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INTRODUCING THE FIRST ECOFRIENOLY UNIVERSAL REMOTE CONTROL THAT HELPS CONSERVE ENERGY USAGE IN THE HOME

new star is born

Keeping the ppeLine fuLL

Enhancing the user experience

ControL iochnoLogy
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WHATS PLAYING TONIGHT

OVER 250

UEI EXPANDS ITS FOOTPRINT ACROSS CONTINENTS



EVERY WEEK

UEI PENETRATES DEEPER INTO GLOBAL MARKETS
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One of the biggest reasons behnd UErs uidustry4eading

success is our database of devce codes Its the most extensive

in the world contaning more than 400000 unique functon codes

for A/V and other electronic devces Coupled with one of UEIs

online or ondevce setup toots such as QuckSet or EZ RC the

remote setup is not only fast increthbly smple

QuickSet lets you set up remote control by tottowmg stepby step

gwde on your televson screen Ths makes the setup process easier

for the consumer and results fewer setup calls to the servce provider

which in turn reduces customer service costs

UEIs extensive database of codes and easy setup keeps subscribers happy

The larger and more accurate the code database the Less likely the user wlt

have problems with the universal remote working wth their devces Ths adds

to the overall customer experience and reduces service calls to the provder

UNIVERSAL CODE LIBRARY



UEI MAKES CONNECTINGWITH THE DIGITAL WORLD SIMPLE

KNO LEDGE



UE HAS GROWN AND CONTNUES TO GROW



AT UEI THE FUTURE IS ALREADY IN PLAY

$28

REVENUES



DEAR SHAREHOLDERS 2008 MARKED

ANOTHER SUCCESSFULYEAR FOR

UNIVERSAL ELECTRONICS INC NET SALES

FOR 2008 CLIMBED TO $287.1 MILLION UP

FROM $272.7 MILLION THE PRIOR YEAR

LOOKING AHEAD UEI IS POSITIONED TO

BENEFIT FROM GROWTH OPPORTUNITIES IN

INTERNATIONAL MARKETS CONSIDER THIS

TENS OF MILLIONS OF HOUSEHOLDS AROUND

THE WORLD DO NOT HAVE PAY TV SERVICE

HOWEVER THAT PICTURE IS CHANGING

RAPIDLY ESPECIALLY IN EMERGING REGIONS

LIKE CHINA INDIA AND MUCH OF SOUTHERN

ASIA FOR INSTANCE SINCE 2002 THE

NUMBER OF IPTV SUBSCRIBERS IN CHINA

HAS INCREASED FOUR-FOLD BY 2012 THERE

ARE PROJECTED TO BE OVER 200 MILLION



2008 HIGHLIGHTS

Strengthening the UEI team

UEI hired Dr Norman Sheridan

Zilogs Executive Vice President

of Technology and Operations and

CTO along with technical teams

from Zilogs universal remote

control business in the U.S and

Asia They wilt assist in expanding

the breadth and depth of our cus

tomer base in both subscription

broadcasting and original equip

ment manufacturing particularly

in Asiafurther strengthening our

leadership position in the market

worLd-cLass remote

fora worLd-cLass brand

Syntax-Brillian Corporation

selected the UEI Taurus

RC-LRN an eight-device uni

versal learning remote control to

ship with certain models of Olevia

LCD HDTVs This remote taps into

the worlds largest profession

ally maintained database of IR

function codes from UEIs library

of over 400.000 unique function

codesmaking device compatibil

ity virtually sure thing

New honors

UEI was named for the fourth

time to the 2008 Deloitte Orange

County Technology Fast 50 and

the third time to Forbes 200 Best

Small Companies in America

The former is based on per

centage revenue growth over

five-year period and ownershi.p of

proprietary intellectual property

or proprietary technology that

contributes to significant portion

of their operating revenues The

latter is based on return on equity

sales growth and profit growth

over the past 12 months and also

over five years

$287 MILLION

$236 MILLION

REVENUES



DIRECT TO HOME PAY TV SUBSCRIBERS

woRLDwIDE THIS KIND OF GROWTH IS

PRODUCING ENORMOUS OPPORTUNITIES

FOR UEI OPPORTUNITIES THAT PLAY

DIRECTLY TO ITS STRENGTHS AS THE

WORLD LEADER IN WIRELESS CONTROL

TECHNOLOGY AND HANDHELD REMOTE

CONTROLS FOR THE NETWORKED HOME
INSTAT THE WORLDWIDE DIGITAL SATELLITE PAE-TE TIARKET 2008

Another ProfitabLe Year

UEIs record sates perk rmance

for the year 2008 coupted with

strong tourth quarter sales

our highest quarter to date

are due in targe measure to the

convergence of three unique

elements an expansive audio

visual control database innova

tivo technotogy ond talented

peopte Together they form the

engine ot URIs tuture growth

Demonstrated Growth

Throughout the years

growth at UEI hos been the

result ot the toltowing

Winning new customers

Expanding our existing

customer relationships

Introducing innovative

products

In 2008 we accomplished all

three We continued to expand

our market share with exist

ing customers white targeting

new customers that can stra

tegicalty enhance our leader

ship position especially in new

rriarkets like Asia Our 2008

customer wins and new prod

uct launches helped produce

record sates year br UEI

Expanding Our Opportunities

kor UEI 2008 was year of

growth and opportunity We are

continuing to grow revenues by

expanding into protitabte fast-

growing new markets Some are

located in North America and

some in Europe but opportuni

ties are also emerging in areas

where there is last-rising

middle class Eor example in

2008 we signed an agreement

with Reliance Communications

Ltd in India to supply universal

remotes br the companys highly

successful 8igTV 0TH service

rollout Wins like this are

significant step toward increas

ing presence in Asia In addition

we have continued to build on

relationships with companies

like PCCW Limited to tap into the

fast-growing Chinese market In

addition to these strong partners

we have consistently added new

customers and sites that now

service six continents and over

thirty countries

The Value of Relationships

Another key component of URIs

growth strategy is the commit

meet to build strong relationships
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ControLs and Procedures

FORWARDLOOKINCSTATEMENTS THIS ANNUAL REPORT INCLUDING MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS CONTAINS STATEMENTS THAT MAY CONSTITUTE FORWARD LOOKING STATEMENTS WITHIN THE MEANING OF THE PRIVATE SECURITIES LITIGATION
REFORM ACT OF 1995 THESE STATEMENTS INVOLVE RISKS UNCERTAINTIES AND ASSUMPTIONS IF THE RISKS OR UNCERTAINTIES EVER MATERIALIZE OR

THE ASSUMPTIONS PROVE INCORRECT OUR RESULTS MAY DIFFER MATERIALLY FROM THOSE EXPRESSED OR IMPLIED BY SUCH FORWARD LOOKING STATEMENTS
AND ASSUMPTIONS ALL STATEMENTS OTHER THAN STATEMENTS OF HISTORICAL FACT ARE STATEMENTS THAT COULD BE DEEMED FORWARD LOOKING STATEMENTS
INCLUDING BUT NOT LIMITED TO ANY PROJECTIONS OF REVENUE MARGINS EXPENSES TAX PROVISIONS EARNINGS CASH FLOWS BENEFIT OBLIGATIONS
SHARE REPURCHASES OR OTHER FINANCIAL ITEMS ANY STATEMENTS OF THE PLANS STRATEGIES AND OBJECTIVES OF MANAGEMENT FOR FUTURE OPERATIONS
ANY STATEMENTS CONCERNING EXPECTED DEVELOPMENT OR RELATING TO PRODUCTS OR SERVICES ANY STATEMENTS REGARDING FUTURE ECONOMIC CONOI

TIONS OR PERFORMANCE ANY STATEMENTS REGARDING PENDING CLAIMS OR DISPUTES ANY STATEMENTS OF EXPECTATUON OR BELIEF AND ANY STATEMENTS
OF ASSUMPTIONS UNDERLYING ANY OF THE FOREGOING RISKS UNCERTAINTIES AND ASSUMPTIONS INCLUDE MACROECONOMIC AND GEOPOLITICAL TRENDS
AND EVENTS THE EXECUTION AND PERFORMANCE OF CONTRACTS BY CUSTOMERS SUPPLIERS AND PARTNERS THE CHALLENGE OF MANAGING ASSET LEVELS
INCLUDING INVENTORY THE DIFFICULTY OF ALIGNING EXPENSE LEVELS WITH REVENUE CHANGES THE OUTCOME OF PENDING LEGISLATION AND ACCOUNTING
PRONOUNCEMENTS AND OTHER RISKS THAT ARE DESCRIBED HEREIN INCLUDING RUT NOT LIMITED TO THE ITEMS DISCUSSED IN RISK FACTORS IN ITEM

LA OF THIS REPORT AND THAT ARE OTHERWISE DESCRIBED FROM TIME TO TIME IN OUR SECURITIES AND EXCHANGE COMMISSION REPORTS FILED AFTER THE

DATE OF FILING THIS REPORT WE ASSUME NO OBLIGATION AND DO NOT XNTEND TO UPDATE THESE FORWARD LOOKING STATEMENTS



8UNES
Business of UniversaL ELectronics Inc

UniversaL ELectronics Inc was incorporated under the Laws of Delaware in 1986 and began operations in 1987 The pnincipal executive

offices are Located at 6101 Gateway Drive Cypress California 90630 As used herein the terms we us and our refer to Universal

ELectronics Inc and its subsidiaries unless the context indicates to the contrary

On February 18 2009 we acquired certain patents inteLlectuaL property and other assets reLated to the universal remote control busi

ness from Zilog Inc ZiLog-NASDAO ZILG for approximately $9.5 miLlion in cash The purchase incLuded Zilogs fuLL Ubrary and database

of infrared codes and software tooLs We aLso hired approximateLy 115 of ZiLogs sales and engineering personnel incLuding aLl 103 of

Zitogs personneL Located in India In related transaction Maxim Integrated Products tMaxim-NASDAQ MXIM acquired two of Zitogs

product lines namely the hardware portion of Zitogs remote controL business and Zilogs secured transaction product line We have

cross-Licensed the remote controL technology and inteLLectual property with Maxim Integrated Products for purpose of conducting our

respective businesses For further information about this acquisition see Managements Discussion and Analysis of FinanciaL Condition

and ResuLts of OperationsResuLts of Operations and Notes to Consolidated FinanciaL StatementsNote 24
Additional information regarding UEI can be obtained at www.uei.com

Business Segment

OvERvIEW UniversaL ELectronics Inc is provider of broad Line of products software and technoLogies that are marketed to enhance

home entertainment systems Our offerings include the folLowing

easy-to-use pre-programmed universaL infrared fR and radio frequency RF remote controls that are sold primarily to muLtipLe

systems operators MSOs consumers originaL equipment manufacturers OEMs and private labels

audio-video AV accessories soLd to consumers

integrated circuits on which our software and universaL IR remote controL database is embedded soLd primariLy to OEMs
and private labeLs

inteLlectuaL property which we License primariLy to GEMs software deveLopment companies private labels and MSOs and

software firmware and technology solutions that can enable devices such as TVs set-top boxes stereos automotive audio systems
ceLL phones and other consumer electronic devices to wiretessLy connect and interact with home networks and interactive services to

deLiver digital entertainment and information

Our business is comprised of one reportabLe segment

PRINCIPAL PRoDucTs AND MARKETS Our principaL markets include MSOs in the cable and satelLite subscription broadcasting markets

as weLL as OEM private labeL retaiLer and custom instalLer companies that operate in the consumer electronics market

We provide MSOs namely cable operators and sateLLite service providers both domesticaLly and internationaLly with our universaL

remote control devices and integrated circuits on which our software and IR code database is embedded to support the demand associ

ated with the deployment of digital set-top boxes that contain the Latest technology and features We also seLl our universaL remote controL

devices and integrated circuits on which our software and IR code database is embedded to OEMs that manufacture wireLess controL

devices cabLe converters or satellite receivers for resale in their products

For the years ended December 31 2008 2007 and 2006 our sales to Comcast Communications Inc represented 13.4/ 13.3% and

12.0% of our net sales respectively No other single customer accounted for 10% or more of our net saLes in 2008 2007 or 2006 However

DirecTV and its subcontractors coLlectively accounted for 19.3% 16.9% and 17.7% of our net saLes for the years ended December 31 2008

2007 and 2006 respectiveLy

We continue to pursue further penetration of the more traditional OEM consumer eLectronics markets Customers in these markets

generalLy package our wireLess control devices for resaLe with their AV home entertainment products We aLso seLL customized chips

UNIVERSAL ELECTRONICS INC 2008 ANNUAL REPORT



which incLude our software and/or customized software packages to these customers Growth in this Line of business has been driven by

the proLiferation and increasing compLexity of home entertainment equipment emerging digitaL technoLogy muLtimedia and interactive

internet appLications and the number of OEMs

We continue to pLace significant emphasis on expanding our saLes and marketing efforts to subscription broadcasters and OEMs in

Asia Latin America and Europe We wiLL continue to add new saLes peopLe to support anticipated saLes growth in these markets over the

next few years

In the internationaL retaiL markets our One For ALL brand name remote controL and accessories accounted for 15.6% 17.9% and

2O.4% of our totaL net saLes for the years ended December 31 2008 2007 and 2006 respectiveLy Throughout 2008 we continued our retaiL

saLes and marketing efforts in Europe Australia New ZeaLand South Africa the MiddLe East Mexico and seLected countries in Asia and

Latin America FinanciaL information reLating to our internationaL operations for the years ended December 31 2008 2007 and 2006 is

incLuded in Notes to ConsoLidated FinanciaL Statements-Note 19

In 2008 we began to Lay the ground work to expand our presence in the domestic retaiL markets During the second quarter of 2008 we

signed an agreement with Audiovox Accessories Corporation to be the excLusive suppLier of embedded microcontroLLers and infrared data

base software for Audiovoxs compLete Line of RCA universaL remote controLs soLd in the North American retaiL markets We aLso agreed to

deveLop future remote controLs for existing brands in the Audiovox Lineup and granted Audiovox an excLusive License to seLL and distribute

our One For ALL brand remote controLs and accessories in North America

TECHNOLOGY We hoLd number of patents in the United States and abroad reLated to our products and technoLogy and have fiLed domestic

and foreign appLications for other patents that are pending We had totaL of 148 and 175 issued and pending United States patents at the

end of 2008 and 2007 respectiveLy The reduction in the number of issued and pending patents resuLted from the expiration of patent and

our sale of 37 patents offset by 11 new patent fiLings The 37 patents soLd were no Longer vaLuabLe to our core business Management may

seLL patents from time to time if we determine the patents are no Longer vaLuabLe to our core business or their market vaLue exceeds the

vaLue we are LikeLy to otherwise reaLize Our patents have remaining Lives ranging from approximateLy one to eighteen years We have aLso

obtained copyright registration and cLaim copyright protection for certain proprietary software and Libraries of IR codes AdditionaLLy the

names of most of our products are registered or are being registered as trademarks in the United States Patent and Trademark Office

and in most of the other countries in which such products are soLd These registrations are vaLid for variety of terms ranging up to 20

years and may be renewed as Long as the trademarks continue to be used and are deemed by management to be important to our opera

tions WhiLe we foLLow the practice of obtaining patent copyright and trademark registrations on new deveLopments whenever advisabLe

in certain cases we have eLected common Law trade secret protection in Lieu of obtaining such other protection

Since our beginning in 1986 we have compiLed an extensive IR code Library that covers over 400000 individuaL device functions and

over 3600 individuaL consumer eLectronic equipment brand names Our Library is reguLarLy updated with IR codes used in newLy intro

duced AV devices These IR codes are captured directLy from the remote controL devices or the manufacturers written specifications to

ensure the accuracy and integrity of the database We beLieve that our universaL remote controL database is capabLe of controLLing virtuaLLy

aLL IR controLLed TVs VCRs DVD pLayers cabLe converters CD pLayers audio components and sateLLite receivers as weLL as most other

infrared remote controLLed home entertainment devices and home automation controL moduLes worLdwide

Our proprietary software and know-how permit us to compress IR codes before we Load them into our products This provides signifi

cant cost and space efficiencies that enabLe us to incLude more codes and features in the memory space of our wireLess controL devices

than are incLuded in the simiLarLy priced products of our competitors

With todays rapidLy changing technoLogy upgradeabiLity ensures the compatibiLity of our remote controLs with future home enter

tainment devices We have developed patented technoLogy that provides users the capabiLity to easiLy upgrade the memory of our remote

controLs with IR codes that were not originaLLy incLuded using their personaL computer or teLephone These upgrade options utiLize one or

two-way communication to upgrade the remote controLs IR codes firmware depending on the requirements

Each of our wireLess controL devices is designed to simpLify the use of home entertainment and other equipment To appeaL to the mass

market the number of buttons is minimized to incLude onLy the most popuLar functions Another patented ease of use feature we offer in

severaL of our products is our user programmabLe macro key This feature aLLows the user to program sequence of commands onto

singLe key to be pLayed back each time that key is subsequentLy pressed



Our remote controLs are aLso designed for easy set-up For most of our products the consumer simpLy inputs four-digit code for

each device to be controLLed During 2007 buiLding on our strategy to deveLop new products and technotogies to further simpLify remote

controL set-up we created the One For ALL X-sight product formerLy catted Steatth USB and the EZRCTM Web-based remote controL

set-up appLication formerLy caLLed EZ-Web both reLeased in Europe during the fourth quarter of 2008 The X-sightTM is remote controL

device that utiLizes touch screen LCD dispLay to augment the user experience for both set-up and operation The X-sight has mini USB

port that can be connected to personaL computer Once connected to personaL computer our customers can utiLize the EZ_RCTM remote

controL set-up appLications graphicaL interface to fuLLy program their remote controL Each remote controL user can create their own per
sonat profiLe on the device with their favorite channeLs custom functions and more

Another product we deveLoped during 2007 was an automated set-up method that utiLizes set-top box This product designed for

subscription broadcasters wiLL heLp to simpLify the end users set-up experience by aLLowing them to interface with their set-top box using

their teLevision to program remote The set-top box can memorize the set-up parameters aLLowing the user to restore the set-up to

new or existing remote

WireLess networking is one of todays fastest growing trends Combining our connectivity software and patent portfotio with UniversaL

PLug-n-PLay UPnP standards and the 802.11 wiretess networking protocoLs we deveLoped our Nevo product Line NevoSL which

began shipping during the second quarter of 2005 is stand aLone universaL wireLess controLLer that uses Wi-Fi to controL the pLay back or

viewing of MP3s photos and videos stored on PC through any UPnP media pLayer attached to home entertainment system By utiLizing

the touch screen user interface customers may seLect pLay Lists sLide shows or videos to be pLayed via the media pLayer from anywhere

within the networks range In addition NevoSL utiLizes infrared technoLogy to controL virtuaLLy aLL infrared controLLed consumer electronic

devices and may aLso be utiLized to controL wireLess househoLd appLiances

BuiLding on the Nevo Line in 2007 we Launched three new products for the custom instaLLer market NevoO5O NevoConnect NC-50

base station and NevoStudio Pro programming software NevoQ5O and NevoConnect incLude Z-wave functionaLity to enabLe bi-direc

tionaL RF controL to take fuLL advantage of the Z-Wave mesh networking technoLogies improving the range and increasing the reLiabiLity

of signaL transmissions VoLtage sensing and video state detection aLLows the controLLer to detect whether AV equipment is on or off for

improved macro execution NevoStudio Pro was updated with an easy wizard interface drag and drop programming and the abiLity to

generate configuration fiLes for both the remote and base station simuLtaneousLy within singLe appLication

In January 2008 we continued to broaden our Line of advanced function remotes for the custom instaLLer market with the reLease of

NevoS7O The NevoS7O combines aLL the technoLogy of the NevoQ5O with access to web-based services to deLiver reaL-time information

such as news sports and stock quotes extended battery Life and the abiLity to view and controL any device that has compatibLe embed

ded web server such as many web-based cameras and media servers

During the first quarter of 2009 we intend to reLease major software update to the NevoS7O and NevoQ5D This update wiLL enabLe

two-way Z_Waver controL and communication for home controL systems such as Lighting HVAC window coverings and others Two-way

Z-Wave communication gives the user immediate feedback on the remote to indicate the current status of their Z-Wave devices For

exampLe users may see on the remotes dispLay what Lights are on and their brightness LeveLs for dimmers and may aLso check the ther

mostat for the current temperature In addition this software update enabLes two-way seriaL communication inctuding metadata trans

mission with seLect third-party devices These devices incLude digitaL media servers and AV distribution systems

The Nevo product Line supports the attainment of our strategic goaL to buiLd our presence as wireLess controL technoLogy Leader

enabLing consumers to wireLessty connect controL and interact within the ever-increasingLy compLex home

METHODS OF DIsTRIBuTIoN Our distribution methods for our remote controL devices are dependent on the saLes channeL We distribute

remote controL devices directLy to MSOs and OEMs both domesticaLLy and internationaLLy In the North American retaiL channeL we License

our One For ALL brand name to Audiovox who in turn seLLs products directLy to certain domestic retaiLers and third party distributors

Outside of North America we seLL our wireLess controL devices and AV accessories under the One For ALL and private LabeL brand names

to retaiLers through our internationaL subsidiaries We utiLize third party distributors for the custom instaLLer channeL and for retaiL in

countries where we do not have subsidiaries

UNIVERSAL ELECTRONICS INC 2008 ANNUAL REPORT



We have tweLve internationaL subsidiaries UniversaL ELectronics By estabLished in the NetherLands One For ALL GmbH estabLished

in Germany One for ALL Iberia S.L estabLished in Spain One For ALL UK Ltd estabLished in the United Kingdom One For ALL Argentina

S.R.L estabLished in Argentina One For ALL France S.A.S estabLished in France UniversaL ELectronics taLia S.R.L estabLished in ItaLy

UE Singapore Pte Ltd estabLished in Singapore UEI Hong Kong Pte Ltd estabLished in Hong Kong UEI ELectronics Pte Ltd estabLished

in India UEI Cayman Inc estabLished in the Cayman IsLands and ULtra ControL Consumer ELectronics GmbH estabLished in Germany

We have deveLoped broad portfoLio of patented technoLogies and the industrys Leading database of IR codes We ship integrated cir

cuits on which our software and IR code database is embedded directLy to manufacturers for incLusion in their products In addition we

License our software and technoLogy to manufacturers Licenses are deLivered upon the transfer of product master or on per unit basis

when the software or technoLogy is used in customer device

We provide domestic and internationaL consumer support to ourvarious universaL remote controL marketers incLuding manufac

turers cabLe and sateLLite providers retaiL distributors and audio and video originaL equipment manufacturers through our automated

InterVoice system Live agent heLp is avaiLabLe through certain programs We aLso make avaiLabLe free web-based support resource

www.urcsupport.com designed specificaLLy for MSOs This soLution offers interactive onLine demos and tutoriaLs to heLp users easiLy

setup their remote and commands and as resuLt reduces caLL voLume at customer support centers AdditionaLLy ActiveSupport caLL

center provides customer interaction management services from service and support to retention Pre-repair caLLs post-instaLL surveys

and inbound caLLs to customers provide greater bottom-Line efficiencies We continue to review our programs to determine their vaLue in

enhancing and improving the saLes of our products As resuLt of this continued review some or aLL of these programs may be modified

or discontinued in the future and new programs may be added

Raw MateriaLs and Dependence on SuppLiers

We utiLize third-party manufacturers and suppLiers primariLy in Asia to produce our wireLess controL products In 2008 Computime CO
DeveLopment Samsung and Samjin each provided more than 10% of our totaL inventory purchases They coLLectiveLy provided 73.1% of

our totaL inventory purchases for 2008 In 2007 Computime CO DeveLopment and Samsung each provided more than 10% of our totaL

inventory purchases They coLLectiveLy provided 63.2% of our totaL inventory purchases for 2007 In 2006 Computime CO DeveLopment

