively.

Changes in laws or regulations, in particular, future FCC Regulations affecting the broadband market,
internet service providers, or the communications industry, could negatively affect our ability to develop new
technologies or sell new products and therefore, reduce our profitability.

The jurisdiction of the Federal Communications Commission, or FCC, extends to the entire communications industry,
including our customers and their products and services that incorporate our products. Future FCC regulations
affecting the broadband access services industry, our customers or our products may harm our business. For example,
future FCC regulatory policies that affect the availability of data and Internet services may impede our customers�
penetration into their markets or affect the prices that they are able to charge. In addition, FCC regulatory policies that
affect the specifications of wireless data devices may impede certain of our customers� ability to manufacture their
products profitably, which could, in turn, reduce demand for our products. Furthermore, international regulatory
bodies are beginning to adopt standards for the communications industry. Although our business has not been hurt by
any regulations to date, in the future, delays caused by our compliance with regulatory requirements may result in
order cancellations or postponements of product purchases by our customers, which would reduce our profitability.

Risks Related to our Common Stock

The trading price of our stock price may be volatile based on a number of factors, some of which are not in our
control.

The trading price of our common stock has been highly volatile. The common stock price has fluctuated from a low of
$7.44 to a high of $11.64 during 2006. Our stock price could be subject to wide fluctuations in response to a variety of
factors, many of which are out of our control, including:

� announcements of technological innovations,

� new products or services offered by us or our competitors,
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� actual or anticipated variations in quarterly operating results,

� changes in financial estimates by securities analysts,

� conditions or trends in our industry,

� our announcement of significant acquisitions, strategic partnerships, joint ventures or capital commitments,

� additions or departures of key personnel,
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� mergers and acquisitions, and

� sales of common stock by our stockholders or us.

In addition, the NASDAQ Global Market, where many publicly held telecommunications companies, including
PCTEL, are traded, often experiences extreme price and volume fluctuations. These fluctuations often have been
unrelated or disproportionate to the operating performance of these companies. In the past, following periods of
volatility in the market price of an individual company�s securities, securities class action litigation often has been
instituted against that company. This type of litigation, if instituted, could result in substantial costs and a diversion of
management�s attention and resources.

Provisions in our charter documents may inhibit a change of control or a change of management, which may
cause the market price for our common stock to fall and may inhibit a takeover or change in our control that a
stockholder may consider favorable.

Provisions in our charter documents could discourage potential acquisition proposals and could delay or prevent a
change in control transaction that our stockholders may favor. These provisions could have the effect of discouraging
others from making tender offers for our shares, and as a result, these provisions may prevent the market price of our
common stock from reflecting the effects of actual or rumored takeover attempts and may prevent stockholders from
reselling their shares at or above the price at which they purchased their shares. These provisions may also prevent
changes in our management that our stockholders may favor. Our charter documents do not permit stockholders to act
by written consent, do not permit stockholders to call a stockholders meeting, and provide for a classified board of
directors, which means stockholders can only elect, or remove, a limited number of our directors in any given year.

Our board of directors has the authority to issue up to 5,000,000 shares of preferred stock in one or more series. The
board of directors can fix the price, rights, preferences, privileges and restrictions of this preferred stock without any
further vote or action by our stockholders. The rights of the holders of our common stock will be affected by, and may
be adversely affected by, the rights of the holders of any preferred stock that may be issued in the future. Further, the
issuance of shares of preferred stock may delay or prevent a change in control transaction without further action by
our stockholders. As a result, the market price of our common stock may drop.

Edgar Filing: PC TEL INC - Form 10-K

25