FreescaLe and Jetta each provided more than lO% of our totaL inventory purchases They coLLectiveLy provided 60.9% of our totaL inventory

purchases for 2006

We continue to evaLuate additionaL contract manufacturers and sources of suppLy During 2008 we utiLized multipLe contract manufac

turers and maintained duplicate tooLing for certain of our products This diversification Lessens our dependence on any one contract man
ufacturer and aLLows us to negotiate more favorabLe terms Where possibLe we utiLize standard parts and components which are avaiLabLe

from muLtipLe sources To reduce our dependence on our integrated circuits suppLiers we continuaLLy seek additionaL sources such as our

new reLationship with Maxim To further manage our integrated circuit suppLier dependence we incLude fLash microcontroLLer technoLogy

in most of our products FLash microcontroLLers can have shorter Lead times than standard microcontroLLers and may be reprogrammed

if necessary This aLLows us flexibiLity during any unforeseen shipping deLays and has the added benefit of potentiaLLy reducing excess and

obsoLete inventory exposure

SeasonaLity

HistoricalLy our business has been infLuenced by the retaiL saLes cycle with increased saLes in the Last haLf of the year and the Largest pro

portion of saLes occurring in the Last quarter In 2007 our net saLes in the first haLf of the year exceeded our net saLes in the second This

was primarily the resuLt of strong demand from our domestic cabLe customers in the first and second quarters of 2007 This demand was

driven by their effort to meet the Open CabLe AppLications PLatform OCAP JuLy 2007 deadLine In 2008 our sales cycLe returned to its

historicaL pattern and we expect this pattern to be repeated in 2009

See Notes to the ConsoLidated FinanciaL Statements-Note 23 for further detaiLs regarding our quarterLy resuLts

Competition

Our principaL competitor in the domestic MSO market is PhiLips Consumer ELectronics In the internationaL retaiL and private LabeL markets

for wireLess controls we compete with PhiLips Consumer ELectronics Thomson and Sony as weLL as various manufacturers of wireLess



controLs in Asia Our primary competitors in the OEM market are the originaL equipment manufacturers themseLves and wireLess controL

manufacturers in Asia We compete against UniversaL Remote ControL Logitech and Ruwido in the IR database market Our NevoSL

product competes in the custom eLectronics instaLLation market against AMX Rh ControL4 UniversaL Remote ControL PhiLips Consumer

ELectronics Logitech and many others We compete in our markets on the basis of product quaLity features price inteLLectuaL property

and customer support We beLieve that we wiLL need to continue to introduce new and innovative products to remain competitive and to

recruit and retain competent personneL to successfuLLy accompLish our future objectives

Engineering Research and DeveLopment

During 2008 our engineering efforts focused on the foLLowing

broadening our product portfoLio

modifying existing products and technoLogies to improve features and Lower costs

formuLating measures to protect our proprietary technoLogy and generaL know-how

improving our software so that we may pre-program more codes into our memory chips

simpLifying the set-up and upgrade process for our wireLess controL products and

updating our Library of IR codes to incLude IR codes for new features and devices introduced worLdwide

Our engineering efforts incLuded deveLoping remote controLs that combine consumer friendLy interfaces and intuitive setup with

advance functions The Xsight which was reLeased in Europe during the fourth quarter of 2008 may be set up in minutes utiLizing the

intuitive menu on its coLor LCD dispLay without an instruction manuaL We aLso deveLoped the Web based EZ-RC appbcation Users create

personaL account to begin The appLication accepts any previousLy set up devices from the on-remote setup and then is abLe to add or

change devices as weLL as personaLize more advanced features such as favorites profiLes and activities

We aLso deveLoped products aimed at unifying traditionaL technoLogies that are encountered within home and emerging technoLo

gies These products aLLow consumers to depLoy our products to situations ranging from simpLe IR based audio-visuaL stack to modern

digitaL media management system that aLLows access to digitaL content such as music pictures and videos Our NevoStudio Pro update

enabLes two-way Z-Wave controL and communication for home controL systems such as Lighting HVAC window coverings and others

Two-way Z-Wave communication gives the user immediate feedback on the remote to indicate the current status of their Z-Wave devices

For exampLe users may see on the remotes dispLay what tights are on and their brightness LeveLs for dimmers and may aLso check the

thermostat for the current temperature In addition this software update enabLes two-way seriaL communication incLuding metadata

transmission with seLect third-party devices These devices incLude digitaL media servers and AV distribution systems

Our personneL are invoLved with various industry organizations and bodies which are in the process of setting standards for infrared

radio frequency power Line teLephone and cabLe communications and networking in the home There can be no assurance that any of our

research and deveLopment projects wiLL be successfuLLy compLeted

On February 18 2009 we acquired certain patents inteLLectuaL property and other assets reLated to the universaL remote controL busi

ness from ZiLog Inc for approximateLy $9.5 miLLion in cash The purchase incLuded ZiLogs fuLL Library and database of infrared codes and

software tooLs We aLso hired approximateLy 115 of ZiLogs saLes and engineering personneL incLuding aLL 103 of Zitogs personneL Located

in India The engineering personneL acquired from ZiLog are focused on the capture of IR codes and the deveLopment of software and firm

ware Leading to more compLete soLutions to customer needs the conceptuaL formuLation and design of possibLe aLternaLves as weLL as

the testing of process and product cost improvements These efforts wiLL enabLe us to provide customers with reductions in design cycLe

times Lower costs and improvements in integrated circuit design product quaLity and overaLL functionaL performance These efforts wiLL

aLso enabLe us to further penetrate existing markets pursue new markets more effectiveLy and expand our business
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Our expenditures on engineering research and deveLopment were

IN MILLIONS 2008 2007 2006

Research and deveLopment 8.2 8.8 7.4

Engineering
12

_____________________________________________________________
69 3.9 5.0

TotaL engineering research and deveLopment 15.1 12.7 12.4

Research and development expense for each of the years ended Oecember 31 2008 2007 and 2006 includes $0.4 million of stock-based compensation expense

12 Engineering costs are included in SGA

EnvironmentaL Matters

Many of our products are subject to various federaL state LocaL and internationaL Laws governing chemicaL substances in products incLud

ing Laws reguLating the manufacture and distribution of chemicaL substances and Laws restricting the presence of certain substances in

eLectronics products We may incur substantiaL costs incLuding cLeanup costs fines and civiL or criminaL sanctions third-paty damages

or personaL injury cLaims if we were to vioLate or become LiabLe under environmentaL Laws or if our products become non-compLiant with

environmentaL Laws We aLso face increasing compLexity in our product design and procurement operations as we adjust to new and future

requirements reLating to the materiaLs composition of our products

We aLso may face significant costs and LiabiLities in connection with product take-back LegisLation The European Union the EU
enacted the Waste ELectricaL and ELectronic Equipment Directive WEEE which makes producers of eLectricaL goods incLuding

computers and printers financiaLLy responsibLe for specified coLLection recycLing treatment and disposaL of past and future covered

products During 2007 the majority of our European subsidiaries became WEEE compLiant Our ItaLian subsidiary became compLiant

in February 2008 SimiLar LegisLation has been or may be enacted in other jurisdictions incLuding in the United States Canada Mexico

China and Japan

We beLieve that we have materiaLLy compLied with aLl currentLy existing internationaL and domestic federaL state and LocaL statutes

and reguLations regarding environmentaL standards and occupationaL safety and heaLth matters to which we are subject During the

years ended December 31 2008 2007 and 2006 the amounts incurred in compLying with federaL state and LocaL statutes and reguLations

pertaining to environmentaL standards and occupationaL safety and heaLth Laws and reguLations did not materiaLLy affect our earnings or

financiaL condition However future events such as changes in existing Laws and reguLations or enforcement poLicies may give rise to

additionaL compLiance costs that may have materiaL adverse effect upon our capitaL expenditures earnings or financiaL condition

EmpLoyees

At December31 2008 we empLoyed 433 empLoyees of which 155 worked in engineering and research and deveLopment 69 in saLes and

marketing 93 in consumer service and support 51 in operations and warehousing and 65 in executive and administrative functions On

February 18 2009 we acquired certain patents inteLLectuaL property and other assets reLated to the universal remote controL business

from Zitog Inc As resuLt of this transaction we hired approximateLy 115 of ZiLogs saLes and engineering personneL incLuding aLL 103 of

Zitogs personneL Located in India None of our empLoyees are subject to coLLective bargaining agreement or represented by union

We consider our empLoyee reLations to be good

InternationaL Operations

FinanciaL information reLating to our internationaL operations for the years ended December 31 2008 2007 and 2006 is incorporated by

reference to Notes to ConsoLidated Financiat StatementsNote 19

AvaiLabLe Information

Our Internet address is www.uei.com We make avaiLabLe free of charge through the website our annuaL report on Form 10-K our

quarterLy reports on Form 10-0 our current reports on Form 8-K and any amendments to these reports as soon as reasonabLy practicaL

after we eLectronicaLLy fiLe such reports with the Securities and Exchange Commission These reports may be found on our website at

www.uei.com under the caption SEC FiLings on the Investor page Investors may aLso obtain copies of our SEC fiLings from the SEC

website at www.sec.gov



Forward Looking Statements

We caution that the foLLowing important factors among others incLuding but not Limited to factors discussed beLow in Managements

Discussion and AnaLysis of FinanciaL Condition and ResuLts of Operations as weLL as those factors discussed eLsewhere in this AnnuaL

Report or in our other reports fiLed from time to time with the Securities and Exchange Commission may affect our actuaL resuLts and

may contribute to or cause our actuaL consoLidated resuLts to differ materiaLLy from those expressed in any of our forward Looking state

ments The factors incLuded here are not exhaustive Further any forward Looking statement speaks onLy as of the date on which such

statement is made and we undertake no obLigation to update any forward Looking statement to refLect events or circumstances after the

date on which such statement is made or to refLect the occurrence of unanticipated events New factors emerge from time to time and it

is not possibLe for management to predict aLL such factors nor can we assess the impact of each such factor on the business or the extent

to which any factor or combination of factors may cause actuaL resuLts to differ materiaLLy from those contained in any forward-Looking

statements Therefore forward-Looking statements shouLd not be reLied upon as prediction of actuaL future resuLts

WhiLe we beLieve that the forward Looking statements made in this report are based on reasonabLe assumptions the actuaL outcome

of such statements is subject to number of risks and uncertainties incLuding the faiLure of our markets to continue growing and expand

ing in the manner we anticipated the faiLure of our customers to grow and expand as we anticipated the effects of naturaL or other events

beyond our controL incLudng the effects war or terrorist activities may have on us or the economy the economic environments effect on

us or our customers the growth of acceptance of and the demand for our products and technoLogies in various markets and geographicaL

regions incLuding cabLe sateLLite consumer eLectronics retaiL digitaL media/technoLogy CEDIA interactive TV automotive and ceLLu

Lar industries not materiaLizing or growng as we beLieved our inabiLity to add profitabLe compLementary products which are accepted by

the marketpLace our inabiLity to continue to maintain our operating costs at acceptabLe LeveLs through our cost containment efforts our

inabiLity to reaLize tax benefits from varous tax projects initiated from time to time our inabiLity to continue seLLing our products or cens

ing our technoLogies at higher or profitabLe margins our inabiLity to obtain orders or maintain our order voLume with new and existing

customers the possibLe diLutive effect our stock incentive programs may have on our earnings per
share and stock price our inabiLity to

continue to obtain adequate quantities of component parts or secure adequate factory production capacity on timeLy basis and other

factors Listed from time to time in our press reLeases and fiLings with the Securities and Exchange Commission

WE FACE NUMBER OF RISKS RELATED TO THE RECENT FINANCIAL CRISIS AND SEVERE TIGHTENING IN THE GLOBAL CREDIT MARKETS

GeneraL economic conditions both domestic and internationaL have an impact on our business and financiaL resuLts The ongoing gLobaL

financiaL crisis affecting the banking system and financiaL markets has resuLted in severe tightening in the credit markets Low LeveL of

Liquidity in many financiaL markets and extreme voLatiLity in credit and equity markets This financiaL crisis may impact our business in

number of ways incLuding

POTENTIAL DEFERMENT OF PURCHASES AND ORDERS BY CUSTOMERS UncertaintyaboutcurrentandfuturegtobaLeconomicconditionsmay

cause consumers businesses and governments to defer purchases in response to tighter credit decreased cash avaiLabiLity and decLining

consumer confidence AccordngLy future demand for our products may differ materiaLLy from our current expectations

CUSTOMERS INABILITY TO OBTAIN FINANCING TO MAKE PURCHASES FROM US AND/OR MAINTAIN THEIR BUSINESS Someofourcustomers

require substantiaL financing in order to fund their operations and make purchases from us The inabiLity of these customers to obtain suf

ficient credit to finance purchases of our products may adverseLy impact our financiaL resuLts In addition if the financiaL crisis resuLts in

insoLvencies for our customers it may adverseLy impact our financiaL resuLts

POTENTIAL IMPACT ON TRADE RECEIVABLES Credit market conditions maysLowourcoLLection effortsas customers experience increased

difficuLty in obtaining requisite financing Leading to higher than normaL accounts receivabLe baLances and Longer DSOs This may resuLt in

greater expense associated with coLLection efforts and increased bad debt expense

NEGATIVE IMPACT FROM INCREASED FINANCIAL PRESSURES ON THIRD-PARTY DEALERS DISTRIBUTORS AND RETAILERS WemakesaLesin

certain regions of the worLd through third-party deaLers distributors and retaiLers ALthough many of these third parties have significant
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operations and maintain access to available credit others are smaller and more likely to be impacted by the significant decrease in avail

able credit that has resutted from the current financial crisis If credit pressures or other financial difficulties result in insolvency for these

third parties and we are unable to successfully transition our end customers to purchase products from other third parties or from us

directly it may adversely impact our financial results

NEGATIVE IMPACT FROM INCREASED FINANCIAL PRESSURES ON KEY SUPPLIERS Ourabilitytomeetcustomersdemandsdependsin part

on our ability to obtain timely and adequate delivery of quality materials parts and components from our suppliers Certain of our compo
nents are available only from single source or Limited sources If certain key suppliers were to become capacity constrained or insolvent

as result of the financial crisis it may result in reduction or interruption in supplies or significant increase in the price of supplies

and adversely impact our financial results In addition credit constraints at key suppliers may result in accelerated payment of accounts

payable by us impacting our cash flow

DEPENDENCE UPON KEY SUPPLIERS During 2008 four sources Computime 0.0 Development Samsung and Samjin each provided over

10% of our total inventory purchases Purchases from these suppliers collectively amounted to $135.5 million or 73.l% of total inventory

purchases during 2008 During 2007 Computime 0.0 Development and Samsung each provided over 10% of our total inventory pur
chases Purchases from these suppliers collectively amounted to $100.7 million representing 63.2% of total inventory purchases in 2007

During 2006 Computime 0.0 Development Freescale and Jetta each provided over 1O% of our total inventory purchases Purchases

from these suppliers collectively amounted to $82.6 million or 60.9% of our total inventory purchases in 2006

Most of the components used in our products are available from multiple sources However we have elected to purchase integrated

circuits used principally in our wireless control products from two sources Freescale and Samsung To reduce our dependence on our

integrated circuits suppliers we continually seek additionat sources such as our new relationship with Maxim We generally maintain

inventories of our integrated chips which may be used in part to mitigate but not eliminate delays resulting from supply interruptions

In addition we have identified alternative sources of supply for our integrated circuit component parts and finished goods needs

however there can be no assurance that we will be able to continue to obtain these inventory purchases on timely basis Any extended

interruption shortage or termination in the supply of any of the components used in our products or reduction in their quality or reliabil

ity or significant increase in prices of components would have an adverse effect on our business results of operations and cash flows

DEPENSENCE ON FOREIGN MANUFACTURING Third-party manufacturers located in Asia manufacture majority of our products Our arrange
ments with our foreign manufacturers are subject to the risks of doing business abroad such as tariffs environmental and trade restric

tions intellectual property protection and enforcement export license requirements work stoppages political and social instability

economic and labor conditions foreign currency exchange rate fluctuations and other factors which may have material adverse effect

on our business results of operations and cash flows We believe that the loss of any one or more of our manufacturers would not have

long-term material adverse effect on our business results of operations and cash flows because numerous other manufacturers are

available to fulfill our requirements however the loss of any of our major manufacturers may adversely affect our business operating

results financial condition and cash flows until alternative manufacturing arrangements are secured

POTENTIAL FLUCTUATIONS IN QUARTERLY RESULTS Historicallyourbusinesshasbeeninfluencedbytheretailsalescyclewithincreased

sales in the last half of the year and the largest proportion of sales occurring in the last quarter In 2007 sales in the first half of the year

exceeded our sales in the second half This was primarily the result of strong demand from our domestic cable customers in the first

and second quarters of 2007 This demand was driven by their effort to meet the July 2007 Open Cable Applications Platform

deadline In 2008 our sales cycle returned to its historical pattern and we expect this pattern to be repeated in 2009 however factors such

as those we experienced during 2007 may cause our sales cycles to deviate from historical patterns Such factors including quarterly

variations in financial results may have material adverse affect on the volatility and market price of our common stock

We may from time to time increase our operating expenses to fund greater levels of research and development sales and market

ing activities development of new distribution channels improvements in our operational and financial systems and development of our

customer support capabilities and to support our efforts to comply with various government regulations To the extent such expenses

precede or are not subsequently followed by increased revenues our business operating results financial condition and cash flows will

be adversely affected



In addition we may experience significant fluctuations in future quarterly operating results that may be caused by many other factors

including demand for our products introduction or enhancement of products by us and our competitors the loss or acquisition of any sig

nificant customers market acceptance of new products price reductions by us or our competitors mix of distribution channeLs through

which our products are sold product or supply constraints level of product returns mix of customers and products sotd component pric

ing mix of international and domestic revenues foreign currency exchange rate fluctuations and generat economic conditions In addition

as strategic response to changes in the competitive environment we may from time to time make certain pricing or marketing decisions

or acquisitions that may have material adverse effect on our business results of operations or financiaL condition As result we betieve

period-to-period comparisons of our results of operations are not necessarily meaningful and shoutd not be relied upon as an indication of

future performance

Due to aLl of the foregoing factors it is possible that in some future quarters our operating results wiLl be below the expectations of

public market analysts and investors If this happens the price of our common stock may be materially adversety affected

DEPENDENCE ON CONSUMER PREFERENCE We are susceptible to fluctuations in our business based upon consumer demand for our products

In addition we cannot guarantee that increases in demand for our products associated with increases in the deptoyment of new technol

ogy wilt continue We believe that our success depends on our ability to anticipate gauge and respond to fluctuations in consumer prefer

ences However it is impossible to predict with complete accuracy the occurrence and effect of fluctuations in consumer demand over

products life cycle Moreover we caution that any growth in revenues that we achieve may be transitory and shouLd not be relied upon as

an indication of future performance

DEMAND FOR CONSUMER SERVICE AND SUPPORT We have continually provided domestic and international consumer service and support to

our customers to add overall value and to heLp differentiate us from our competitors We continualLy review our service and support group

and are marketing our expertise in this area to other potential customers There can be no assurance that we wiLl be able to attract new

customers in the future

In addition certain of our products have more features and are more complex than others and therefore require more end-user tech

nical support In some instances we rely on distributors or dealers to provide the initial leveL of technical support to the end-users We

provide the second level of technical support for bug fixes and other issues at no additional charge Therefore as the mix of our products

includes more of these complex product lines support costs may increase which would have an adverse effect on our business operating

results financiaL condition and cash flows

DEPENDENCE UPON TIMELY PRODUCT INTRODUCTION DurabilitytoremaincompetitiveinthewirelesscontrotandAVaccessoryproducts

market wilt depend considerably upon our ability to successfully identify new product opportunities as well as develop and introduce

these products and enhancements on timely and cost effective basis There can be no assurance that we will be successful at devel

oping and marketing new products or enhancing our existing products or that these new or enhanced products will achieve consumer

acceptance and if achieved wilt sustain that acceptance In addition there can be no assurance that products developed by others wiLl not

render our products non-competitive or obsolete or that we will be abLe to obtain or maintain the rights to use proprietary technoLogies

developed by others which are incorporated in our products Any failure to anticipate or respond adequateLy to technological developments

and customer requirements or any significant deLays in product development or introduction may have material adverse effect on our

operating results financiaL condition and cash flows

In addition the introduction of new products may require significant expenditures for research and development tooling manufactur

ing processes inventory and marketing In order to achieve high volume production of any new product we may have to make substantial

investments in inventory and expand our production capabilities

DEPENDENCE ON MAJOR CUSTOMERS The economic strength and weakness of our worldwide customers affect our performance We selL our

wireless control products AV accessory products and proprietary technologies to private label customers original equipment manufac

turers and companies involved in the subscription broadcasting industry We aLso supply our products to our wholly owned non-U.S sub

sidiaries and to independent foreign distributors who in turn distribute our products worldwide with Europe Asia South Africa AustraLia

and Argentina currently representing our principal foreign markets
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In each of the years ended December 31 2008 2007 and 2006 we had saLes to one customer Comcast Communications Inc that

amounted to more than 10% of our net saLes for the year In addition in each of these years we had saLes to DireclV and its sub-contrac

tors that when combined exceeded 10% of our net saLes The Loss of either of these customers or of any other key customer either in the

United States or abroad or our inabiLity to maintain order voLume with these customers may have an adverse effect on our financiaL condi

tion resuLts of operations and cash Cows

CHANGE IN WARRANTY CLAIM Cosis We reLy on third-party companies to service Large portion of our customer warranty cLaims If the

cost to service these warranty claims increases unexpectedLy or these outside services cease to be avaiLabLe we may be required to increase

our estimate of future claim costs which may have materiaL adverse effect on our operating resuLts financiaL condition and cash fLows

OUTsO0RCED LABOR We empLoy smaLL number of personneL to deveLop and market additionaL products that are part of the Nevo pLatform

as weLL as products that are based on the Zigbee ZWave and other radio frequency technoLogy Even after these hires we continue to

use outside resources to assist us in the deveLopment of these products WhiLe we beLieve that such outside services shouLd continue to be

avaiLabLe to us if they cease to be avaiLabLe the deveLopment of these products may be substantiaLLy deLayed which may have materiaL

adverse effect on our operating resuLts financiaL condition and cash fLows

CoMPETITIoN The wireLess controL industry is characterized by intense competition based primariLy on product avaiLabiLity price speed

of deLivery abiLity to taiLor specific soLutions to customer needs quaLity and depth of product Lines Our competition is fragmented across

our products and accordingLy we do not compete with any one company across aLL product Lines We compete with variety of entities

some of which have greater financiaL resources Our abiLity to remain competitive in this industry depends in part on our abiLity to suc

cessfuLty identify new product opportunities deveLop and introduce new products and enhancements on timeLy and cost effective basis

as weLL as our abiLity to successfuLLy identify and enter into strategic aLLiances with entities doing business within the industries we serve

There can be no assurance that our product offerings wiLL be and/or remain competitive or that strategic aLLiances if any wiLL achieve

the type extent and amount of success or business that we expect them to achieve The saLes of our products and technoLogy may not

occur or grow in the manner we expect and thus we may not recoup costs incurred in the research and deveLopment of these products as

quickLy as we expect if at aLL

PATENTS TRADEMARKS AND COPYRIGHTS The procedures by which we identify document and fiLe for patent trademark and copyright pro

tection are based soLely on engineering and management judgment with no assurance that specific fiLing wiLL be issued or if issued wiLL

deLiver any Lasting vaLue to us Because of the rapid innovation of products and technoLogies that is characteristic of our industry there is

no assurance that rights granted under any patent wiLL provide competitive advantages to us or wiLL be adequate to safeguard and maintain

our proprietary rights Moreover the Laws of certain countries in which our products are or may be manufactured or soLd may not offer

protection on such products and associated inteLLectuaL property to the same extent that the U.S LegaL system may offer

In our opinion our inteLLectuaL property hoLdings as weLL as our engineering production and marketing skiLLs and the experience of

our personneL are of equaL importance to our market position We further beLieve that none of our businesses are materiaLLy dependent

upon any singLe patent copyright trademark or trade secret

Some of our products incLude or use technoLogy and/or components of third parties WhiLe it may be necessary in the future to seek

or renew Licenses reLating to various aspects of such products we beLieve that based upon past experience and industry practice such

Licenses generaLLy may be obtained on commerciaLLy reasonabLe terms however there is no guarantee that such Licenses may be obtained

on such terms or at aLL Because of technoLogicaL changes in the wireLess and home controL industry current extensive patent coverage

and the rapid rate of issuance of new patents it is possibLe certain components of our products and business methods may unknowingty

infringe upon the patents of others

POTENTIAL FOR LITIGATION As is typicaL in our industry and for the nature and kind of business in which we are engaged from time to

time various cLaims charges and Litigation are asserted or commenced by third parties against us or by us against third parties arising

from or reLated to product LiabiLity infringement of patent or other inteLLectuaL property rights breach of warranty contractuaL reLations

or empLoyee reLations The amounts cLaimed may be substantiaL but they may not bear any reasonabLe reLationship to the merits of the

cLaims or the extent of any reaL risk of court awards assessed against us or in our favor



RIsks OF CONDUCTING BusINEss INTERNATIONALLY Risks of doing business internationaLLy mayadversetyaffect oursates operations

earnings and cash fLows due to variety of factors incLuding but not Limited to

changes in country or regions economic or poLiticaL conditions incLuding infLation recession interest rate fLuctuations and actuaL or

anticipated miLitary confLicts

currency fLuctuations affecting sates particuLarLy in the Euro and British Pound which contribute to variations in sates of products and

services in impacted jurisdictions and aLso affect our reported resuLts expressed in u.s doLLars

currency fLuctuations affecting costs particuLarLy the Euro British Pound and the Chinese Yuan which contribute to variances in costs

in impacted jurisdictions and aLso affect our reported resuLts expressed in U.S doLLars

Longer accounts receivabLe cycLes and financiaL instabiLity among customers

trade reguLations and procedures and actions affecting production pricing and marketing of products

LocaL Labor conditions customs and reguLations

changes in the reguLatory or LegaL environment

differing technoLogy standards or customer requirements

import export or other business Licensing requirements or requirements reLated to making foreign direct investments which may

affect our abiLity to obtain favorabLe terms for components or Lead to penaLties or restrictions

difficuLties associated with repatriating cash generated or heLd abroad in tax-efficient manner and changes in tax Laws and

fLuctuations in freight costs and disruptions at important geographic points of exit and entry

EFFECTIVENESS OF OUR INTERNAL CONTROL OVER FINANCIAL REPORTING PursuanttoSectionL04oftheSarbanes-OxLeyActof2002weare

required to incLude in our AnnuaL Report on Form 10-K our assessment of the effectiveness of our internaL controL over financiaL report

ing Furthermore our independent registered pubLic accounting firm is required to audit our internaL controL over financiaL reporting and

separateLy report on whether it beLieves we maintain in aLL materiaL respects effective internaL controL over financiaL reporting ALthough

we beLieve that we currentLy have adequate internaL controL procedures in pLace we cannot be certain that future materiaL changes to

our internaL controL over financiaL reporting wiLt be effective If we cannot adequateLy maintain the effectiveness of our internaL controL

over financiaL reporting we might be subject to sanctions or investigation by reguLatory authorities such as the Securities and Exchange

Commission Any such action may adverseLy affect our financiaL resuLts and the market price of our common stock

CHANGEs IN GENERALLY ACCEPTED ACCOUNTING PRINCIPLES OurfinanciatstatementsarepreparedinaccordancewithU.S.generaLty

accepted accounting principLes These principLes are subject to revision and interpretation by various governing bodies incLuding the

FASB and the SEC change in current accounting standards or their interpretation may have significant adverse effect on our operating

resuLts financiaL condition and cash fLows

UNANTICIPATED CHANGES IN TAX PROVISIONS OR INCoME TAX LIABILITIES WearesubjecttoincometaxesintheUnitedStatesandnumer

ous foreign jurisdictions Our tax LiabiLities are affected by the amounts we charge for inventory and other items in intercompany transac

tions From time to time we are subject to tax audits in various jurisdictions Tax authorities may disagree with our intercompany charges

or other matters and assess additionaL taxes We assess the LikeLy outcomes of these audits in order to determine the appropriateness of

the tax provision However there can be no assurance that we wiLL accurateLy predict the outcomes of these audits and the actuaL out

comes of these audits may have materiaL impact on our financiaL condition resuLts of operations and cash fLows In addition our effective

tax rate in the future may be adverseLy affected by changes in the mix of earnings in countries with differing statutory tax rates changes in

the vaLuation of deferred tax assets and LiabiLities changes in tax Laws and the discovery of new information in the course of our tax return

preparation process Furthermore our tax provisions may be adverseLy affected as resuLt of any new interpretative accounting guidance

reLated to accounting for uncertain tax positions

INABILITY TO USE DEFERRED TAX ASSETS We have deferred tax assets that we may not be abLe to use under certain circumstances If we

are unabLe to generate sufficient future taxabLe income in certain jurisdictions or if there is significant change in the actuaL effective tax

rates or the time period within which the underLying temporary differences become taxabLe or deductibLe we may be required to increase
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our vaLuation aLLowances against our deferred tax assets resuLting in an increase in our effective tax rate and an adverse impact on our

future operating resuLts financiat condition and cash fLows

ENVIRONMENTAL MATTERS Many of our products are subject to various federaL state tocat and internationat taws governing chemicat sub

stances in products inctuding taws regutating the manufacture and distribution of chemicat substances and Laws restricting the presence

of certain substances in eLectronics products With the passage of the European Unions Restriction of Hazardous Substances Directive

which makes producers of etectricat goods responsibLe for coLLection recycLing treatment and disposaL of recovered products simitar

restrictions in China effective March 2007 and the European Unions Waste ELectricaL and ELectronic Equipment Directive we may face

significant costs and LiabiLities in comptying with these Laws and any future Laws and reguLations or enforcement poLicies that may have

materiaL adverse effect upon our capitaL expenditures earnings or financiaL condition

LEASED PROPERTY We Lease aLL of the properties used in our business We can give no assurance that we wiLL enter into new or renewaL

Leases or that if entered into the new Lease terms wiLt be simiLar to the existing terms or that the terms of any such new or renewal

Leases wiLL not have significant and materiaL adverse effect on our operating resuLts financiaL condition and cash fLows

TECHNOLOGY CHANGES IN WIRELESS CONTROL We currentLy derive substantiaL revenue from the saLe of wireLess remote controLs based on

infrared IR technoLogy Other controL technoLogies exist or may be deveLoped that may compete with lR In addition we deveLop and

maintain our own database of IR and RF codes There are severaL competing IR and RF Libraries offered by companies that we compete

with in the marketpLace The advantage that we may have compared to our competitors is difficuLt to measure If other wireLess controL

technoLogy gains acceptance and starts to be integrated into home eLectronics devices currentLy controLLed through our IR remote controL

Lers demand for our products may decrease resuLting in decreased revenue earnings and cash fLow

FAILURE TO RECRUIT HIRE AND RETAIN KEY PERSONNEL OurabiLitytoachieve growth inthefuturewiLLdepend in part on oursuccessat

recruiting hiring and retaining highLy skiLLed engineering manageriaL operationaL saLes and marketing personneL Our corporate office

incLuding our advance technoLogy engineering group is based in Southern CaLifornia The high cost of Living in Southern California makes

it difficuLt to attract taLent from outside the region and may aLso put pressure on overaLL empLoyment reLated expense AdditionaLLy our

competitors seek to recruit and hire the same key personneL Therefore if we faiL to stay competitive in saLary and benefits within the industry

it may negativeLy impact our ability to hire and retain key personneL The inabiLity to recruit hire and retain quaLified personneL in timeLy

manner or the Loss of any key personneL may make it difficuLt to meet key objectives such as timeLy and effective product introductions

CREDIT FACILITY We amended our Credit FaciLity in August 2006 extending it for an additionaL three years untiL August 2009 We are cur

rentLy negotiating another extension PresentLy we have no borrowings under this facility however we cannot make any assurances that

we wiLL not need to borrow amounts under this faciLity or that this faciLity wiLL continue to be extended and thus avaiLabLe to us if we need to

borrow If this or any other Credit FaciLity is not avaiLabLe to us at time when we need to borrow we wouLd have to use our cash reserves

which may have materiaL adverse effect on our operating resuLts financiaL condition and cash fLows

CHANGE IN COMPETITION AND PRICI NO We reLy on third-party manufacturers to buiLd our universaL wireLess controL products based on

our extensive IR code Library and patented technoLogy Price is aLways an issue in winning and retaining business If customers become

increasingLy price sensitive new competition may arise from manufacturers who decide to go into direct competition with us or from cur
rent competitors who perform their own manufacturing If such trend deveLops we may experience downward pressure on our pricing

or Lose saLes which may have materiaL adverse effect on our operating resuLts financiaL condition and cash fLows

TRANSPORTAT ION COSTS IMPACT OF OIL PR ICES We ship products from our foreign manufacturers via ocean and air transport It is some
times difficuLt to forecast swings in demand or deLays in production and as resuLt products may be shipped via air which is more costLy

than ocean shipments Often we typicaLLy cannot recover the increased cost of air freight from our customers AdditionaLLy tariffs and

other export fees may be incurred to ship products from foreign manufacturers to the customer The inabiLity to predict swings in demand

or deLays in production may increase the cost of freight which may have materiaL adverse effect on our product margins



addition we have an exposure to oiL prices in two forms The first is in the prices of the oiL-based materiaLs that we use in our prod

ucts which are primariLy the pLastics and other components that we incLude in our finished products The second is in the cost of delivery

and freight which wouLd be passed on by the carriers that we use in the form of higher rates We record freight-in as cost of safes and

freight-out in operating expenses Rising oiL prices may have an adverse effect on cost of safes and operating expenses

PROPRIETARY TEcHNoLoGIEs We produce highLy compLex products that incorporate Leading-edge technoLogy ncLuding hardware firmware

and software Firmware and software may contain bugs that can unexpectedLy interfere with product operation There can be no assur

ance that our testing programs wiLL detect aLL defects in individuaL products or defects that may affect numerous shipments The presence

of defects may harm customer satisfaction reduce safes opportunities or increase returns An inabiLity to cure or repair such defect may

resuLt in the faiLure of product Line temporary or permanent withdrawaL from product or market damage to our reputation increased

inventory costs or product reengineering expenses any of which may have materiaL impact on our revenues margins and net income

STRATEGIC BUSINESS TRANSACTIONS We may from time to time pursue strategic aLLiances joint ventures business acquisitions products

or technoLogies strategic business transactions that compLement or expand our existing operations including those that may be mate-

nat in size and scope Strategic business transactions incLuding our recent acquisition of patents inteLLectuaL property and other assets

from Zifog invoLve many risks incLuding the diversion of managements attention away from day-to-day operations There is aLso the risk

that we wiLL not be abLe to successfuLLy integrate the strategic business transaction with our operations personneL customer base prod

ucts or technoLogies Such strategic business transactions may aLso have adverse short-term effects on our operating resuLts and may

resuLt in diLutive issuances of equity securities the incurrence of debt and the Loss of key empLoyees In addition these strategic business

transactions are generaLLy subject to specific accounting guideLines that may adverseLy affect our financial condition resuLts of operations

and cash fLow For instance business acquisitions must be accounted for as purchases and because most technology-reLated acquisitions

invoLve the purchase of significant intangibLe assets these acquisitions typicaLLy resuLt in substantial amortization charges which may

have materiaL adverse effect on our resuLts of operations There can be no assurance that any such strategic business transactkns wiLL

occur or if such transactions do occur that the integration wiLL be successfuL or that the customer bases products or technoLogies wiLL

generate sufficient revenue to offset the associated costs or effects

GROWTH PROJECTIONS Management has made the projections required for the preparation of financiaL statements in conformity with

accounting principLes generaLLy accepted in the United States of America regarding future events and the financiaL performance of the

company incLuding those invoLving

the benefits the company expects as resuLt of the deveLopment and success of products and technoLogies incLuding new products

and technoLogies and the companys home connectivity Line of products and software

the recentLy announced new contracts with new and existing customers and new market penetrations

the growth expected as resuLt of the digitaL from anaLog conversion

the expected continued growth in digitaL TVs PVRs and overaLL growth in the companys industry

the effects the we may experience due to the continued softness in its worLdwide markets driven by the current economic environment

ActuaL events or resuLts may be unfavorabLe to managements projections which wouLd have material adverse effect on our projected

operating resuLts financiaL condition and cash fLows
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SELECTED CONSOUDATED FINANCIAL DATA
The information set forth below is not necessarily indicative of the results of future operations and should be read in conjunction with

Managements Discussion and Analysis of FinanciaL Condition and Results of Operations and the Consolidated Financial Statements and

notes thereto included in Financial Statements and Supplementary Data of this annual report in order to understand further the factors

that may affect the comparability of the financial data presented beLow

YEAR ENDED DECEMBER 31

IN THOUSANDS EXCEPT PER SHARE DATA 2008 2007 2006 2005 2005

Net sales 287100 272680 235846 181349 158380

Operating income 20761 26451 18517 11677 13540

Net income 15806 20230 13520 9701 9114

Earnings per share

Basic 1.13 1.40 0.98 0.72 0.67

Diluted 1.09 1.33 0.94 0.69 0.65

Shares used in calculating earnings per share

Basic 14015 14410 13818 13462 13567

Diluted 14456 15177 14432 13992 14100

Cash dividend declared per common share

Gross margin 33.5% 36.4% 36.4% 37.0% 38.9%

Selling general administrative research and

development expenses as 5/ of net sales 26.3% 26.7% 28.5% 30.6% 30.3%

Operating margin 7.2% 9.7% 7.9% 6.4% 8.6%

Net income as of net sales 5.5% 7.4% 57% 5.4% 5.8%

Return on average assets 73% 10.2% 8.3% 6.8% 6.8%

Working capital 122303 140330 106179 77201 75081

Ratio of current assets to current liabilities 3.0 4.0 3.4 2.8 3.1

Total assets 217555 217285 178608 146319 140400

Cash and cash equivalents 75238 86610 66075 43641 42472

Longterm debt

Stockholders equity 153353 168242 134217 103292 103881

Book value per share 11.24 11.55 9.58 7.63 7.66

Ratio of liabilities to liabilities and stockholders equity 29.5% 22.6% 24.9% 29.4% 26.0%

Book vatue
per

share is defiTed as sockholders equity divided by common shares issued tess treasury stock

The comparability of information between 200/s and the other years presented is affected by the acquisition of SimpleDevices Inc in the

fourth quarter of 2004



fl

The following discussion should be read in conjunction with the Consolidated Financial Statements and the related notes that appear

elsewhere in this document

Overview

We have deveLoped broad Line of pre-programmed universaL wireLess controL products and audio video accessories that are marketed

to enhance home entertainment systems Our customers operate in the consumer eLectronics market and inctude DBMs MSOs

and sateLLite service providers internationaL retaiLers CEDIA Custom ELectronic Design and InstaLLation Association U.S retaiLers

private LabeLs and companies in the computing industry We aLso seLL integrated circuits on which our software and IR code database is

embedded to OEMs that manufacture wireLess controt devices cabLe converters or sateLLite receivers for resaLe in their products We

beLieve that our universaL remote controL database contains device codes that are capabLe of controLLing virtuaLLy aLL infrared remote IR
controLLed TVs VCRs DVD pLayers cabLe converters CD pLayers audio components and sateLLite receivers as weLL as most other infrared

remote controLLed devices worLdwide

Beginning in 1986 and continuing today we have compiLed an extensive IR code Library that covers over 400000 individuaL device func

tions and over 3600 individuaL consumer eLectronic equipment brand names Our Library is reguLarLy updated with new IR codes used in

newLy introduced video and audio devices ALL such IR codes are captured from the originaL manufacturers remote controL devices or manu

facturers specifications to ensure the accuracy and integrity of the database We have aLso deveLoped patented technoLogies that provide the

capabiLity to easiLy upgrade the memory of the wireLess controL device by adding IR codes from the Library that were not originaLLy incLuded

Since the third quarter of 2006 we have been operating as one business segment We have tweLve subsidiaries Located in Argentina

Cayman IsLands France Germany Hong Kong India ItaLy the NetherLands Singapore Spain and the United Kingdom

To recap our resuLts for 2008

Our revenue grew 5.3% from $272.7 miLLion in 2007 to $287.1 mLLion in 2008

Our saLes growth in 2008 was the resuLt of strong demand from the customers in our business category due in part to the continua

tion of the upgrade cycLe from anaLog to digitaL consumer demand for advanced-function offerings from subscription broadcasters

increased share with existing customers and new customer wins

Our fuLL year 2008 operating income feLL 21.5% to $20.8 miLLion from $26.5 miLLion in 2007 Our operating margin percentage decreased

from 9.7% in 2007 to 7.2% in 2008 due primariLy to the decrease in our gross margin percentage from 36.4% in 2007 to 33.5% in 2008

The decrease in our gross margin rate was due primariLy to saLes mix as higher percentage of our totaL saLes was comprised of our

Lower-margin Business category In addition saLes mix within our saLes categories aLso contributed to the decrease in our gross mar

gin rate as consumers trended towards vaLue-oriented products The weakening of the British pound aLso contributed to the decLine in

our gross margin percentage

2008 capped off successfuL three-year period where saLes during this period grew at compounded rate of approximateLy 17%

and aLthough Lower than 2007 earnings per diLuted share 2008 earnings per diLuted share represents compounded growth rate of

approximateLy 16%

Our strategic business objectives for 2009 incLude the foLLowing

increase our share with existing customers

acquire new customers in historicaLLy strong regions

continue our expansion into new regions Asia in particuLar

continue to deveLop ndustry Leading technoLogies and products and

continue to evaLuate potentiaL acquisition and joint venture opportunities that may enhance our business
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We intend for the following discussion of our financiaL condition and resuLts of operations to provide information that will assist in

understanding our consoLidated financiaL statements the changes in certain key items in those financiaL statements from period to period

and the primary factors that accounted for those changes as well as how certain accounting principLes poLicies and estimates affect our

consoLidated financiaL statements

CriticaL Accounting PoLicies and Estimates

The preparation of financiaL statements in conformity with accounting principLes generaLLy accepted in the United States of America

requires us to make estimates and judgments that affect the reported amounts of assets and LiabiLities discLosure of contingent assets

and LiabiLities at the date of the financiaL statements and the reported amounts of revenues and expenses during the reporting period On

an on-going basis we evaLuate our estimates and judgments incLuding those reLated to revenue recognition allowance for saLes returns

and doubtfuL accounts warranties inventory vaLuation business combination purchase price allocations our review for impairment of

Long-Lived assets intangibLe assets and goodwill income taxes and stock-based compensation expense ActuaL resuLts may differ from

these judgments and estimates and they may be adjusted as more information becomes avaiLabLe Any adjustment may be significant

An accounting poLicy is deemed to be criticaL if it requires an accounting estimate to be made based on assumptions about matters that

are highLy uncertain at the time the estimate is made if different estimates reasonably may have been used or if changes in the estimate

that are reasonabLy LikeLy to occur may materially impact the financiaL statements Management beLieves the following criticaL accounting

poLicies affect our more significant judgments and estimates used in the preparation of our consoLidated financiaL statements

REVENUE RECOGNITION We recognize revenue on the saLe of products when deLivery has occurred there is persuasive evidence of an

arrangement the saLes price is fixed or determinabLe and coLLectablity is reasonabLy assured

We record provision for estimated retaiL saLes returns on retaiL product saLes in the same period as the reLated revenues are

recorded These estimates are based on historicaL saLes returns analysis of credit memo data and other known factors The provision

recorded for estimated sates returns and allowances is deducted from
gross

saLes to arrive at net sates in the period the reLated revenue

is recorded The allowance for saLes returns baLance at December 31 2008 and 2007 contained reserves for items returned prior to year-

end but that were not compLeteLy processed and therefore not yet removed from the allowance for saLes returns baLance We estimate

that if these returns had been fully processed the aLLowance for saLes returns baLance wouLd have been approximateLy $0.8 million on

December 31 2008 and 2007 The vaLue of these returned goods was incLuded in our inventory baLance at December 31 2008 and 2007

We accrue for discounts and rebates on product saLes in the same period as the reLated revenues are recorded based on historicaL

experience Changes in such accruaLs may be required if future rebates and incentives differ from our estimates Rebates and incentives

are recognized as reduction of saLes if distributed in cash or customer account credits Rebates and incentives are recognized as cost of

saLes if we provide products or services for payment

Sates aLLowances reduce gross accounts receivabLe to arrive at accounts receivabLe net in the same period the reLated receivabLe is

recorded We have no obLigations after deLivery of our products other than the associated warranties We maintain an aLLowance for doubt

fuL accounts for estimated Losses resulling from the inabiLity of our customers to make payments for products soLd or services rendered

The aLLowance for doubtfuL accounts is based on variety of factors incLuding historicaL experience Length of time receivabLes are past

due current economic trends and changes in customer payment behavior ALso we record specific provisions for individuaL accounts when

we become aware of customers inabiLity to meet its financiaL obLigations to us such as in the case of bankruptcy fiLings or deteriora

tion in the customers operating resulls or financiaL position We increased our aLLowance for doubtfuL accounts by $0.4 million in 2008 to

refLect certain customer accounts where coLLection is highLy uncertain in the current economic environment If circumstances reLated to

customer change our estimates of the recoverabiLity of the receivabLes wouLd be further adjusted either upward or downward

When saLes arrangement contains muLtipLe eLements such as software products Licenses and/or services we aLLocate revenue to

each eLement based on its reLative fair vaLue The fair vaLues for the muLtipLe eLements are determined based on vendor specific objective

evidence tVSOE or the price charged when the eLement is soLd separateLy The residuaL method is utiLized when VSOE exists for aLL the

undeLivered eLements but not for the deLivered eLement This is performed by aLLocating revenue to the undeLivered eLements that have

VSDE and the residuaL revenue to the deLivered eLements When the fairvatue for an undeLivered eLement cannot be determined we defer

revenue for the deLivered eLements untiL the undeLivered eLement is deLivered We Limit the amount of revenue recognition for deLivered

eLements to the amount that is not contingent on the future deLivery of products or services or subject to customer-specified return or

refund priviLeges



We have not made any material changes in our methodotogy for recognizing revenue during the past three fiscal years We do not

betieve there is reasonable likelihood that there wilt be material change in the estimates or assumptions we use to recognize revenue

However if actual results are not consistent with our estimates or assumptions we may be exposed to losses or gains that may be materiat

WARRANTY We warrant our products against defects in materials and workmanship arising during normal use We service warranty claims

directly through our customer service department or contracted third-party warranty repair facilities Our warranty period ranges up

to three years We estimate and recognize product warranty costs which are included in cost of sates as we sell the retated products

Warranty costs are forecasted based on the best available information primarily historical ctaims experience and the expected cost per

claim The costs we have incurred to service warranty claims have been minimat As result the balance of our reserve for estimated

warranty costs is not significant

We have not made any material changes in our warranty reserve methodology during the past three fiscal years We do not believe

there is reasonabte tiketihood that there wilt be material change in the estimates or assumptions we use to calculate the warranty

reserve However actual claim costs may differ from the amounts estimated If significant product defect were to be discovered on

high volume product our financial statements may be materially impacted Historically product defects have been Less than 0.5% of the

net units sotd

INvENToRIEs Our inventories consist of primarily wireless control devices and the related component parts including integrated circuits

and are valued at the tower of cost or market Cost is determined using the first-in first-out method We write-down our inventory for the

estimated difference between the inventorys cost and its estimated market value based upon our best estimates about future demand and

market conditions

We carry inventory in amounts necessary to satisfy our customers inventory requirements on timely basis We continually monitor

our inventory status to control inventory levels and write-down any excess or obsolete inventories on hand Our total excess and obsolete

inventory reserve as of December 31 2008 and 2007 was $1.5 million and $1.8 million respectiveLy or 3.5% and 5.0% of total inventory

The decrease in our excess and obsolete reserve in 2008 was the result of $2.4 million of additional write-downs offset by $2.7 million of

scrapping This compared to additional write-downs of $2.1 million and scrapping of $2.5 million in 2007

We have not made any material changes in the accounting methodology used to establish our excess and obsolete inventory reserve

during the past three fiscal years We do not believe there is reasonable likelihood that there will be material change in the future

estimates or assumptions we used to calculate our excess and obsolete inventory reserve If actual market conditions are less favorable

than those projected by management additional inventory write-downs may be required which may have material impact on our finan

cial statements Such circumstances may include but are not limited to the development of new competing technology that impedes the

marketability of our products or the occurrence of significant price decreases in our component parts such as integrated circuits Each

percentage point change in the ratio of excess and obsolete inventory reserve to inventory would impact cost of sales by approximately

$0.5 million

BUSINESS COMBINATIONS We are required to allocate the purchase price of acquired companies to the tangible and intangible assets

and the liabilities assumed as well as in-process research and development IPRD based upon their estimated fair values Such

valuations require management to make significant fair value estimates and assumptions especially with respect to intangible assets

Management estimates the fair value of certain intangible assets by utilizing the following but not limited to

future free cash flow from customer contracts customer lists distribution agreements acquired developed technologies and patents

expected costs to develop IPRD into commercially viable products and cash flows from the products once they are completed

brand awareness and market position as well as assumptions regarding the period of time the brand wilt continue to be used in our

product portfolio and

discount rates utilized in discounted cash flow models

Our estimates are based upon assumptions believed to be reasonable however unanticipated events or circumstances may occur which

may affect the accuracy of our fair value estimates including assumptions regarding industry economic factors and business strategies
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VALUATION OF LoNG-LIvED ASSETS AND INTANGIBLE ASSETS Weassesslong-livedandintangibleassetsforimpairmentwheneverevents

or changes in circumstances indicate that their carrying value may not be recoverable Factors considered important which may trigger an

impairment review if significant include the following

underperformance relative to historical or projected future operating results

changes in the manner of use of the assets

changes in the strategy of our overall business

negative industry or economic trends

decline in our stock price for sustained period and

variance between our market capitalization relative to net book value

When we determine that the carrying value of long-lived asset or an intangible asset may not be recoverable based
upon

the exis

tence of one or more of the above indicators of impairment we perform an impairment review If the carrying value of the asset is Larger

than the undiscounted cash flows the asset is impaired We measure an impairment based on the projected discounted cash flow method

using discount rate determined by our management to be commensurate with the risk inherent in our current business model In

assessing the recoverability we must make assumptions regarding estimated future cash flows and other factors to determine the fair

value of the respective assets

We have not made any material changes in our impairment loss assessment methodology during the past three fiscal years We do

not believe there is reasonable likelihood that there wilt be material change in the estimates or assumptions we use to calculate the

impairment of long-lived assets and intangible assets However if actual results are not consistent with our estimates and assumptions

we may be exposed to material impairment charges

CAPITALIZED SOFTWARE DEVELOPMENT At each balance sheet date we compare the unamortized capitalized costs of software product

to its net realizable value The amount by which the unamortized capitalized costs of software product exceed the net realizable value

of that asset is written off The net realizable value is the estimated future gross revenues attributable to each product reduced by its

estimated future completion costs and disposal Any remaining amount of capitalized software development costs that have been written

down are considered to be the cost for subsequent accounting purposes and the amount of the write-down is not subsequently restored

We do not believe there is reasonable likelihood that there will be material change in the future estimates of net realizable value

we use to test for impairment losses on capitalized software development However if actual results are not consistent with our estimates

and assumptions we may be exposed to impairment charges

GooDWILL We evaluate the carrying value of goodwill as of December31 of each year and between annual evaluations if events occur or

circumstances change that would more likely than not reduce the fair value of the reporting unit below its carrying amount Such cir

cumstances may include but are not limited to significant adverse change in legal factors or in business climate 12 unanticipated

competition or 13 an adverse action or assessment by regulator

When performing the impairment review we determine the carrying amount of each reporting unit by assigning assets and liabilities

including the existing goodwill to those reporting units reporting unit is defined as an operating segment or one level below an operat

ing segment referred to as component component of an operating segment is deemed reporting unit if the component constitutes

business for which discrete financial information is available and segment management regularly reviews the operating results of that

component Our domestic and international operations are components and reporting units of our sole operating segment

To evaluate whether goodwill is impaired we compare the estimated fair value of the reporting unit to which the goodwill is assigned

to the reporting units carrying amount including goodwill We estimate the fair value of each reporting unit using the present value

of expected future cash flows for that reporting unit If the carrying amount of reporting unit exceeds its fair value the amount of the

impairment loss must be measured

The impairment loss would be calculated by comparing the implied fair value of goodwill to its carrying amount In calculating the

implied fair value of the reporting unit goodwill the present value of the reporting units expected future cash flows is allocated to all of

the other assets and liabilities of that unit based on their fair values The excess of the present value of the reporting units expected future

cash flows over the amount assigned to its other assets and liabilities is the implied fair value of goodwill An impairment loss would be

recognized when the carrying amount of goodwill exceeds its implied fair value



We have not made any materiaL changes in our- impairment Loss assessment methodoLogy during the past three fiscaL years We con

tinue to estimate the fair vaLue of our reporting units to be in excess of their carrying vaLue and therefore have not recorded any impair

ment However we noted decrease in the amount of excess fair vaLue over the carrying vaLue of our reporting units caused primarity by

the sLowing economy and credit market disruptions We do not beLieve there is reasonabLe LikeLihood that there witL be materiaL change

in the future estimates or assumptions we use to test for impairment Losses on goodwiLL However if actuaL resuLts are not consistent with

our estimates and assumptions we may be exposed to materiaL impairment charges

INcoME TAXES We caLcuLate our current and deferred tax provisions based on estimates and assumptions that may differ from the actuaL

resuLts refLected in our income tax returns fiLed during the subsequent year We record adjustments based on fited returns when we have

identified and finaLized them which is generaLLy in the third and fourth quarters of the subsequent year for U.S federaL and state provi

sions respectiveLy

We recognize deferred tax assets and LiabiLities for the expected tax consequences of temporary differences between the tax basis

of assets and LiabiLities and their reported amounts using enacted tax rates in effect for the year in which we expect the differences to

reverse We record vaLuation aLLowance to reduce the deferred tax assets to the amount that we are more LikeLy than not to reaLize We

have considered future market growth forecasted earnings future taxabLe income the mix of earnings in the jurisdictions in which we

operate and prudent and feasibLe tax pLanning strategies in determining the need for vaLuation aLLowance In the event we were to deter

mine that we wouLd not be abLe to reaLize aLL or part of our net deferred tax assets in the future we wouLd increase the vatuation aLLowance

and make corresponding charge to earnings in the period in which we make such determination Likewise if we Later determine that we

are more tikeLy than not to reaLize the net deferred tax assets we wouLd reverse the appLicabLe portion of the previousLy provided vaLuation

aLLowance In order for us to reaLize our deferred tax assets we must be abLe to generate sufficient taxabLe income in the tax jurisdictions

in which the deferred tax assets are Located

Our effective tax rate incLudes the impact of certain undistributed foreign earnings for which we have not provided U.S taxes because

we pLan to reinvest such earnings indefiniteLy outside the United States The decision to reinvest our foreign earnings indefiniteLy outside

the United States is based on our projected cash fLow needs as weLL as the working capitaL and Long-term investment requirements of our

foreign subsidiaries and our domestic operations MateriaL changes in our estimates of cash working capitaL and Long-term investment

requirements in the various jurisdictions in which we do business may impact our effective tax rate

We are subject to income taxes in the United States and foreign countries and we are subject to routine corporate income tax audits

in many of these jurisdictions We beLieve that our tax return positions are futLy supported but tax authorities are LikeLy to chaLLenge

certain positions which may not be fuLLy sustained However our income tax expense incLudes amounts intended to satisfy income tax

assessments that resuLt from these chaLLenges in accordance with FinanciaL Accounting Standards Board FASB Interpretation No

48 Accounting for Uncertainty in Income Taxes an interpretation of FASB Statement No 109 FIN 481 Determining the income tax

expense for these potentiaL assessments and recording the reLated assets and LiabiLities requires management judgments and estimates

We evatuate our uncertain tax positions in accordance with FIN 48 We beLieve that our reserve for uncertain tax positions incLuding

reLated interest and penaLties is adequate We have recorded LiabiLity for uncertain tax positions of $8.7 miLLion at December 31 2008

The amounts uLtimateLy paid upon resoLution of audits may be materiaLLy different from the amounts previousLy incLuded in our income

tax expense and therefore may have materiaL impact on our tax provision net income and cash fLows Our reserve for uncertain tax

positions is attributabLe primariLy to uncertainties concerning the tax treatment of our internationaL operations incLuding the aLLocation

of income among different jurisdictions and reLated interest We review our reserves quarterLy and we may adjust such reserves due to

proposed assessments by tax authorities changes in facts and circumstances issuance of new reguLations or new case taw previousLy

unavaiLabLe information obtained during the course of an examination negotiations between tax authorities of different countries concern

ing our transfer prices execution of advanced pricing agreements resoLution with respect to individuaL audit issues the resotution of

entire audits or the expiration of statutes of Limitations

STOCKBASED CoMPENSATIoN EXPENSE We account for our stock-based compensation pLans under SFAS No 123R Share-Based Payment

1SFAS 123R Stock-based compensation expense for each emptoyee and director is presented in the same income statement caption

as their cash compensation During the year ended December 31 2008 2007 and 2006 we recorded $4.2 miLLion $3.5 miLLion and
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$3.1 miLlion respectiveLy in pre-tax stock-based compensation expense The income tax benefit associated with stock-based compensa
tion expense was $1.5 miLLion $1.2 miLLion and $1.0 miWon for the years ended December 31 2008 2007 and 2006 respectiveLy

Stock-based compensation expense by income statement caption for the years ended December 31 2008 2007 and 2006 was the foLLowing

IN THOUSANDS 2008 2007 2006

Cost of saLes 17 31 26

Research and deveLopment 356 418 370

Selling general and administrative 3870 3072 2721

Total stockbased compensation expense 4243 3521 3117

During the year ended December31 2008 we granted 132500 stock options to executive empLoyees and board members and 8000

stock options to non-executive empLoyees

Based on the non-vested stock options outstanding at December 31 2008 we expect to recognize $2.8 mitLion in unrecognized pre-tax

stock-based compensation expense over weighted-average Life of 2.21 years

SBA incLudes pre-tax stock-based compensation reLated to restricted stock awards granted to outside directors of $0.6 miLLion

$0.7 miLlion and $0.4 miLLion for the years ended December 31 2008 2007 and 2006 respectiveLy We issue restricted stock awards to the

outside directors for services performed Compensation expense for the restricted stock awards is recognized on straight-Line basis

over the requisite service period of one year

During the first quarter of 2008 as part of our annuaL compensation review cycLe the Compensation Committee of the Board of

Directors granted 115926 shares of restricted stock to our executives under the 2006 Stock Incentive PLan These awards were granted to

assist us in meeting our performance and retention objectives Each executives grant is subject to three-year vesting period The stock-

based compensation expense incLuded in SGA reLated to this award was $0.9 milLion for the year ended December 31 2008

In accordance with SFAS 123R compensation expense reLated to restricted stock awards is determined based on the fair vaLue of

the shares awarded on the grant date We determined the fair vaLue of the restricted stock utiLizing the average of the high and Low trade

prices of our Companys shares on the grant date During the years ended December 31 2008 2007 and 2006 we granted 141864 25000

and 22813 shares respectiveLy

Based on the non-vested restricted stock awards outstanding at December 31 2008 we expect to recognize $2.1 miLLion in unrecog

nized pre-tax stock-based compensation expense over weighted-average Life of 1.8 years

Determining the appropriate fair vaLue modeL and caLcuLating the fair vaLue of share-based payment awards requires the utiLization of

highLy subjective assumptions incLuding the expected Life and forfeiture rate of the share-based payment awards and stock price voLatiLity

Management determined that historicaL voLatiLity caLcuLated based on our activeLy traded common stock is better indicator of expected

voLatiLity and future stock price trends than impLied voLatiLity The assumptions used in caLcuLating the fair vaLue of share-based payment

awards represent managements best estimates but these estimates invoLve inherent uncertainties and the appLication of managements

judgment As resuLt if factors change and we use different assumptions our stock-based compensation expense may be materiaLLy dif

ferent in the future

We do not beLieve it is reasonabLy LikeLy that there wiLL be materiaL change in the future estimates or assumptions used to determine

stock-based compensation expense However if actuaL resuLts are not consistent with our estimates and assumptions we may be exposed

to materiaL stock-based compensation expense Refer to Notes to ConsoLidated FinanciaL StatementsNote 11 for additionaL discLosure

regarding stock-based compensation expense



ResuLts of Operations

The folLowing table sets forth our results of operations expressed as percentage of net sates for the periods indicated

YEAR ENDED DECEMAER 31

IN THOUSANDS 2008 2007 2006

Net sales 287100 100.0% 272680 100.0 235846 100.0%

Cost of safes 190910 66.5 173329 63.6 149970 63.6

Gross
profit

96190 33.5 99351 36.4 85876 36.4

Research and deveLopment expenses 8160 2.8 8820 3.2 7412 3.1

Setting generat and administrative expenses 67269 23.5 64080 23.5 59947 25.4

Operating income 20761 7.2 26451 9.7 18517 7.9

Interest income 3017 1.1 3104 1.1 1401 0.5

Other income expense net 311 0.1 0.0 498 0.2

Income before income taxes 24089 8.4 29562 10.8 19420 8.2

Provision for income taxes 8283 2.9 9332 3.4 5900 2.5

Net income 15806 5.5 20230 7.4% 13520 5.7%

Year Ended December 31 2008 Compared to Year Ended December 31 2007

CoNsoLiDATED Net sales for the year ended December 31 2008 were $287.1 million an increase of 5% compared to $272.7 mitlion for the

same period Last year Net income for 2008 was $15.8 miltion or $1.09 per diluted share compared to $20.2 million or $1.33 per diluted

share for 2007
2000 2007

MILLIONS OF TOTAL MILLIONS OF TOTAL

Net sales

Business 231.5 80.6% 214.7 78.7%

Consumer 55.6 19.4% 58.0 21.3%

TotaL net sates 287.1 100.0% 272.7 100.0%

Net sales in our Business tines subscription broadcasting OEM and computing companies were approximately 81% of net sates for

2008 compared to approximatety 79% for 2007 Net sates in our business tines for 2008 increased by approximatety 8% to $231.5 mittion

from $214.7 mittion in 2007 This increase in sales resutted primarily from an increase in the votume of remote controt sales which was

partiatly offset by lower prices The increase in remote control sates votume was attributabte to the continued deployment of advanced

function set-top boxes by the service operators market share gains with few key subscription broadcasting customers and new cus

tomer wins These advanced functions include digital video recording DVR video-on-demand VOD and high definition television

HDTV We expect that the deployment of the advanced function set-top boxes by the service operators will continue into the foreseeable

future as penetration for each of the functions cited continues to increase

Net sales in our Consumer lines One For All retail private label custom installers and direct import were approximately 19%

of net sales for 2008 compared to approximately 21% for 2007 Net sales in our consumer lines for 2008 decreased by 4% to $55.6 m6-

lion from $58.0 milbon in 2007 The sales were negatively impacted by the weakening of the British Pound compared to the U.S dollar

which resulted in decrease in net sales of approximately $2.1 million The strengthening of the Euro compared to the U.S dollar posi

tively impacted sales which resulted in an increase of $1.0 million Net of the currency effect retail sales outside of the United States

were down by $3.1 million primarily due to lower sales in the UK Spain and France Additionally Private Label sales in the United States

decreased by $1.2 million or 38% to $2.0 million in 2008 from $3.2 million in 2007 Partially offsetting these decreases is our expanding

presence in the custom electronic design installation association CEDIA market which increased sales by $2.2 million or 47% from

2007 addition other US Retail increased by $0.8 million from $1.2 million in 2007 to $2.0 million in 2008 due to customer wins

Gross profit for 2008 was $96.2 million compared to $99.4 million for 2007 Gross profit as percent of sales for 2008 was 33.5% com

pared to 36.4% for 2007 due primarily to the following reasons
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Sales mix as higher percentage of our total sales was comprised of our tower margin Business category In addition sales mix

within our sales categories also contributed to the decrease in our gross margin rate as consumers trended towards value-oriented

products Collectively the aforementioned resulted in decrease of 3.2% in the gross margin rate

Foreign currency fluctuations caused decrease of 0.3% in the
gross margin rate

decrease in freight and handting expense due to lower percentage of air freight caused an increase of 0.5% in the gross margin rate

Research and development expenses decreased 8% from $8.8 million in 2007 to $8.2 million in 2008 The decrease is primarily due to

the comptetion of the latest development phase for the Nevo platform in late 2007

Selling general and administrative expenses increased 5% from $64.1 million in 2007 to $67.3 million in 2008 The strengthening of

the Euro compared to the U.S dollar resulted in an increase of $2.2 million payroll and benefits increased by $0.8 million due to new hires

and merit increases stock-based compensation increased by $0.8 million depreciation expense in 2008 increased by $0.7 million pri

marily due to increased tooling to support higher volume of sates and an office renovation completed in early 2008 sates commissions

increased by $0.4 million bad debt expense increased by $0.4 million and trade show expense increased by $0.4 million These items

were partially offset by tower long term incentive compensation which decreased by $1.5 million and decline in net outside product

development spending which decreased by $0.9 million

In 2008 we recorded $3.0 million of net interest income comparable to $3.1 million for 2007

We recorded income tax expense of $8.3 million in 2008 compared to $9.3 million in 2007 Our effective tax rate was 34.4% in 2008

compared to 31.6% in 2007 The increase in our effective tax rate is due primarily to additional income earned in higher tax-rate jurisdic

tions as well as lower federal research and development credits

On February 18 2009 we acquired certain patents intellectual property and other assets related to the universal remote control busi

ness from Zilog Inc NASDAD ZILGI for approximately $9.5 million in cash The purchase included Zilogs full library and database of infra

red codes and software tools We also hired 115 of Zilogs sales and engineering personnel including all 103 of Zilogs personnel located in

India In related transaction Maxim Integrated Products INASDAQ MXIMI acquired two of Zilogs product lines namely the hardware por

tion of Zilogs remote control business and Zilogs secured transaction product line We have cross-licensed the remote control technology

and intellectual property with Maxim Integrated Products for purpose of conducting our respective businesses

The arrangement involves an agreement to source silicon chips from Maxim For the first year we will be the exclusive sales agent

of universal remote control chips for Maxim selling the Zilog designs to Zilogs current list of customers We expect this arrangement

to drive small increase in our sales and be mildly accretive to our earnings in 2009 Beginning in the second year we will take over full

sales and distribution rights to the current roster of Zilog customers and we anticipate this position will lead to more significant levels of

revenue and earnings going forward

The value we received from this acquisition relates primarily to the following

This acquisition will expand the breadth and depth of our customer base in both subscription broadcasting and original equipment

manufacturing particularly in Asia

We believe integrating Zilogs technologies with and into our own technology will reduce design cycle times lower costs and lead to

improvements in our integrated circuit design product quality and overall functional performance

The acquisition of former Zilog employees will allow us to leverage their experience to our advantage in the wireless control industry

Currently we are performing the cost-allocation process which requires the cost of an acquisition to be allocated to the individual

assets acquired and liabilities assumed based on their estimated fair values Although we believe the Zilog transaction will be mildly

accretive in the first year and grow more significantly in the long term most technology related acquisitions involve the purchase of signifi

cant intangible assets which typically result in substantial amortization charges There can be no assurance that the integration will be

successful or that the customer bases products or technologies will generate sufficient revenue to offset the associated costs or effects

We expect the total deal cost related to the Zilog transaction to range between $0.8 million and $1.0 million These costs will be

expensed during the first quarter of 2009 in selling general and administrative expenses

Management expects net sales for the year ended December 31 2009 to grow between zero and five percent from $278.1 million

earned in the year ended December 31 2008 Earnings per share for the year ended December 31 2009 is expected to grow between zero

and eight percent over the $1.09 per diluted share earned in the year ended December 31 2008



Year Ended December 31 2007 Compared to Year Ended December 31 2006

CoNsoLIDATED Net sates for the year ended December 31 2007 were $272.7 miLLion an increase of 16% compared to $235.8 miLLion for the

year ended December 31 2006 Net income for 2007 was $20.2 miLLion or $1.33 per diLuted share compared to $13.5 miLLion or $0.94 per

diLuted share for 2006
2007 2006

MILLIONS OF TOTAL

--

MILLIONS OF TOTAL

Net sates

Business 214.7 78.7 178.8 75.8%

Consumer 58.0 21.3 57.0 24.2%

TotaL net sates 272.7 100.0 235.8 100.0%

Net sates in our Business Lines subscription broadcasting OEM and computing comparnes were approximateLy 790/s of net saLes for

2007 compared to approximateLy 76% for 2006 Net saLes in our business Lines for 2007 increased by 20% to $214.7 miLLion from $178.8

miLLion in 2006 This increase in saLes resuLted primariLy from an increase in the voLume of remote controL sates which was partiaLLy offset

by Lower prices The increase in remote controL saLes voLume was attributabLe to the continued depLoyment of advanced function set-top

boxes by the service operators and market share gains with few key subscription broadcasting customers These advanced functions

incLude digitaL video recording DVR video-on-demand LVOD and high definition teLevision HDTV
Net sates in our Consumer Lines One For ALL retaiL private LabeL custom instaLLers and direct import were approximateLy 21% of

net saLes for 2007 compared to approximateLy 24% for 2006 Net saLes in our consumer tines for 2007 increased by 2% to $58.0 miLLion

from $57.0 miLtion in 2006 The increase in saLes resuLted primariLy from our expanding presence
in the custom eLectronic design instaL

Lation association CEDIK market CEDIA sates increased by $1.5 miLLion or 47% from 2006 AdditionaLLy retaiL sates made outside of

the United States increased by $0.7 miLLion These sates were positiveLy impacted by the strengthening of both the Euro and the British

Pound compared to the U.S doLtar which resuLted in an increase in net sates of approximateLy $3.8 miLLion Net of this positive currency

effect retaiL saLes outside of the United States were down by $3.1 miLLion primariLy due to Lower saLes in the UK and AustraLia PartiaLLy

offsetting these increases were United States direct import Licensing and product revenues for 2007 which decreased by $0.9 miLLion or

44% to $1.2 miLLion in 2007 down from $2.1 miLLion in 2006 This was due to decLine in royaLty revenue and dectine in the voLume of

KameLeon saLes AdditionaLLy Private LabeL saLes decreased by $0.3 miLLion or 9% to $3.2 miLLion in 2007 from $3.5 miLLion in 2006

This was due to decLine in the voLume of KameLeon saLes in the United States

Gross profit for 2007 was $99.4 miLLion compared to $85.9 miLtion for 2006 Gross.profit as percent of sates for 2007 was 36.4%

which is comparabte to 2006 The gross profit rate was positiveLy impacted by the strengthening of both the Euro and British Pound

compared to the U.S doLLar which resuLted in an increase of approximateLy $3.6 miLLion in
gross profit or an increase of 0.8% in the gross

profit rate decrease in royaLty expense of $1.4 miLLion due to tower sates of SKY-branded retaiL product in Europe increased the gross

profit rate by O.7% Offsetting the increases in the gross profit rate was an increase in freight and handLing expense of $2.7 miLLion in 2007

as compared to 2006 which reduced the gross profit rate by 0.8% The increase in freight expense is due primariLy to an increase in the

percentage of units that were shipped by air air freight is significantLy more costLy than ocean freight AdditionaLLy subscription broadcast

sates which generaLLy have Lower gross profit rate as compared to our other saLes represented Larger percentage of our totaL busi

ness The impact of this change in mix was 0.7% reduction in the gross profit rate

Research and deveLopment expenses increased 19% from $7.4 miLtion in 2006 to $8.8 miLLion in 2007 The increase is primarity reLated

to internaL as weLL as third party costs associated with the continued expansion of the Nevo5 pLatform and the devetopment of products

for saLe in our subscription broadcasting retaiL and OEM channets

SetLing generaL and administrative expenses increased 7% from $59.9 miLLion in 2006 to $64.1 miLLion in 2007 PayroLL and benefits

increased by $2.6 miLLion due to new hires and merit increases the strengthening of both the Euro and British Pound compared to the

U.S doLLar resuLted in an increase of $2.4 miLLion Long-term incentive compensation increased by $1.0 miLLion deLivery freight and

handLing costs increased by $0.7 miLLion additionaL travet resuLted in an increase of $0.6 miLLion directors fees and expenses increased

by $0.4 mitLion and commission expense increased by $0.2 miLLion These items were partiatty offset by tower empLoyee bonus expense

which decreased by $4.0 mitLion
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In 2007 we recorded $3.1 million of net interest income compared to $1.4 million net for 2006 This increase is due to higher money

market rates and higher average cash baLance

In 2007 we had $0.01 miLlion in other income net as compared to $0.5 milLion of other expense net for 2006 ApproximateLy

$0.5 miLLion of other expense in 2006 resuLted from foreign currency tosses

We recorded income tax expense of $9.3 million in 2007 compared to $5.9 miLLion in 2006 Our effective tax rate was 31.6% in 2007 com

pared to 3O.4% in 2006 The increase in our effective tax rate is due primariLy to additionat income earned in higher tax-rate jurisdictions

Liquidity and CapitaL Resources

SDIIRCFS AND USFS SF Osoc
YearEnded YeerEnded Yeerbeded

December31 December 31 December31

IN THOUSANDS 2008 IncreaseDecreaseJ 2007 lecreaseiDecreasel 2006

Cash provided by operating activities 30152 10215 19937 2725 17212

Cash used for investing activities 7420 1237 6183 1115 5068

Cash used for provided by financing activities 25187 26585 1398 3785 5183

Effect of exchange rate changes on cash 8917 14300 5383 276 5107

December31 2008 iDecreasei December31 2007

Cash and cash equivaLents 75238 11372 8660

\Norking capital 122303 18027 140330

Net cash provided by operating activities in 2008 was $30.2 miLLion compared to $19.9 miLLion and $1 7.2 miLLion during 2007 and 2006

respectiveLy The increase in cash fLows from operating activities in 2008 compared to 2007 was primariLy due to an increase in accounts

payabLe Accounts payabLe increased at higher rate compared to the prior year due to improved vendor management incLuding negotiat

ing better payment terms with certain significant vendors

Days saLes outstanding improved from 82 days for the fourth quarter 2007 to 68 days for the fourth quarter 2008 resuLting in $3.5

miLLion improvement in working capitaL in 2008 compared to 2007 PartiaLLy offsetting the improvement in days saLes outstanding is the

decrease in inventory turns from 5.6 during 2007 to 4.9 during 2008 The decrease in inventory turns is result of our deLiberate effort to

reduce costLy air shipments by carrying additional safety stock as wet as maintain high customer service LeveLs with existing and newly

acquired customers

Cash provided by operating activities for 2007 was $19.9 milLion compared to $17.2 million during 2006 The increase in cash flows from

operations in 2007 compared to 2006 was primariLy due to the increase in net income of 50% from $13.5 million in 2006 to $20.2 million

in 2007 offset partially by an increase in days sales outstanding and decrease in inventory turns Days sales outstanding were approxi

mately 82 for the fourth quarter 2007 compared to approximately 67 for the fourth quarter 2006 Our days sales outstanding increased due

to certain customers deLaying payment beyond their respective payment terms

Net cash used for investing activities during 2008 was $7.4 miLLion as compared to $6.2 million and $5.1 million during 2007 and 2006

respectively The increase in cash used for investing activities in 2008 compared to 2007 was due to increased capitaL expenditures

CapitaL expenditures in 2008 2007 and 2006 were $5.9 million $4.8 million and $4.1 miLLion respectively During the first quarter of 2008

we completed our renovation and expansion of our corporate headquarters The total cost of this renovation was approximateLy $2.0 mil

lion which was financed through our operations and $0.4 miLLion tenant improvement aLLowance from our lessor 2008 we also began

to make significant investment to upgrade our information systems which we expect to cost approximately $1.0 million We had $0.3

million of capitaLized costs related to this system upgrade at December 31 2008 The strategic planning for the upgrade of our information

systems commenced in the second quarter of 2007 and we expect impLementation to be completed in 2009 addition in order to support

our sales growth the annual purchase of tooling equipment has increased throughout the years

Net cash used for financing activities was $25.2 miLLion during 2008 compared to cash provided by financing activities of $1.4 miLlion

and $5.2 miLLion during 2007 and 2006 respectiveLy Proceeds from stock option exercises were $1.2 miLLion during 2008 compared to

proceeds of $12.6 million and $7.5 milLion during 2007 and 2006 respectiveLy 2008 gains from stock option exercises resulted in

$0.3 miLLion excess tax benefit compared to $3.3 million and $0.3 miLLion for 2007 and 2006 respectively addition we purchased



1118318 shares of our common stock at cost of $26.7 miLLion during 2008 compared to 471300 and 127326 shares at cost of $14.5

miLLion and $2.6 miLLion during 2007 and 2006 respectiveLy We hoLd these shares as treasury stock and they are avaiLabLe for reissue

PresentLy except for using minimaL number of these treasury shares to compensate our outside board members we have no pLans to

distribute these shares aLthough we may change these pLans if necessary to fuLfiLL our on-going business objectives

Effective August 31 2006 we amended our originaL Credit FaciLity with Comerica Bank extending our Line of credit through August 31

2009 Under the amended Credit FaciLity we have the authority to acquire up to an additionaL 2.0 miLLion shares of our common stock in

the open market From August31 2006 through December31 2008 we purchased 1686218 shares of our common stock Leaving 313782

shares avaiLabLe for purchase under the Credit FaciLity During 2009 we may continue to purchase shares of our common stock if we

beLieve conditions are favorabLe and to offset the diLutive effect of our stock-based compensation

PresentLy we have no borrowings under this Credit FaciLity however we cannot make any assurances that we wiLL not need to bor

row amounts under this faciLity or that this faciLity wiLL continue to be extended to us under comparabLe terms or at aLL If this or any other

Credit FaciLity is not avaiLabLe to us at time when we need to borrow we wouLd have to use our cash reserves which may have materiaL

adverse effect on our earnings cash fLow and financiaL position

SuBsEQuENT EVENT On February 18 2009 we acquired certain patents inteLLectuaL property and other assets reLated to the universaL

remote controL business from ZiLog Inc NASDAQ ZILGI for approximateLy $9.5 miLLion in cash We expect the totaL deaL cost reLated to the

Zifog transaction to range between $0.8 miLLion and $1.0 miLLion These costs wiLL be expensed during the first quarter of 2009 in seLLing

generaL and administrative expenses For further information regarding this acquisition see Managements Discussion and AnaLysis of

FinanciaL Condition and ResuLts of Operations-ResuLts of Operations and Notes to ConsoLidated FinanciaL Statements-Note 24

CoNTRAcTuAL OBLIGATIoNs The foLLowing tabLe summarizes our contractuaL obLigations and the effect these obLigations are expected to

have on our Liquidity and cash fLow in future periods

PAYMENTS DUE BY PERIOD

1-3 years 4-5 yearsTotal Less than year

ContractuaL obLigations

Operating Lease obLigations 5253 1762 2660 831

Purchase obligations5 60772 8212 270L0 21520 4000

Totat contractual obLigations 66025 9974 29700 22351 4000

II Purchase obligations primarily include contractual payments to purchase minimum quantilies of ineentory under sender agreements

LIQUIDITY We have utiLized cash provided from operations as our primary source of Liquidity as internaLLy generated cash fLows have

been sufficient to support our business operations capitaL expenditures acquisitions and discretionary share repurchases We are abLe to

suppLement this near term Liquidity if necessary with our Credit FaciLity as discussed beLow

HistoricaLLy our working capitaL needs have typicaLLy been greatest during the third and fourth quarters when accounts receivabLe and

inventories increase in connection with the fourth quarter hoLiday seLLing season At December 31 2008 we had $122.3 miLLion of working

capitaL as compared to $140.3 miLLion at December 31 2007

Our cash and cash equivaLent baLances are heLd in the United States Europe and Asia At December 31 2008 we had approximateLy

$8.4 miLLion $6.1 miLLion and $60.7 miLLion of cash and cash equivaLents in the United States Europe and Asia respectiveLy We maintain

our cash and cash equivaLents with various financiaL institutions Located in many different geographic regions We attempt to mitigate our

exposure to interest rate Liquidity credit and other reLevant risks by pLacing our cash and cash equivaLents with financiaL institutions we

beLieve are high quaLity

Effective August 31 2006 we amended our originaL Credit FaciLity with Comerica extending our Line of credit through August 31 2009

The amended Credit FaciLity provides $15 miLLion unsecured revoLving credit agreement with Comerica Under the Credit FaciLity the

interest payabLe is variabLe and is based on the banks cost of funds or the 12-month LIBOR pLus fixed margin of 125% The interest rate

in effect as of December 31 2008 using the 12-month LIBOR pLus the fixed margin was 325% We pay commitment fee ranging from zero

to maximum rate of 0.25% per year on the unused portion of the credit Line depending on the amount of cash investment retained with

After years
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Comerica during each quarter At December 31 2008 the commitment fee rate was 0.25% Under the terms of the Credit FaciLity dividend

payments are aLlowed for up to 100% of the prior fiscal years net income to be paid within 90 days of the current fiscal year end We are

subject to certain financial covenants related to our net worth quick ratio and net income Amounts available for borrowing under the

Credit Facility are reduced by the outstanding balance of import Letters of credit As of December 31 2008 we did not have any outstand

ing import Letters of credit and the availabLe baLance on the Line of credit was $15 million Furthermore as of December 31 2008 we were

in compliance with all financial covenants required by the Credit FaciLity

ft is our poLicy to carefuLly monitor the state of our business cash requirements and capitaL structure As previously mentioned we

beLieve that cash generated from our operations and upon renewal funds from our Credit Facility will be sufficient to fund current busi

ness operations as well as anticipated growth at least through the end of 2009 however there can be no assurance that such funds wiLL be

adequate for that purpose In addition our Credit Facility is set to expire on August 31 2009 We are currently negotiating another exten

sion however we cannot make any assurances that our Credit Facility wiLL be extended to us beyond its expiration date of August 31 2009

under comparable terms or at all If this or any other Credit Facility is not available to us at any time when we need to borrow we would

have to use our cash reserves which may have materiaL adverse effect on our earnings cash flow and financial position

Off Balance Sheet Arrangements

We do not participate in any off baLance sheet arrangements

New Accounting Pronouncements

See Notes to ConsoLidated Financial StatementsNote for discussion of new accounting pronouncements

Outlook

Our focus is to buiLd technoLogy and products that make the consumers interaction with devices and content within the home easier and

more enjoyable The pace of change in the home is increasing The growth of new devices such as DVD pLayers PVR/DVR technoLogies

HDTV and home theater soLutions to name onLy few has transformed control of the home entertainment center into compLex challenge

for the consumer The more recent introduction and projected growth of digital media technoLogies in the consumers Life will further

increase this complexity We have set out to create the interface for the connected home building bridge between the home devices

of today and the networked home of the future We intend to invest in new products and technology particularly in the connected home

space which will expand our business beyond the control of devices to the control of and access to content such as digital media

to enrich the entertainment experience

We will continue enhancing our leadership position in our core business by developing custom products for our subscription broad

casting OEM retail and computing customers growing our capture expertise in infrared technology and radio frequency standards add

ing to our portfolio of patented or patent pending technologies and developing new platform products We are also developing new ways to

enhance remote controls and other accessory products

We are continuing to seek ways to use our technology to make the set-up and use of control products and the access to and control

of digital entertainment within the home entertainment network easier and more affordable In addition we are working on product line

extensions to our One For All branded products which include digital antennas signal boosters and other A/V accessories

We are also seeking ways to increase our customer base worldwide particularly in the areas of subscription broadcasting OEM and

One For ALL international retail We will continue to work on strengthening existing relationships by working with customers to under

stand how to make the consumer interaction with products and services within the home easier and more enjoyable We intend to invest

in new products and technology to meet our customer needs now and into the future

We will continue developing software and firmware solutions that can enable devices such as TVs set-top boxes stereos automotive

audio systems and other consumer electronic products to wirelessly connect and interact with home networks and interactive services to

deliver digital entertainment and information This smart device category is emerging and in the remainder of 2009 we look to continue

to build relationships with our customers in this category



On February 18 2009 we acquired certain patents intellectual property and other assets related to the universal remote con-

trot business from Zilog Inc INASDAQ ZILG for approximately $9.5 million in cash For further information about this acquisition

see Managements Discussion and Analysis of Financial Condition and Results of Operations-Results of Operations and Notes to

Consolidated Financial StatementsNote 24

Throughout 2009 we will continue to evatuate acceptable acquisition targets and strategic partnership opportunities in our core busi

ness lines as well as in the networked home marketplace We caution however that no assurance can be made that any suitable acquisi

tion target or partnership opportunity will be identified and if identified that transaction can be consummated Moreover if consum

mated no assurance can be made that any such acquisition or partnership will profitably add to our operations

IIUAi 4iIVF AND iU$U Ai riCi

We are exposed to various market risks including interest rate and foreign currency exchange rate fluctuations We have established

policies procedures and internal processes governing our management of these risks and the use of financial instruments to mitigate our

risk exposure

On August 31 2006 we amended our Credit Facility to extend for an additional three years expiring on August 31 2009 We are cur

rently negotiating another extension The interest payable under our revolving Credit Facilitywith our bank is variabte and based on either

the banks cost of funds or ii the 12-month LIBOR plus fixed margin of 1.25% The cost of the Credit Facility is affected by changes in

market interest rates credit risk spreads and credit availability The interest rate in effect on the Credit Facility as of December 31 2008

using the 12-month LIBOR option ptus fixed margin of 1.25% was 3.25%

At December31 2008 we had no borrowings on our Credit Facility however we cannot make any assurances that we will not need to

borrow amounts under this facility or that this facility will be extended to us beyond its expiration date of August 31 2009 under compara

ble terms or at all If this or any other Credit Facility is not available to us at time when we need to borrow we would have to use our cash

reserves which may have material adverse effect on our earnings cash flow and financial position

At December 31 2008 we had wholly owned subsidiaries in the Argentina France Germany Hong Kong India Italy the Netherlands

Singapore Spain and the United Kingdom On February 18 2009 we acquired certain patents intellectual property and other assets

related to the universal remote control business from Zilog Inc Zilog-NASDAQ ZILG for approximately $9.5 million in cash In con

nection with this transaction we formed subsidiary in the Cayman Islands Sales are typically denominated in Local currencies thereby

creating exposure to changes in exchange rates Changes in local currency exchange rates relative to the U.S dollar and in some cases

to each other may positively or negatively affect our sales gross margins operating expenses and net income The value of our net bal

ance sheet positions held in foreign currency may also be impacted by fluctuating exchange rates

From time to time we enter into foreign currency exchange agreements to manage our exposure arising from fluctuating exchange

rates that affect cash flows and our reported income Contract terms for the foreign currency exchange agreements normally last less

than nine months We do not enter into any derivative transactions for speculative purposes It is difficult to estimate the impact of fluc

tuations on reported income as it depends on the opening and closing rates the average net balance sheet positions held in foreign

currency and the amount of income generated in local currency We routinely forecast what these balance sheet positions and income

generated in local currency may be and we take steps to minimize exposure as we deem appropriate

Our foreign currency exposures are primarily concentrated in the Euro and British Pound The sensitivity of earnings and cash flows

to the variability in exchange rates is assessed by applying an approximate range of potential rate fluctuations to our assets obligations

and projected results of operations denominated in foreign currency Based on our overall foreign currency rate exposure at December

31 2008 we believe that movements in foreign currency rates may have material affect on our financial position We estimate that if the

exchange rates for the Euro and the British Pound relative to the U.S dollar fluctuate 10% from December31 2008 net income and cash

flows in the first quarier of 2009 would fluctuate by approximately $0.3 million and $8.0 million respectively
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flNift NTS AND SUPP EMENTARY DATA

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and SharehoLders

UniversaL ELectronics Inc

We have audited the accompanying consolidated balance sheets of Universal Electronics Inc Delaware corporation as of December31

2008 and 2007 and the related consoLdated statements of income stockholders equity and cash flows for each of the three years in the

period ended December31 2008 Our audits of the basic financial statements included the financial statement schedule Listed the index

to consoLidated financial statements These financial statements and financial statement schedule are the responsibility of the Companys

management Our responsibility is to express an opinion on these financiaL statements and financiaL statement schedule based on our audits

We conducted our audits in accordance with the standards of the PubLic Company Accounting Oversight Board United States Those

standards require that we plan and perform the audit to obtain reasonabLe assurance about whether the financial statements are free of

materiaL misstatement An audit includes examining on test basis evidence supporting the amounts and disclosures in the financial

statements An audit also includes assessing the accounting principles used and significant estimates made by management as well as

evaluating the overall financial statement presentation We believe that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the financial position of

Universal Electronics Inc as of December 31 2008 and 2007 and the results of its operations and its cash flows for each of the three years

in the period ended December 31 2008 in conformity with accounting principles generally accepted in the United States of America Also

in our opinion the related financial statement schedule when considered in relation to the basic financial statements taken as whole

presents fairly in all material respects the information set forth therein

As discussed in Notes and 16 to the consolidated financial statements the Company adopted FASB Interpretation No 48 Accounting

for Uncertainty in Income Taxes-an Interpretation of Statement No 109 effective January 2007

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States Universal

Electronics Inc.s internal control over financial reporting as of December 31 2008 based on criteria established in Internal Control

Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission COSO and our report dated

March 2009 expressed an unqualified opinion

IsI Grant Thornton LLP

Irvine CaLifornia

March 2009
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CONSOUDATED BALANCE SHEETS
________DECEMBER 31

IN THDUSANDS EXCEPT SHARE-RELATED DATA 2D08 20D7

Assets

Current assets

Cash and cash equivalents 75238 86610

Accounts receivable net 59825 60146

Inventories net 43675 34906

Prepaid expenses and other current assets 3461 1874

Deterred income taxes 2421 2871

Total current assets 184620 186407

Equipment furniture and fixtures net 8686 7558

Goodwill 10757 10863

Intangible assets net 5637 5700

Other assets 609 369

Deferred income taxes 7246 6388

Total assets 217555 217285

LiabiLities And StockhoLders Equity

Current Liabilities

Accounts payable 44705 29382

Accrued sales discounts rebates and royalties 4848 4671

Accrued income taxes 2334 1720

Accrued compensation 3617 3737

Other accrued expenses 6813 6567

Total current liabilities 62317 46077

Longterm liabilities

Deferred income taxes 130 127

Income tax payable 1442 1506

Other long term Liabilities 313 1333

Total Liabilities 64202 49043

Commitments and contingencies

Stockholders equity

Preferred stock s_Ui par value 5000000 shares authorized none issued or outstanding

Common stock $01 par value 50000000 shares authorized 18715833 and 18547019

shares issued at December 31 2008 and 2007 respectively 187 185

Paidin capital 120551 114441

Accumulated other comprehensive income 750 11221

Retained earnings 104314 88508

225802 214355

Less cost of common stock in treasury 5070319 and 3975439 shares at December 31 2008 and 2007 respectively 72449 46113

Total stockholders equity 153353 168242

Total liabilities and stockholders equity 217555 217285

The accompanying notes are an integral pert of these consnlidated financial statements
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LANSOi INCOME T\TFME NTS
YEAR ENDED DECEMBER 31

IN THOUSANDS EXCEPT PER SNARE AMOUNTS 2008 2007 2006

Net sates 287100 $272680 235846

Cost of sates 190910 173329 149970

Gross profit 96190 99351 85876

Research and development expenses 8160 8820 7412

Sethng general and administrative expenses 67269 64080 59947

Operating income 20761 26451 18517

Interest income 3017 3104 1401

Other income expense net 311 498

Income before provision for income taxes 24089 29562 19420

Provision for income taxes 8283 9332 5900

Net income 15806 20230 13520

Earnings per share

Basic 1.13 1.40 0.98

Dituted 1.09 1.33 0.94

Shares used in computing earnings per share

Basic 14015 14410 13818

Difuted 14456 15177 14432

The accompany op notes are ao integrat part
of these consoLidated finaric at statements
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COMeON STOCK ISSUED

IN THOUSANDS Shares Amount

Balance at December 31 2005 1964 169

Comprehensive income

Net income

Currency translation adjustment

Total comprehensive income

Shares issued for employee benetit plan 29

Purchase of treasury shares

Stock options exercised 550

Shares issued to Directors

Stock based compensation expense under SPAS 123R

Tax benefit from exercise of non qualified stock options

Reclassification of deterred stock based compensation on adoption of SFAS 123R

Balance at December 31 2006 17543 175

Comprehensive income

Net income

Currency translation adjustment

Total comprehensive income

Shares issued for employee benefit plan 23

Purchase of treasury shares

Stock opt ens exercised 981

Shares issued to Directors

Stock-based compensation expense under SFAS 123R

Adoption of FIN 48 Note 16

Tax benefit from exercise of non qualified stock options
________________________

Balance at December 31 2007 18547 185

Comprehensive income

Net income

Currency translation adjustment

Total comprehens ye income

Shares issued for employee benefit plan and compensation 55

Purchase of treasury shares

Stock options exercised 114

Shares issued to Directors

Stocs based compensation expense under SPAS 123R

Tax benefit from exercise of non qualified stock options and vested restricted stock

Balance at December 31 2008 18716 187

The accompanying notes are an integral part
at these consolidated nancial statements
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COMMON

Shares

3421

127

19

Accumutated Deferred

Paid-in Other Comprehensive Retained Stock-Based

Capitat Income Lossi Earnings Compensation

83220 5265 54994 163

SnucK IN TeFusuen

Amount

$29663

2589

288

8024

13520

528

7492

288

3117

827

163

947333529 31964

Totals

103292

529

2589

7497

3117

827

134217

Comprehensive

Income

13520

8024

21544

20230

8462

28692

15806

10471

5335

163

2759 68514

20230

8462

630 631

471 14519 14519

12588 12597

25 370 370

3521 3521

236 236

3339 3339

3975 46113 114441 11221 88508 168242

15806

10471

632 633

1118 266891 26689

1157 1158

23 353 353

4243 4243

431 431

5070 $172449 120551 750 104314 153353



IN THOUSANDS

CASH PROVIDED BY OPERATING ACTIVITIES

Net income

Adjustments to reconcile net ncome to net cash provided by operating act vities

Depreciation and amortization

Provision for doubtful accounts

Provision tor inventory write downs

Deferred income taxes

Tax benefit from exercise of stock options and vested restricted stock

Excess tax benefit from stockbased compensation

Shares issued for employee beneht ptan

Stockbased compensation

Changes in operating assets and liabilities

Accounts receivabte

Inventories

Prepaid expenses and other assets

Accounts payabte and accrued expenses

Accrued income and other taxes

Net cash provided by operating activities

CASH USED FOR INVESTING ACTIVITIES

Acquisition of equipment furniture and fixtures

Acquisition of intangible assets

Net cash used for investing activities

CASH USED FOR PROVIDED BY FINANCING ACTIVITIES

Proceeds from stock options exercised

Treasury stock purchased

Excess tax benefit from stockbased compensation

Net cash used for provided by financing activities

Effect of exchange rate changes on cash

Net decrease increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivaLents at end of year

6084 4675 4187

442 23 210

2671 2146 1810

448 219 637

431 3339 827

344 3320 1275

633 631 529

4243 3521 3117

11478 15033 17120

112219 19194 1280

11888 837 1459

15557 3982 2546

662 19 26d1

30152 19937 17212

5945 14802 4057

11475 11381 1101

742 16831 568i

1158 12597 7497

26689 114519 2589

344 3320 275

125187 1398 5183

18917 5383 5107

11372 20535 22434

86610 66075 43641

75238 86610 66075

YEAR ENDED DECEMBER 31

2008 2007 2006

15806 20230 13520

Supplemental Cash Flow Information Income taxes paid were $8.2 milon $8.1 million and $8.7 million in 2008 2007 and 2006 respectively

Tho accorrparyng notes are an stegra part of these conso dated narcat statements
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NOTr NCr1AL STA1i
NOTE Description of Business

UniversaL ELectronics Inc based in Southern CaLifornia has deveLoped broad tine of easy-to-use pre programmed universaL wireLess

controL products and audio-video accessories that are marketed to enhance home entertainment systems as weLL as software designed

to enabLe consumers to wireLessly connect controL and interact with an increasingLy compLex home environment Our primary markets

incLude retaiL private LabeL originaL equipment manufacturers OEMsl custom instaLLers cabLe and sateLLite service providers and

companies in the personaL computing industry Over the past 21 years we have deveLoped broad portfoLio of patented technoLogies and

database of home connectivity software that we License to our customers incLuding many Leading Fortune 500 companies In addition we

seLL our universaL wireLess controL products and other audio/visuaL accessories through our European headquarters in the NetherLands

and to distributors and retaiLers in Europe AustraLia New ZeaLand South Africa the MiddLe East Mexico and seLected countries in Asia

and Latin America under the One For ALL brand name

As used herein the terms we us and our refer to UniversaL ELectronics Inc and its subsidiaries unLess the context indicates to

the contrary

NOTE Summary of Significant Accounting PoLicies

PRINCIPLES OF CONsOLIDATION The consoLidated financiaL statements incLude our accounts and those of our whoLLy owned subsidiaries

ALL the intercompany accounts and significant transactions have been eLiminated in the consoLidated financiaL statements

SEGMENT REALIGNMENT In the third quarter of 2006 we integrated the SimpLeDevices business segment into our Core Business segment

in order to more cLoseLy aLign our financiaL reporting with our business structure The segment integration did not impact previousLy

reported consoLidated net revenue income from operations net income or earnings per share

ESTIMATES AND AssuMPTIONs The preparation of financiaL statements in conformity with accounting principLes generaLLy accepted in the

United States of America requires us to make estimates and judgments that affect the reported amounts of assets and LiabiLities discLo

sure of contingent assets and LiabiLities at the date of the financiaL statements and the reported amounts of revenues and expenses during

the reporting period On an on-going basis we evaLuate our estimates and judgments incLuding those reLated to revenue recognition

aLLowance for saLes returns and doubtfuL accounts warranties inventory vaLuation business combination purchase price aLLocations our

review for impairment of Long Lived assets intangibLe assets and goodwiLL income taxes and stock-based compensation expense ActuaL

resuLts may differ from these judgments and estimates and they may be adjusted as more information becomes avaiLabLe Any adjustment

may be materiaL

REVENUE RECOGNITION We recognize revenue on the saLe of products when deLivery has occurred there is persuasive evidence of an

arrangement the saLes price is fixed or determinabLe and coLLectabiJty is reasonabLy assured

We record provision for estimated saLes returns on retaiL product saLes in the same period as the reLated revenues are recorded

These estimates are based on historicaL saLes returns anaLysis of credit memo data and other known factors The provision recorded for

estimated saLes returns and aLLowances is deducted from gross saLes to arrive at net saLes in the period the reLated revenue is recorded

We accrue for discounts and rebates on product saLes in the same period as the reLated revenues are recorded based on historicaL

experience Changes in such accruaLs may be required if future rebates and incentives differ from our estimates Rebates and incentives

are recognized as reduction of saLes if distributed in cash or customer account credits Rebates and incentives are recognized as cost of

saLes if we provide products or services for payment

SaLes aLLowances reduce gross accounts receivabLe to arrive at accounts receivabLe net in the same period the reLated receivabLe is

recorded We have no obLigations after deLivery of our products other than the associated warranties Note 21 We maintain an aLLow

ance for doubtfuL accounts for estimated Losses resuLting from the inabiLity of our customers to make payments for products soLd or ser

vices rendered The aLLowance for doubtfuL accounts is based on variety of factors incLuding historicaL experience Length of time receiv

abLes are past due current economic trends and changes in customer payment behavior ALso we record specific provisions for individuaL

accounts when we become aware of customers inabiLity to meet its financiaL obLigations to us such as in the case of bankruptcy fiLings



or deterioration in the customers operating resuLts or financiaL position If circumstances reLated to customer change our estimates of

the recoverabiLity of the receivabLes wouLd be further adjusted either upward or downward

We generate service revenue which is paid monthLy as resuLt of providing consumer support programs to some of our customers

through our caLL centers These service revenues are recognized when services are performed persuasive evidence of an arrangement

exists the saLes price is fixed or determinabLe and coLtectabitity is reasonabLy assured

We aLso License our inteLLectuaL property incLuding our patented technoLogies trade secrets trademarks and database of infrared

codes We record License revenue when our customers ship product incorporating our inteLLectuaL property persuasive evidence of an

arrangement exists the saLes price is fixed or determinabLe and cottectabitity is reasonabLy assured

We may from time to time initiate the saLe or License of certain inteLLectuaL property incLuding patented technotogies trademarks or

particuLar database of infrared codes When fixed upfront fee is received in exchange for the conveyance of patent trademark or

database deLivered that represents the cuLmination of the earnings process we record revenue when deLivery has occurred persuasive

evidence of an arrangement exists the saLes price is fixed or determinabLe and cottectibitity is reasonabLy assured

When saLes arrangement contains muLtipLe eLements such as software products Licenses and/or services we aLLocate revenue to

each eLement based on its reLative fair vaLue The fair vaLues for the muLtipLe eLements are determined based on vendor specific objective

evidence VSOE or the price charged when the eLement is soLd separateLy The residuaL method is utiLized when VSOE exists for aLL the

undeLivered eLements but not for the deLivered eLement This is performed by aLLocating revenue to the undeLivered eLements that have

VSOE and the residuaL revenue is aLLocated to the deLivered eLements When the fair vaLue for an undeLivered eLement cannot be deter

mined we defer revenue for the deLivered eLements untiL the undeLivered eLement is deLivered We Limit the amount of revenue recognition

for deLivered eLements to the amount that is not contingent on the future deLivery of products or services or subject to customer-specified

return or refund priviLeges

Effective January 2007 we appLied the opinion reached by the FASBs Emerging Issues Task Force on EITF Issue 06-3 How Taxes

CoLLected from Customers and Remitted to GovernmentaL Authorities ShouLd Be Presented in the Income Statement That Is Gross versus

Net Presentation LEITF 06-3 The consensus in EITF 06-3 did not require us to reevaLuate our existing accounting poLicies for income

statement presentation We present aLL non-income government-assessed taxes saLes use and vaLue added taxes coLLected from our

customers and remitted to governmentaL agencies on net basis excLuded from revenue in our financiaL statements The government-

assessed taxes are recorded in other accrued expenses untiL they are remitted to the government agency

FOREIGN CURRENCY TRANSLATION AND FOREIGN CURRENCY TRANSACTIONS WeusetheU.S.doLLarasourfunctionaLcurrencyforfinanciaL

reporting purposes The functionaL currency for our foreign operations is their LocaL currency The transLation of foreign currencies

into U.S doLLars is performed for baLance sheet accounts using exchange rates in effect at the baLance sheet dates and for revenue and

expense accounts using the average exchange rate during each period The gains and Losses resuLting from the transLation are incLuded

in the foreign currency transLation adjustment account component of accumuLated other comprehensive income in stockhoLders equity

and are excLuded from net income The portions of intercompany accounts receivabLe and accounts payabLe that are not intended for

settLement are transLated at exchange rates in effect at the baLance sheet date Our intercompany foreign investments and Long-term debt

are transLated using historicaL exchange rates

We recorded foreign currency transLation Loss of $10.5 miLLion for the year ended December 31 2008 and foreign currency transLa

tion gain of $8.5 miLLion and $8.0 miLLion for the years ended December 31 2007 and 2006 respectiveLy The foreign currency transLation

Loss of $10.5 miLLion for the year ended December 31 2008 was driven by the strengthening of the U.S doLLar versus the Euro The U.S

doLLar/Euro spot rate was 1.39 and 1.46 at December 31 2008 and December 31 2007 respectiveLy The foreign currency transLation Loss

during 2008 was compounded by our transfer of 47.0 miLLion or $60.2 miLLion into Hong Kong doLLars which are indexed to the U.S

doLLar in November 2008 The U.S doLLar/Euro spot rate at the time of transfer was 1.28 This composed approximateLy $7.2 miLLion of the

foreign currency transLation Loss for 2008

The foreign currency transLation gain of $8.5 miLLion for the year ended December31 2007 was driven by the weakening of the U.S

doLLar versus the Euro The U.S doLLar/Euro spot rate was 1.46 and 1.32 at December 31 2007 and December 31 2006 respectiveLy The

foreign currency transLation gain of $8.0 miLLion for the year ended December 31 2006 was driven by the weakening of the U.S doLLar ver

sus the Euro The U.S doLLar/Euro spot rate was 1.32 and 1.18 at December 31 2006 and December 31 2005 respectiveLy
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Transaction gains and Losses generated by the effect of changes in foreign currency exchange rates on recorded assets and liabilities

denominated in currency different than the functional currency of the applicable entity are recorded in other income expense net see

Note 15

.gjj AND CASH EQUIVALENTS Cash and cash equivalents include cash accounts and all investments purchased with initial maturities of

three months or less We maintain cash and cash equivalents with various financial institutions We mitigate our exposure to credit risk

by placing our cash and cash equivalents with high quality financial institutions These financial institutions are located in many different

geographic regions As part of our cash and risk management processes we perform periodic evaluations of the relative credit standing

of the financial institutions We have not sustained credit losses from instruments held at financial institutions

At December31 2008 we had approximately $8.4 million $6.1 million and $60.7 million of cash and cash equivalents in the United

States Europe and Asia respectively At December 31 2007 we had approximately $12.2 million $74.3 million and $0.1 million of cash and

cash equivalents in the United States Europe and Asia respectively

INVENToRIES Inventories consist of remote controls audio-video accessories and the related component parts Inventoriable costs

included materials labor freight-in and manufacturing overhead related to the purchase and production of inventories We value our

inventories at the lower of cost or market Cost is determined using the first-in first-out method We attempt to carry inventories in

amounts necessary to satisfy our customer requirements on timely basis

Product innovations and technological advances may shorten given products Life cycle We continually monitor our inventories to

identify any excess or obsolete items on hand We write-down our inventories for estimated excess and obsoLescence in an amount equal

to the difference between the cost of the inventories and its estimated net realizable value These estimates are based upon manage
ments judgment about future demand and market conditions Actual results may differ from managements judgments and additional

write-downs may be required Our total excess and obsolete inventory reserve as of December 31 2008 and 2007 was $1.5 million and

$1.8 million respectively or 3.5% and 5.0% of our total inventory balance

Eoui PHENT rURNITURE AND Ft XTURES Equipment furniture and fixtures are recorded at cost To qualify for capitalization an asset must

have useful life greater than one year and cost greater than $1000 for individual assets or $5000 for bulk assets For financial report

ing purposes depreciation is caLculated using the straight-line method over the estimated useful lives of the respective assets When

assets are retired or otherwise disposed of the cost and accumulated depreciation are removed from the appropriate accounts and any

gain or loss is included as component of depreciation expense in operating income

Estimated useful lives consist of the following

Tooling and equipment 2-7 Years

Computer equipment 3-5 Years

Software 3-5 Years

Furniture and fixture 57 Years

Leasehold improvements Lesser of lease term or useful lite to years

We purchase tooling equipment for the production of our products Tooting and equipment is recorded on our balance sheet but is located at our third party manufactures Tooling and

equipment as of December 31 2008 and 2007 was $1 1.6 million and $10.9 million respectiveLy see Note We analyze our tooling equipment tsr impairment annually

LoNe-LIVED ASSETS AND INTANGIBLE ASsETS Intangible assets consist principally of distribution rights patents trademarks trade names

and developed and core technologies Capitalized amounts related to patents represent external legal costs for the application and main

tenance of patents Intangible assets are amortized using the straight-line method over their estimated period of benefit ranging from two

to ten years

We assess the impairment of long-lived assets and intangible assets whenever events or changes in circumstances indicate that the

carrying value may not be recoverable Factors considered important which may trigger an impairment review include the following

significant underperformance relative to expected historical or projected future operating results significant changes in the manner

or use of the assets or strategy for the overall business significant negative industry or economic trends and significant decline in

our stock price for sustained period

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS



When we determine that the carrying vaLue may not be recoverabLe based upon the existence of one or more of the above indicators of

impairment we conduct an impairment review The asset is impaired if its carrying vaLue exceeds the sum of the undiscounted cash fLows

expected to resuLt from the use and eventuaL disposition of the asset In assessing recoverabiLity we must make assumptions regarding

estimated future cash fLows and other factors

The impairment Loss is the amount by which the carrying vaLue of the asset exceeds its fair vaLue We estimate fair vaLue utiLizing the

projected discounted cash fLow method and discount rate determined by our management to be commensurate with the risk inherent

in our current business modeL When caLcuLating fair vaLue we must make assumptions regarding estimated future cash fLows discount

rates and other factors For the years ended December 31 2008 2007 and 2006 we recorded impairment charges of $0.2 miLLion $0.1

miLLion and $0.1 miLLion respectiveLy reLated to our Long-Lived assets The impairment charges are recorded in depreciation expense We

recorded impairment charges reLated to our intangibLe assets of $0.1 miLLion for each of the years ended December 31 2008 2007 and

2006 The impairment charges are recorded in amortization expense

GooDwI LL We record the excess purchase price of net tangibLe and intangibLe assets acquired over their estimated fair vaLue as good
wiLL We have adopted the provisions of SFAS 142 GoodwiLL and IntangibLe Assets Under SFAS 142 we are required to test goodwiLL for

impairment at Least annuaLLy We evaLuate the carrying vaLue of goodwiLL as of December31 of each year and between annuaL evaLuations if

events occur or circumstances change that may reduce the fair vaLue of the reporting unit beLow its carrying amount Such circumstances

may incLude but are not Limited to significant adverse change in LegaL factors or in business cLimate unanticipated competition

or an adverse action or assessment by reguLator In performing the impairment review we determine the carrying amount of each

reporting unit by assigning assets and LiabiLities incLuding the existing goodwiLL to those reporting units see Note reporting unit is

defined as an operating segment or one LeveL beLow an operating segment referred to as component component of an operating seg

ment is deemed reporting unit if the component constitutes business for which discrete financiaL information is avaiLabLe and segment

management reguLarLy reviews the operating resuLts of that component Our domestic and internationaL components are reporting units

within our one operating segment Core Business

To evaLuate whether goodwiLL is impaired we compare the fair vaLue of the reporting unit to which the goodwiLL is assigned to the

reporting units carrying amount incLuding goodwiLL We estimate the fair vaLue of each reporting unit using the present vaLue of expected

future cash fLows for that reporting unit If the carrying amount Of reporting unit exceeds its estimated fair vaLue the amount of the

impairment Loss must be measured

The impairment Loss wouLd be caLcuLated by comparing the impLied fair vaLue of goodwiLL to its carrying amount In caLcuLating the

impLied fair vaLue of the reporting unit goodwiLL the present vaLue of the reporting units expected future cash fLows is aLLocated to aLL of

the other assets and LiabiLities of that unit based on their fair vaLues The excess of the present vaLue of the reporting units expected future

cash fLows over the amount assigned to its other assets and LiabiLities is the impLied fair vaLue of goodwiLL An impairment Loss wouLd be

recognized when the carrying amount of goodwiLL exceeds its impLied fair vaLue

We conducted annuaL goodwiLL impairment reviews as of December31 2008 2007 and 2006 Based on the anaLysis performed we deter

mined that the fair vaLues of our reporting units exceeded their carrying amounts incLuding goodwiLL and therefore they were not impaired

During the fourth quarter of 2004 we purchased SimpLeDevices for approximateLy $12.8 miLLion in cash incLuding direct acquisition

costs and potentiaL performance-based payment of our unregistered common stock if certain future financiaL objectives were achieved

As resuLt of the performance-based incentive and other factors our chief operating decision maker CODM reviewed SimpLeDevices

discrete operating resuLts through the second quarter of 2006 and SimpLeDevices was defined as an operating segment and reporting

unit as weLt

Effective at the end of second quarter 2006 we compLeted our integration of SimpLeDevices technoLogies with our existing technoLo

gies merged SimpLeDevices saLes engineering and administrative functions into our domestic reporting unit and the performance

based payment reLated to the acquisition expired Commencing in the third quarter of 2006 our CODM no Longer reviews SimpLeDevices

financiaL statements on stand aLone basis As resuLt of these activities SimpLeDevices became part of the domestic reporting unit

within our singLe operating segment

UNIVERSAL ELECTRONICS INC 2008 ANNUAL REPORT



INCOME TAXES Income tax expense incLudes U.S and foreign income taxes We account for income taxes using the
LiabiLity

method We

record deferred tax assets and deferred tax LiabiLities on our baLance sheet for expected future tax consequences of events that have been

recognized in different periods for financiaL statement purposes versus tax return purposes using enacted tax rates that wilL be in effect

when these differences reverse We record vaLuation aLLowance to reduce net deferred tax assets if we determine that it is more likeLy

than not that the deferred tax assets wiLL not be reaLized current tax asset or LiabiLity is recognized for the estimated taxes refundable or

payabLe for the current year

In accordance with the adoption of FIN 48 Accounting for Uncertainty in Income Taxes-an Interpretation of Statement No 109 if

tax position does not meet the more LikeLy than not standard fuLL reserve is estabLished against the tax asset or LiabiLity
is recorded

Additionally tax position that meets the more LikeLy than not recognition threshoLd is measured to determine the amount of benefit to

recognize in the financiaL statements The tax position is measured as the Largest amount of benefit that is greater than
fifty percent LikeLy

of being reaLized upon uLtimate settLement

CAPITALIZED SOFTWARE DEVELOPMENT COSTS We account for software deveLopment costs in accordance with SFAS No 86 Accounting for

the Costs of Computer Software to be Sold Leased or Otherwise Marketed Costs incurred internally whiLe creating computer software

product are expensed when incurred as research and deveLopment untiL technoLogicaL feasibiLity has been estabLished We determined

that technoLogicaL feasibiLity for our products is estabLished when working modeL is compLete Once technoLogicaL feasibiLity is estab

Lished software deveLopment costs are capitaLized untiL the product is availabLe for generaL reLease to customers and is then amortized

using the greater of the ratio that current gross revenues for prcduct bear to the totaL current and anticipated future gross revenues

or the straight-Line method over the remaining estimated economic Life of the product The straight-Line amortization periods for

capitaLized software deveLopment costs range from to years Software deveLopment costs consist primariLy of saLaries and empLoyee

benefits

At each baLance sheet date we compare the unamortized cost of software product to its net reaLizabLe vaLue The amount by which

the unamortized cost of software product exceeds the net reaLizabLe vaLue of that asset is written off The net reaLizabLe vaLue is the esti

mated future gross revenues attributabLe to each product reduced by its estimated future compLetion costs and disposaL Any remaining

amount of capitaLized software deveLopment costs that have been written down are considered to be the cost for subsequent accounting

purposes and the amount of the write-down is not subsequentLy restored

CapitaLized software deveLopment costs are stated at cost net of accumuLated amortization Unamortized capitaLized software deveL

opment costs were $0.7 miLLion and $0.4 miLLion at December 31 2008 and 2007 respectiveLy We capitaLized $0.6 miLlion $0.5 miLLion and

$0 for the years ended December 31 2008 2007 and 2006 respectiveLy Amortization expense reLated to capitaLized software deveLopment

costs was $0.3 miLLion $0.2 miLLion and $0.3 miLLion for the years ended December 31 2008 2007 and 2006 respectiveLy Note

RESEARCH AND DEVELOPMENT We account for research and deveLopment costs in accordance with SFAS No Accounting for Research

and DeveLopment Costs As such research and deveLopment costs are expensed as incurred and consist primariLy of saLaries empLoyee

benefits suppLies and materiaLs

ADVERTISING Advertising costs are expensed as incurred Advertising expense totaLed $2.4 miLLion $2.3 miLLion and $2.2 miLLion for the

years ended December31 2008 2007 and 2006 respectiveLy

iLIPING AND HANDLING FEES AND COSTS In accordance with Emerging Issues Task Force issued EITF 00-10 Accounting for Shipping and

HandLing Fees and Costs we incLude shipping and handLing fees biLled to customers in net saLes Shipping and handLing costs associated

with in-bound freight are recorded in cost of goods soLd Other shipping and handLing costs are incLuded in seLLing generaL and adminis

trative expenses and totaLed $8.4 miLLion $7.9 miLLion and $6.9 miLLion for the years ended December 31 2008 2007 and 2006 respectiveLy

DERIVATIVES Our foreign currency exposures are primarily concentrated in the Euro British Pound and Hong Kong doLLar We periodicaLLy

enter into foreign currency exchange contracts with terms normaLly Lasting Less than nine months to protect against the adverse effects

that exchange-rate fLuctuations may have on our foreign currency-denominated receivabLes payabLes cash fLows and reported income

We do not enter into financiaL instruments for specuLation or trading purposes Such contracts involve the risk of nonperformance by the

counterparty which may resuLt in materiaL Loss
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The derivatives we enter into have not quaLified for hedge accounting The gains and Losses on both the derivatives and the foreign cur

rency-denominated baLances are recorded as foreign exchange transaction gains or Losses and are cLassified in other income expense

net Derivatives are recorded on the baLance sheet at fair vaLue The estimated fair vaLue of derivative financiaL instruments represents the

amount required to enter into simiLar offsetting contracts with simiLar remaining maturities based on quoted market prices Refer to Note

22 for further discussion on derivatives

STocK-BAsED CoMPENsATIoN Effective January 12006 we adopted the fair vaLue recognition provisions of SFAS No 123R Share-Based

Payment LSFAS 123R using the modified-prospective transition method Under this transition method compensation expense recog

nized for the year ended December 31 2006 incLudes compensation expense for aLL share-based awards granted prior to but not yet

vested as of January 2006 based on the grant date fair vaLue estimated in accordance with the originaL provisions of SFAS 123 and

compensation expense for aLL share-based awards granted subsequent to December31 2005 based on the grant-date fair vaLue estimated

in accordance with the provisions of SFAS 123R

We recognize stock-based compensation expense net of estimated forfeitures on straight-Line basis over the service period of the

award which is generaLLy the vesting term of three to four years In March 2005 the Securities and Exchange Commission the SEC
issued Staff Accounting BuLLetin No 107 SAB 107 regarding the SECs interpretation of SEAS 123R and the vaLuation of share-based

compensation for pubLic companies We have appLied the provisions of SAB 107 to our adoption of SFAS 123R

We use the BLack-SchoLes option pricing modeL to estimate the grant date fair vaLue of stock options The assumptions utiLized in the

BLack-SchoLes modeL incLude the foLLowing weighted average
fair vaLue of grant risk-free interest rate expected voLatiLity and expected

Life in years Refer to Note 10 and Note 11 for further discussion on stock-based compensation

NEW AccouNTI NO PRONOUNCEMENTS In September 2006 the FASB issued SFAS No 157 Fair VaLue Measurements SFAS 57 which

defines fair vaLue estabLishes framework for measuring fair vaLue in accordance with generaLLy accepted accounting principLes in the

United States of America and expands discLosures about fair vaLue measurements for assets and LiabiLities SFAS 157 appLies when other

accounting pronouncements require or permit assets or LiabiLities to be measured at fair vaLue AccordingLy SFAS 157 does not require

new fair vaLue measurements In February 2008 the FASB issued their first Staff Position for SEAS 157 FSP FAS 157-1 to amend SEAS

157 to excLude SEAS 13 Accounting for Leases and other accounting pronouncements that address fair vaLue measurements for pur

poses
of Lease cLassification or measurement under SEAS 13 However this scope exception does not appLy to assets acquired and LiabiLi

ties assumed in business combination that are required to be measured at fair vaLue under SEAS 141 Business Combinations or SEAS

141R Business Combinations regardLess of whether those assets and LiabiLities are reLated to Leases In addition in February 2008

the FASB issued their second Staff Position for SEAS 157 ESP FAS 157-2 which deLays the effective date of SEAS 157 for non-financiaL

assets and non-financiaL LiabiLities except for items that are recognized or discLosed at fairvaLue in an entitys financiaL statements on

recurring basis at Least annuaLLy untiL fiscaL years beginning after November 15 2008 We adopted the provisions of SFAS 157 in the first

quarter of 2008 except for those items within scope of FSP FAS 157-2 which we wiLL adopt in the first quarter of 2009 The adoption of

SEAS 157 did not have materiaL effect on our consoLidated resuLts of operations and financiaL condition during the year ended December

31 2008 see Note 22 for reLated discLosure In addition we do not beLieve that the adoption of FSP FAS 157-2 wiLL have materiaL effect on

our consoLidated resuLts of operations and financiaL condition

In February 2007 the FASB issued SEAS No 159 The Fair VaLue Dption for FinanciaL Assets and FinanciaL LiabiLities-IncLuding an

amendment of EASB Statement No 115 SEAS 159 SEAS 159 expands the use of fair vaLue accounting but does not affect existing

standards that require assets or LiabiLities to be carried atfairvatue Under SEAS 159 company may eLect to use fair vaLue to measure

accounts and Loans receivabLe avaiLabLe-for-saLe and heLd-to-maturity securities equity method investments accounts payabLe guar

antees and issued debt Dther eLigibLe items incLude firm commitments for financiaL instruments that otherwise wouLd not be recognized

at inception and non-cash warranty obLigations where warrantor is permitted to pay
third party to provide the warranty goods or

services If the use of fair vaLue is eLected any upfront costs and fees reLated to the item must be recognized in earnings and cannot be

deferred such as debt issuance costs The fair vaLue eLection is irrevocabLe and generaLLy made on an instrument-by-instrument basis

even if company has simiLar instruments that it eLects not to measure based on fair vaLue At the adoption date unreaLized gains and

Losses on existing items for which fair vaLue has been eLected are reported as cumuLative adjustment to beginning retained earnings

Subsequent to the adoption of SEAS 159 changes in fair vaLue are recognized in earnings SEAS 159 is effective for fiscaL years beginning
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after November 15 2007 and was adopted by us in the first quarter of 2008 The adoption of SFAS 159 did not have material effect on our

consolidated results of operations and financial condition during the year ended December 31 2008

In June 2007 the FASB ratified EITF 07-3 Accounting for Nonrefundable Advance Payments for Goods or Services Received for Use

in Future Research and Development Activities EITF 07-3 EITF 07-3 requires that nonrefundable advance payments for goods or

services that will be used or rendered for future research and development activities be deferred and recognized as an expense as the

goods are delivered or the related services are performed EITF 07-3 is effective on prospective basis for fiscal years beginning after

December 15 2007 and was adopted by us in the first quarter of 2008 We did not have any arrangements with advance payments and

therefore the adoption of EITF 07-3 did not have material effect on our consolidated financial position results of operations or cash flows

for the year ended December 31 2008

In December 2007 the FASB issued SFAS No 141 revised 2007 Business Combinations SFAS 141 SFAS 141R establishes

principles and requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets acquired the

liabilities assumed any noncontrolling interest in the acquiree and the goodwill acquired SFAS 141R also establishes disclosure require

ments to enable the evaluation of the nature and financial effects of the business combination SPAS 141R is effective as of the beginning

of an entitys fiscal year that begins after December 15 2008 and will be adopted by us in the first quarter of fiscal 2009 The adoption of

Statement 141R will effect the total purchase price of future acquisitions as acquisition costs will now be expensed and the allocation of

fair value to specific assets and liabilities will be different We are continuing to evaluate the impact the adoption of SFAS 141R will have on

our consolidated results of operations and financial condition

In December 2007 the FASB ratified EITF 07-1 Accounting for Collaborative Arrangements Related to the Development and

Commercialization of Intellectual Property EITF 07-1 EITF 07-1 defines collaborative arrangements and establishes disclosure

requirements for transactions between participants in collaborative arrangement and between participants and third parties in the

arrangement EITF 07-1 is effective as of the beginning of an entitys fiscal year that begins after December 15 2008 and should be applied

retrospectively to all prior periods presented for all collaborative arrangements existing as of the effective date EITF 07-1 is effective for

us beginning January 2009 Currently we do not have any collaborative arrangements therefore we do not believe that the adoption of

EITF 07-1 will have material effect on our consolidated results of operations and financial condition

In December 2007 the FASB issued SFAS No 160 Noncontrolling Interests in Consolidated Financial Statements an amendment

of ARB No 51 SFAS 160 SFAS 160 changes the accounting for and the financial statement presentation of noncontrolling equity

interests in consolidated subsidiary SFAS 160 replaces the existing minority-interest provisions of Accounting Research Bulletin 51

Consolidated Financial Statements by defining new termnoncontrolling intereststo replace what were previously called minority

interests The new standard establishes noncontrolling interests as component of the equity of consolidated entity The underlying

principle of the new standard is that both the controlling interest and the noncontrolling interests are part of the equity of single eco

nomic entity the consolidated reporting entity Classifying noncontrolling interests as component of consolidated equity is change

from the current practice of treating minority interests as mezzanine item between liabilities and equity or as liability The change

affects both the accounting and financial reporting for noncontrolling interests in consolidated subsidiary SPAS 160 includes reporting

requirements intended to clearly identify and differentiate the interests of the parent and the interests of the noncontrolling owners The

reporting requirements are required to be applied retrospectively SFAS 160 is effective for fiscal years and interim periods within those

fiscal years beginning on or after December 15 2008 Early adoption is prohibited We do not believe that the adoption of SFAS 160 will

have material effect on our financial statements as we do not have any noncontrolling equity interests of consolidated subsidiary

In March 2008 the FASB issued SFAS No 161 Disclosures About Derivative Instruments and Hedging Activities-an amendment

of FA5B Statement No 133 SFAS 161 SFAS 161 amends and expands the disclosure requirements of SFAS 133 Accounting for

Derivative Instruments and Hedging Activities to provide improved transparency into the uses and financial statement impact of deriva

tive instruments and hedging activities We will be required to provide enhanced disclosures about how and why we use derivative instru

ments how they are accounted for and how they affect our financial performance This statement is effective for financial statements

issued for fiscal years and interim periods beginning after November 15 2008 with early application encouraged SFAS 161 encourages

but does not require comparative disclosures for earlier periods at initial adoption SFAS 161 is effective for us beginning January 2009

We are currently assessing the impact that SFAS 161 will have on our consolidated results of operations and financial condition
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In ApriL 2008 the FASB issued Staff Position 142-3 Determination of the UsefuL Life of IntangibLe Assets FSP FAS 142-3 FSP FAS

142-3 amends the factors that shouLd be considered whiLe deveLoping renewaL or extension assumptions to be utilized when determining

the usefuL Life of recognized intangible asset under SEAS No 142 GoodwiLL and Other IntangibLe Assets SFAS 142 The intent of this

FSP is to improve the consistency between the usefuL Life of recognized intangible asset under SFAS 142 and the period of expected cash

flows used to measure the fair vaLue of the asset under SFAS 141 and other U.S GAAP The FSP FAS 142-3 requirements wiLl be appLied

prospectiveLy to aLL intangibLe assets recognized as of and subsequent to the effective date EarLy adoption is prohibited FSP FAS 142-3 is

effective for us beginning January 2009 We are currentty assessing the impact that FSP FAS 142-3 wiLL have on our consoLidated resuLts

of operations and financiaL condition

In May 2008 the FASB issued SFAS No 162 The Hierarchy of GeneralLy Accepted Accounting Principles SFAS 162 SFAS 162 iden

tifies the sources of accounting principLes and the framework for seLecting the principLes used in the preparation of financiaL statements

of nongovernmentaL entities that are presented in conformity with accounting principLes generaLLy accepted in the United States the GAAP

hierarchy SFAS 162 was effective for us during the fourth quarter of 2008 The adoption of SEAS 162 did not have material effect on our

consolidated resuLts of operations and financial condition

In June 2008 the FASB issued Staff Position on EITF 03-6 Determining Whether Instruments Granted in Share-Based Payment

Transactions Are Participating Securities FSP EITF 03-6-1 FSP EITF 03-6-1 addresses whether instruments granted in share-based

payment transactions are participating securities prior to vesting and therefore need to be included in the earnings aLLocation in comput

ing earnings per share under SEAS No 128 Earnings per Share EITE 03-6-1 is effective for financiaL statements issued for fiscaL years

and interim periods beginning after December 15 2008 and should be appLied retrospectively to aLL prior periods Early adoption is pro

hibited FSP EITF 03-6-1 is effective for us beginning January 2009 We do not expect the adoption of FSP EITF 03-6-1 to have materiaL

effect on our consoLidated resuLts of operations and financial condition

In June 2008 the FASB ratified EITF Issue No 08-3 Accounting for Lessees for Maintenance Deposits Under Lease Arrangements

EITF 08-3 EITF 08-3 provides guidance for accounting for nonrefundabLe maintenance deposits It also provides revenue recognition

accounting guidance for the lessor EITF 08-3 is effective for fiscal years beginning after December 15 2008 The implementation of this

standard is not expected to have materiaL effect on our consoLidated financiaL position and resuLts of operations

In September 2008 the FASB issued FSP 133-1 and FIN 45-4 DiscLosures about Credit Derivatives and Certain Guarantees An

Amendment of FASB Statement No 133 and FASB Interpretation No 45 and Clarification of the Effective Date of FASB Statement No

161 FSP 133-1 and FIN 45-4 FSP 133-1 and FIN 45-4 amends and enhances discLosure requirements for seLLers of credit derivatives

and financiaL guarantees It aLso cLarifies that the disclosure requirements of SEAS 161 are effective for quarterly periods beginning

after November 15 2008 and fiscaL years that include those periods FSP 133-1 and FIN 45-4 is effective for reporting periods annuaL or

interim ending after November 15 2008 The impLementation of this standard is not expected to have materiaL effect on our consoLidated

financiaL position and resuLts of operations

In October 2008 the FASB issued FSP 157-3 Determining Fair VaLue of FinanciaL Asset in Market That Is Not Active FSP 157-

FSP 157-3 cLarifies the appLication of SEAS 157 in an inactive market and demonstrates how the fair vaLue of financiaL asset is

determined when the market for that financiaL asset is inactive ESP 157-3 was effective upon issuance including prior periods for which

financiaL statements had not been issued The impLementation of this standard did not have materiaL effect on our consolidated financiaL

position and results of operations

In November 2008 the FASB ratified EITE Issue No 08-7 Accounting for Defensive IntangibLe Assets EITF 08-7 EITF 08-7 appLies

to defensive intangibLe assets which are acquired intangible assets that the acquirer does not intend to activeLy use but intends to hoLd to

prevent its competitors from obtaining access to them As these assets are separately identifiabLe EITF 08-7 requires an acquiring entity

to account for defensive intangible assets as separate unit of accounting Defensive intangible assets must be recognized at fair value

in accordance with SEAS 141R and SFAS 157 EITF 08-7 is effective for defensive intangible assets acquired in fiscalyears beginning on or

after December 15 2008 and wilL be adopted by us in the first quarter of fiscaL 2009 We are currently evaLuating the potentiaL impact if

any of the adoption of EITF 08-7 on our consoLidated financiaL position and resuLts of operations
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In November 2008 the FASB ratified EITF Issue No 08-6 Equity Method Investment Accounting Considerations EITF 08-6 EITF

08-6 cLarifies the accounting and impairment considerations invoLving equity method investments after the effective date of SFAS 141R and

SFAS 160 EITF 08-6 atso provides guidance on how an equity method investor shouLd account for contingent consideration This issue is

effective in fiscaL years beginning on or after December 15 2008 EarLy adoption is prohibited We do not beLieve that the adoption of EITF

08-6 wiLL have materiaL effect on our financiaL statements as we do not have any equity method investments

NOTE GoodwiLL and Intangible Assets

Under the requirements of SFAS 142 GoodwiLL and IntangibLe Assets the unit of accounting for goodwiLL is at LeveL of reporting referred

to as reporting unit SFAS 142 defines reporting unit as either an operating segment-as defined in SFAS 131 DiscLosures about

Segments of an Enterprise and ReLated Information or one LeveL beLow an operating segmentreferred to as component Our

domestic and internationaL components are reporting units within our one operating segment Core Business GoodwiLL is evaLuated for

impairment as of December31 of each
year and between annuaL evaLuations if events occur or circumstances change indicating that more

than LikeLy than not the fair vaLue of reporting unit has been reduced beLow its carrying amount

Effective at the end of second quarter 2006 we compLeted our integration of SimpteOevices technoLogies with our existing technoLo

gies merged SimpLeDevices saLes engineering and administrative functions into our domestic reporting unit and the performance-

based payment reLated to the acquisition expired In addition our CODM no Longer reviews SimpteDevices financiaL statements on stand

aLone basis commencing in the third quarter of 2006 As resuLt of these activities SimpteDevices became part of the domestic report

ing unit within our singLe operating segment

GoodwiLL reLated to the domestic component was the resuLt of our acquisition of remote controL company in 1998 and the acquisi

tion of software company SimpteDevices Inc in 2004 GoodwiLL reLated to our internationaL component resuLted from the acquisition of

remote controL distributors in the UK in 1998 Spain in 1999 and France in 2000

The goodwiLL amounts reLated to our domestic and internationaL components are the foLLowing

DECEMBER 31

2007IN THOUSANDS 2008

GoodwiLL

United States 8314 8314

lnternationaH 2443 2549

Total goodwill 10757 10863

The difference in internationaL
goodwiLt reported at December31 2008 ae compared to the goodwill reported at December31 2007 wae the result ot fluctuations in the foreign currency

eechange rates used to transLate the balance into u.s dottars

Our other intangibLe assets consist primariLy of distribution rights patents trademarks purchased and deveLoped core technoLogies and

capitaLized software deveLopment costs CapitaLized amounts reLated to our patents represent externaL LegaL costs incurred for their appLi

cation and maintenance IntangibLe assets are amortized utiLizing the straight-Line method over our estimated period of benefit ranging

from one to ten years
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Detailed information regarding our other intangible assets is as fo.Lows

IN THOUSANDS 2OO8i 2OO7

Carrying amount

Distribution rights 10 years 399 419

Patents 10 years 7115 6335

Trademark and trade names 10 years 840 840

Core technology years 1630 1630

Capitalized software development 11-2 years 1030 499

Other 15 years 370

Total carrying amount 11014 10093

AccumuLated amortization

Distribution rights
53 56

Patents 3292 2695

Trademark and trade names 357 273

Core technology 1386 1060

Capitalized software development
289 68

Other 241

Total accumulated amortization 5377 4393

Net carrying amount

Distribution rights 346 363

Patents 3823 3640

Trademark and trade names 483 567

Core technology 244 570

Capitalized software development 741 431

Other 129

TotaL net carryg amount 5637 5700

This table escLudes fully amortized intangible assets of $5928 thousand and $5457 thousand as of December 31 2008 and 2007 respectively

Amortization expense is recorded in selling general and administrative expenses except for amortization expense related to capital

ized software development which is recorded in cost of sales Amortization expense for the
years

ended December 31 2008 2007 and

2006 was approximately $1.5 million $1.3 million and $1.5 million respectively

accordance with SFAS 144 Accounting for the Impairment or Disposal of Long-Lived Assets patents with carrying amount of

$27 thousand capitalized software development with carrying value of $46 thousand and other intangibles with carrying amount of

$55 thousand were disposed of in 2008 We disposed of patents with carrying amounts of $73 thousand and $55 thousand in 2007 and

2006 respectively These assets no longer held any probable future economic benefits and were written-off Impairment charges are

included in selling general and administrative expenses Please see Note under the caption Long-Lived Assets and Intangible Assets

for further information about the valuation methodology utilized
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Estimated future amortization expense related to our other intangible assets at December 31 2008 is as follows

IN THOUSANDS

2009 1491

2010 1042

2011 773

2012 773

2013 773

Thereafter 785

5637

The weighted average amortization period of intangible assets is 5.3 years

NOTE Accounts ReceivabLe

Accounts receivable consisted of the following at December31 2008 and 2007

IN THOUSANDS 2008 2007

Trade receivable gross 65014 63528

Allowance for doubtful accounts 2330

Allowance for sales returns 2823 1482

Net trade receivable 59752 59716

Other 73 430

Accounts receivable net 59825 60146

Other receivabte as of December31 2007 consisted primarily ot tenant improvement allowance provided by our landLord for the renovation and eoparision of our corporate headquarters
in Cypress California Construction was completed during the first

quarter
of 2008 and the tenant improvement aLlowance was substantiaLLy coLLected in the third

quarter
of 2008

SALES RETuRNs We record provision for estimated sales returns and allowances on retail product sales in the same period as the related

revenues are recorded These estimates are based on historical sales returns analysis of credit memo data and other known factors The

provision recorded for estimated sales returns and allowances is deducted from gross sales to arrive at net sales in the period the related

revenue is recorded Sales allowances reduce gross accounts receivable to arrive at accounts receivable net in the same period the

related receivable is recorded Our contractual sales return periods range up to six months We have no other obligations after delivery of

our products other than the associated warranties

The allowance for sales returns balance at December 31 2008 and 2007 contained reserves for items returned prior to year-end

but that were not completely processed and therefore not yet removed from the allowance for sales returns balance We estimate that if

these returns had been fully processed the allowance for sates returns balance would have been approximatey $0.8 million on December

31 2008 and 2007 The value of these returned goods was included in our inventory balance at December 31 2008 and 2007

ALLOWANCE FOR DOUBTFUL AccouNns Trade accounts receivable are recorded at the invoiced amount and do not bear interest Our allow

ance for doubtfu accounts is our best estimate of losses resulting from the inability of our customers to make their required payments

We maintain general allowance for doubtful accounts based on variety of factors including historical experience length of time

receivables are past due and current economic trends Also we record specific provisions for individual accounts when we become aware

of customers inability to meet its financial obligations to us such as in the case of bankruptcy filings or deterioration in the customers

operating results or financial position circumstances related to customer change our estimates of the recoverability of the receiv

ables wouLd be further adjusted either upward or downward
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The foLLowing changes occurred in the aLLowance for doubtfuL accounts during the years ended December31 2008 2007 and 2006

Balance at Additions to Baiaoco

Begioniog costs and Write-offsh at End of

SO OS of Period Eopeoses EX Effects Period

Year Ended December 31 2008 2330 442 333 2439

Year Ended December 31 2007 2602 23 2951 2330

Year Ended December 31 2006 2296 210 96 2602

NOTE Inventories

Inventories net consisted of the foLLowing at December 31 2008 and 2007

fIN T0005ANDSi 2008 2007

Components 7879 6750

Finished goods 37331 29982

Reserve for inventory obsoLescence 11535 1826

Inventories net 43675 34906

During the years ended December31 2008 and 2007 inventory writedowns totaLed $2.4 mitLion and $2.1 miLLion respectiveLy

Inventory write-downs are normaL part of our business and resuLt primariLy from product Life cycLe estimation variances and manufac

turing yieLd Loss

NOTE Equipment Furniture and Fixtures

Equipment furniture and fixtures net consisted of the foDowing at December 31 2008 and 2007

IN 00005ONDS 2007

Tooting 10567 9998

Computer equipment 2588 2581

Software 2937 2583

Furniture and tixtures 1740 1660

Leasehotd improvements 2824 1056

Machinery and equipment 1040 911

21696 18789

AccumuLated depreciation 14275 13725

7421 5064

Construction in progress 1265 2494

TotaL equipment furnCure and tixtures net 8686 7558

Depreciation expense incLuding tooLing depreciation which is recorded in cost of goods sofd was $4.6 miLLion $3.4 miLLion and $2.7

miLLion for the years ended December 31 2008 2007 and 2006 respectiveLy

As of December 31 2008 construction in progress consisted primariLy of $0.7 miLLion in tooLing and $0.5 miLLion in software We expect

that approximateLy 70% of the construction in progress costs wilL be pLaced in service during the first and second quarters of 2009 We

wiLL begin to depreciate those assets at that time As of December31 2007 construction in progress consisted primariLy of $1.0 miLLion in

LeasehoLd improvements $0.8 miLLion in tooLing and equipment $0.3 miLLion in software and $0.3 miLLion in furniture and fixtures

NOTE RevoLving Credit Line

Effective August 31 2006 we amended our originaL Credit FaciLity with Comerica Bank Comerica extending our Line of credit through

August 31 2009 The amended Credit FaciLity provides $15 miLLion unsecured revoLving credit agreement with Comerica Under the

Credit FaciLity the interest payabLe is variabLe and is based on the banks cost of funds or 12-month LIBOR pLus fixed margin of 1.25%

The interest rate in effect as of December 31 2008 using 12-month LIBDR pLus the fixed margin was 3.25% We pay commitment fee
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ranging from zero to maximum rate of 0.25% per year on the unused portion of the credit line depending on the amount of cash invest

ment retained with Comerica during each quarter At December 31 2008 the commitment fee rate was 0.25% Under the terms of the

Credit Facility dividend payments are allowed for up to 100% of the prior fiscal years net income to be paid within 90 days of the current

fiscal year end We are subject to certain financial covenants related to our net worth quick ratio and net income Amounts available for

borrowing under the Credit Facility are reduced by the outstanding balance of import letters of credit As of December31 2008 we did not

have any outstanding import letters of credit and the available balance on the line of credit was $15 million Furthermore as of December

31 2008 we were in compliance with alL financial covenants required by the Credit Facility

Under the amended Credit Facility we have the authority to acquire up to an additional 2.0 million shares of our common stock in the

open market From August 31 2006 through December 31 2008 we purchased 1686218 shares of our common stock leaving 313782

shares available for purchase under the Credit Facility see Note 10

Presently we have no borrowings under this Credit Facility however we cannot make any assurances that we wiLl not need to borrow

amounts under this facility or that this facility will be extended to us beyond its expiration date of August 31 2009 under comparable terms

or at all If this or any other credit facility is not available to us at time when we need to borrow we would have to use our cash reserves

which may have material adverse effect on our earnings cash flow and financial position

NOTE OtherAccrued Expenses

The components of other accrued expenses as of December31 2008 and 2007 are Listed below

IN THOUSANDS 2008 2007

Accrued freight 1846 1435

Accrued protessional fees 1245 580

Accrued advertising and marketing 644 735

Deferred income taxes 356 511

Accrued third-party commissions 262 204

Accrued sates and VAT taxes 410 499

Other 2050 2603

Total other accrued expenses 6813 6567

NOTE FinanciaL Instruments

Our financial instruments consist primarily of investments in cash and cash equivalents accounts receivable accounts payable and

accrued Liabilities The carrying vaLue of these instruments approximate fair value due to their short maturities

NOTE 10 Stockhotders Equity

FAIR PRICE PROVISIONS AND OTHER ANTI-TAKEOVER MEASURES OurRestatedCertificateoflncorporationasamendedcontainscertain pro

visions restricting business combinations with interested stockholders under certain circumstances and imposing higher voting require

ments for the approval of certain transactions fair price provisions Any of these provisions may deLay or prevent change in control

The fair price provisions require that holders of at least two-thirds of the outstanding shares of voting stock approve certain business

combinations and significant transactions with interested stockholders

TREASURY STOCK During the years ended December 31 2008 2007 and 2006 we repurchased 1118318 471300 and 127326 shares of our

common stock at cost of $26.7 milLion $14.5 million and $2.6 million respectiveLy Repurchased shares are recorded as shares held in

treasury at cost We generally hold shares for future use as management and the Board of Directors deem appropriate including com

pensating our outside directors During the years ended December 31 2008 2007 and 2006 we issued 23438 24688 and 19375 shares

respectiveLy to outside directors for services performed see Note 11

STOCK AWARDS TO OUTSIDE DIRECTORS We issue restricted stock awards to our outside directors as compensation for services performed

We grant each of our outside directors 5000 shares of our common stock annually each July 1st When an additional outside direc

tor joins our Board of Directors the director receives an allocated number of shares based on months of service during the initiaL year
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Under SFAS 123R compensation expense reLated to restricted stock awards is based on the fair vaLue of the shares awarded as of the

grant date The fair vaLue of these shares is amortized on straight-Line basis over the requisite service period of one year see Note ilL The

shares are issued from treasury stock using first-in-first-out cost basis which amounted to $0.4 miLLion and $0.4 miLLion in 2008 and 2007

respectivety

Refer to the tabLe beLow for shares granted to our outside directors from JuLy 2005 through December 31 2008 their fair market vaLue

and totaL amortization expense for the respective year

COMPENSATION EXPENSE

Shares Fair Market
___________________________________________________________

GRANT DATE Granted Vataev 2008 2007 2006 Unaested

July 2005 20000 325800 162900

July 2006 15000 272100 136050 136050

August 14 2006 4375 79406 45375 34031

October 23 2006 3438 72679 52850 19829

July 2007 22500 815512 362449 453063

April 24 2008 938 24834 24834

JuLy 2008 25000 524375 262188 262187

TotaL Amortization Expense 649471 687338 352810 262187

The fair market value is booed on the overage otthe high and tow trade prices on the date of grant

The unvested restricted stock compensation cost of $262187 wiLL be recognized in the first haLf of 2009 During the fourth quarter of

2007 2500 shares were forfeited due to the death of one of our outside directors The fair market vaLue of the forfeited shares amounted

to $90613 which has been excLuded from the above tabLe

NOTE 11 Stock-Based Compensation

STOCK-BASED COMPENSATION EXPENSE We account for our stock-based compensation pLans under SFAS 123R Stock-based compensation

expense for each empLoyee and director is presented in the same income statement caption as their cash compensation We recorded

$4.2 miLLion $3.5 miLLion and $3.1 miLLion incLuding amounts for restricted stock as described in Note i0 of totaL pre-tax stock-based

compensation expense during the years ended December 31 2008 2007 and 2006 respectiveLy

During the first quarter of 2008 as part of our annuaL compensation review cycLe the Compensation Committee of the Board of

Directors granted 115926 shares of restricted stock to our executives under the 2006 Stock Incentive PLan These awards were granted

to assist us in meeting our performance and retention objectives Compensation expense for these restricted stock awards is recognized

on straight-Line basis over the requisite service period of three years In accordance with SFAS 123R compensation expense reLated to

restricted stock awards is determined based on the fair vaLue of the shares awarded on the grant date We determined the fair vaLue of the

restricted stock utiLizing the
average

of the high and Low trade prices of our Companys shares on the grant date The stock-based com

pensation expense incLuded in SGA reLated to this award was $0.9 miLLion for the year ended December 31 2008

The income tax benefit under SFAS 123R from the recognition of stock-based compensation for the years ended December 31 2008

2007 and 2006 was $1.5 miLLion $1.2 miLLion and $1.0 miLLion respectiveLy

Stock-based compensation expense by income statement caption for the three years ended December 31 2008 2007 and 2006 was the

foLLowing

IN THOUSANDS 2000 2007 2006

Costotsales 17 31 26

Research and development 356 418 370

Setting general and xdministratve 3870 3072 2721

TotaL stock-based compensation expense 4243 3521 3117
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As of December 31 2008 we expect to recognize $2.8 miLLion of totaL unrecognized pre-tax stock-based compensation expense reLated

to non-vested stock options over weighted-average Life of 2.21 years

As part of the adoption of SFAS 123R we evaLuated the availabLe option pricing modeLs and the assumptions we may utiLize to estimate

the fair vaLue of stock options granted to empLoyees and directors We etected to utiLize the BLack-Schotes option pricing modeL As part

of our assessment of possibLe assumptions management determined that historicaL voLatiLity caLcuLated based on our activeLy traded

common stock is better indicator of expected volatiLity and future stock price trends than implied voLatiLity Therefore we caLcuLate the

expected voLatiLity of our common stock utilizing its historicaL voLatiLity over period of time equaL to the expected term of the stock option

In addition we examined the historicaL pattern of stock option exercises in an effort to determine if there were any discernibLe activity pat

terns based on employee cLassification From this anaLysis we identified two cLassifications 11 Executives and Board of Directors and

12 Non-Executives Our estimate of expected Life is computed utiLizing historicaL exercise patterns and post-vesting behavior within each

of the two identified cLassifications The risk-free interest rate over the expected term is equaL to the prevaiLing U.S Treasury note rate

over the same period

The assumptions we utilized in the Btack-Schotes option pricing modeL and the resuLting weighted average fair vaLue of stock option grants

were the foLLowing

DECEMBER 31U
2008 2007 2006

Weighted average fair vaLue of grants 9.08 11.77 7.50

Risk-free interest rate 2.75% 4.56% 4.72%

Expected voLatiLity
40.85% 39.06% 39.27%

Expected Life in years
4.74 5.25 4.89

The weighted average fair vatue of
grants

was calcutated utitizing the stock options granted during each respective period

We recognize the compensation expense reLated to stock option awards net of estimated forfeitures over the service period of the

award which is generalLy the option vesting term of three to four years We estimated the annuaL forfeiture rate for our executives and

board of directors group to be 2.66% 2.41% and 2.41% as of December 31 2008 2007 and 2006 respectiveLy based upon our historicaL

forfeitures We estimated the annuaL forfeiture rate for our non-executive empLoyee group to be 6.31% 5.95% and 5.95% as of December

31 2008 2007 and 2006 respectiveLy based on our historicaL forfeitures

Stock option activity during the years ended December31 2008 2007 and 2006 was the foLLowing

2000 2007 2006

Average Average Average

Weighted- Remaining Aggregate Weighted- Remaining Aggregate Weighted- Remaining Aggregate

Number ut Average Contractual Intrinsic Number Average Cnntractuai Intrinsic Number Average Contractual Intrinsic

Optivos Enercise Term Value ut Optiuns Esercise Term Value vf Optivns Esercise Term Value

ho 000s Price in years in 000s in 000s Price in years 000s in 000s Price in years 000s

Outstanding at

beginning of the year 1739 16.83 2480 13.73 3151 13.70

Granted 140 23.46 329 27.80 46 1815

Exercised 1114 10.19 1562 12.83 17263 1550 13.58 3036

Forfeited/canceLLed

expired 36 24.70 189 14.91 16.08

Outstanding at

end of year 1729 17.64 5.06 3045 1739 16.83 5.58 28884 2480 1373 5.51 18096

Vested and expected

to vest at end of year 1688 17.42 4.98 3045 1650 16.43 5.41 28079 2411 13.64 5.43 17783

Exercisable at

end of year 1267 15.34397 3044 1081 13.84 4.05 21187 1848 12.91 4.67 14994
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The aggregate intrinsic vaLue in the tabLe above represents the totaL pre-tax intrinsic vaLue the difference between our cLosing stock

price on the Last trading day of 2008 2007 and 2006 and the exercise price multipLied by the number of in-the-money options that wouLd

have been received by the option hoLders had aLL option hoLders exercised their options on December 31 2008 2007 and 2006 This amount

wiLL change based on the fair market vaLue of our stock The totaL intrinsic vaLue of stock options exercised in fiscaL 2008 2007 and 2006

was $1.6 miLLion $17.3 miLLion and $3.0 miLLion respectiveLy

During 2008 and 2007 there were no significant modifications made to outstanding stock options During 2006 stock options were

modified due to an empLoyees death resuLting in 2875 unvested stock options becoming fuLLy vested The incrementaL stock-based com

pensation expense resuLting from the modification was $0.01 miLLion

Cash received from option exercises for the years ended December31 2008 2007 and 2006 was $1.2 miLLion $12.6 miLLion and $7.5

miLLion respectiveLy The actuaL tax benefit reaLized from option exercises of the share-based payment awards was $0.4 miLLion $3.3 miL

Lion and $0.8 miLLion for the years ended December 31 2008 2007 and 2006 respectiveLy

Non-vested restricted stock award activity during the years ended December 31 2008 2007 and 2006 incLuding restricted stock issued to

directors as described in Note 10 was the foLLowing
Weighted Anerage

Shares Granted Grant Date

he ODDs Fair Value

Non-vested at December 31 2005 10 16.29

Granted 23 18.59

Vested 20 17.37

Forteited

Non-vested at December 31 2006 13 18.74

Granted 25 36.25

Vested 25 27.49

Forteited 36.25

Non-vested at December 31 2007 10 36.25

Granted 142 23.15

Vested 62 25.15

Forteited

Non-vested at December 31 2008 90 23.23

As of December 31 2008 we expect to recognize $2.1 miLLion of totaL unrecognized pre-tax stock-based compensation expense reLated

to non-vested restricted stock awards over weighted-average Life of 1.8 years

STOCK INCENTIVE PLANS

1993 STOCK INCENTtVE PLAN On January 19 1993 the 1993 Stock Incentive PLan 1993 PLan was approved Under the 1993 PLan 400000

shares of common stock were reserved for the granting of incentive and other stock options to officers key empLoyees and directors

The 1993 PLan provided for the granting of incentive and other stock options through January 18 2003 ALL options outstanding at the time

of termination of the 1993 PLan shaLL continue in fuLL force and effect in accordance with their terms The option price for incentive stock

options and non-quaLified stock options was not Less than the fair market vaLue at the date of grant The Compensation Committee deter

mined when each option was to expire but no option was exercisabLe more than ten years after the date the option was granted The 1993

PLan aLso provided for the award of stock appreciation rights subject to terms and conditions specified by the Compensation Committee

No stock appreciation rights have been awarded under this 1993 PLan There are no remaining options avaiLabLe for grant under the 1993

PLan There are 17400 shares outstanding under this pLan as of December 31 2008

1995 STOCK INCENTIVE PLAN On May 19 1995 the 1995 Stock Incentive PLan 1995 PLan was approved Under the 1995 PLan 800000

shares of common stock were avaiLabLe for distribution to our key officers empLoyees and directors The 1995 PLan provided for the

issuance of stock options stock appreciation rights perforiTlance stock units or arty combination thereof through May 18 2005 unLess
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otherwise terminated by resoLution of our Board of Directors The option prices for the stock options were equaL to the fair market vaLue at

the date of grant The Compensation Committee determined when each option was to expire but no option was exercisabLe more than ten

years after the date the option was granted No stock appreciation rights or performance stock units have been awarded under this 1995

PLan There are no remaining options avaiLabLe for grant under the 1995 PLan There are 50000 shares outstanding under this pLan as of

December 31 2008

1996 STOCK INCENTIvE PLAN On December 1996 the 1996 Stock Incentive PLan 1996 PLanl was approved Under the 1996 PLan

800000 shares of common stock were avaiLabLe for distribution to our key officers and empLoyees The 1996 PLan provided for the issu

ance of stock options stock appreciation rights performance stock units or any combination thereof through November 30 2007 unLess

otherwise terminated by the resoLution of our Board of Directors The option price for the stock options was equaL to the fair market vaLue

at the date of grant The Compensation Committee determined when each option was to expire but no option was exercisabLe more than

ten years after the date the option was granted No stock appreciation rights or performance stock units have been awarded under this

1996 PLan There are no remaining options avaiLabLe for grant under the 1996 PLan There are 21334 shares outstanding under this pLan as

of December31 2008

1998 SToCK INCENTIVE PLAN On May 27 1998 the 1998 Stock Incentive PLan 1998 PLan was approved Under the 1998 Ptan 630000

shares of common stock were avaiLabLe for distribution to our key officers empLoyees and directors The 1998 Ptan provided for the

issuance of stock options stock appreciation rights performance stock units or any combination thereof through May 26 2008 unLess

otherwise terminated by resoLution of our Board of Directors The option price for the stock options was not Less than the fair market vaLue

at the date of grant The Compensation Committee determined when each option was to expire but no option was exercisabte more than

ten years after the date the option was granted No stock appreciation rights or performance stock units have been awarded under this

1998 PLan There are no remaining options avaiLabLe for grant under the 1998 PLan There are 91000 shares outstanding under this pLan as

of December31 2008

1999 SToCK INcENTIVE PLAN On January 27 1999 the 1999 Stock Incentive PLan 1999 PLan was approved Under the 1999 PLan 630000

shares of common stock were avaiLabLe for distribution to our key officers and empLoyees The 1999 PLan provided for the issuance of

stock options stock appreciation rights performance stock units or any combination thereof through January 26 2009 unLess otherwise

terminated by resoLution of our Board of Directors The option price for the stock options was not Less than the fair market vaLue at the

date of grant The Compensation Committee determined when each option was to expire but no option was exercisabLe more than ten

years after the date the option was granted No stock appreciation rights or performance stock units have been awarded under this 1999

PLan There are 3125 remaining options avaiLabLe for grant under the 1999 PLan There are 39177 shares outstanding under this pLan as of

December 31 2008

1999A STOCK INCENTIVE PLAN On October 1999 the 1999A NonquaLified Stock PLan 1999A PLan was approved and on February

2000 the 1999A PLan was amended Under the 1999A PLan 1000000 shares of common stock were avaiLabLe for distribution to our key

officers and empLoyees The 1999A PLan provided for the issuance of stock options stock appreciation rights performance stock units or

any combination thereof through October 2009 unLess otherwise terminated by resoLution of our Board of Directors The option price for

the stock options was not Less than the fair market vaLue at the date of grant The Compensation Committee determined when each option

was to expire but no option was exercisabLe more than ten years after the date the option was granted No stock appreciation rights or

performance stock units have been awarded under this 1999A PLan There are 3791 remaining options avaiLabLe for grant under the 1999A

PLan There are 349959 shares outstanding under this pLan as of December 31 2008

2002 SToCK INCENTIVE PLAN On February 2002 the 2002 Stock Incentive PLan 2002 PLan was approved Under the 2002 PLan

1000000 shares of common stock were avaiLabLe for distribution to our key officers empLoyees and directors The 2002 PLan provided for

the issuance of stock options stock appreciation rights performance stock units or any combination thereof through February 2012

unLess otherwise terminated by resoLution of our Board of Directors The option price for the stock options was not Less than the fair mar
ket vaLue at the date of grant The Compensation Committee determined when each option was to expire but no option was exercisabLe

more than ten years after the date the option was granted No stock appreciation rights or performance stock units have been awarded

under this 2002 PLan There are 2997 remaining options avaiLabLe for grant under the 2002 PLan There are 421238 shares outstanding

under this pLan as of December 31 2008
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2003 STOCK INCENTIVE PLAN On June 18 2003 the 2003 Stock Incentive PLan 2003 PLan was approved Under the 2003 PLan 1000000

shares of common stock were avaiLabLe for distribution to our key officers empLoyees and directors The 2003 PLan provided for the

issuance of stock options stock appreciation rights performance stock units or any combination thereof through June 17 2013 unLess

otherwise terminated by resoLution of our Board of Directors The option price for the stock options was not Less than the fair market vatue

at the date of grant The Compensation Committee determined when each option was to expire but no option was exercisabLe more than

ten years after the date the option was granted No stock appreciation rights or performance stock units have been awarded under this

2003 PLan There are 21522 remaining options avaiLabLe for grant under the 2003 PLan There are 618061 shares outstanding under this

pLan as of December 31 2008

2006 STOCK INCENTIVE PLAN On June 13 2006 the 2006 Stock Incentive PLan 2006 Ptan was approved Under the 2006 PLan 1000000

shares of common stock were avaitabte for distribution to our key officers empLoyees and directors The 2006 PLan provided for the

issuance of stock options stock appreciation rights restricted stock units performance stock units or any combination thereof through

June 12 2016 unLess otherwise terminated by resoLution of our Board of Directors The option price for the stock options was not Less

than the fair market vaLue at the date of grant The Compensation Committee determined when each option is to expire but no option was

exercisabLe more than ten years after the date the option was granted No stock appreciation rights or performance stock units have been

awarded under this 2006 PLan There are 76282Lo remaining shares avaiLabLe for grant under the 2006 PLan There are 86937 restricted

stock awards and 121250 stock options outstanding under this pLan as of December 31 2008

Vesting periods for the above referenced stock incentive pLans range from three to four years

Significant option groups outstanding at December 31 2008 and the reLated weighted average exercise price and Life information are

Listed beLow
OPTIONS OUTSTANDING OPTIONS

Number Weighted- Weighted- Number

Outstanding Average Remaining Average Exercisable

Att2/31/OO Yexrsof Exercise Att2/3t/UB

hn 000si Cnntractuxi Life Price un 500si

EXERCISABLE

Weighted-

Average

Price

8.65

11.91

Range of Exercise Prices

$7.50 to 9.83 180 3.38 8.65 180

10.92 to 13.08 377 3.28 11.91 377

14.85 to 16.88 222 4.05 16.06 207 16.02

17.11 to 17.62 289 6.05 17.58 201 17.58

18.01 to 21.95 327 4.39 20.03 227 19.50

23.66 to 28.08 327 8.46 27.58 74 28.08

32.40 to 35.35 8.94 34.51 35.35

7.50 to 35.35 1729 5.06 17.64 1267 15.34

NOTE 12 Significant Customers and SuppLiers

StUNt FICANT CUSTOMERS During the years ended December 31 2008 2007 and 2006 we had net safes to one significant customer and one

customer that when combined with its subcontractors amounted to more than lOs/u of our totaL net saLes

Net sates to the first significant customer when combined with its sub-contractors totaLed $55.3 miLLion $46.0 miLLion and $41.6

miLLion accounting for 19.3% 16.9% and 17.7% of our totaL net saLes for the years ended December 31 2008 2007 and 2006 respectiveLy

Trade receivabLes with this customer and its sub-contractors amounted to $11.7 miLLion and $7.9 miLLion or 19.5% and 13.3% of our net

trade receivabLes at December31 2008 and 2007 respectiveLy

Net saLes to our second significant customer totaLed $38.6 miLLion $36.4 miLLion and $28.3 miLLion accounting for 13.4% 13.3% and

12.0% of our totaL net saLes for the years ended December31 2008 2007 and 2006 respectiveLy Trade receivabLes with this customer

amounted to $9.1 miLLion and $2.3 miLLion or 15.3% and 3.8% of our net trade receivabLes at December 31 2008 and 2007 respectiveLy The

December 31 2008 trade receivabLes baLance for this customer increased compared to December 31 2007 as the resuLt of an increase in

Large orders shipped Late in the fourth quarter 2008 as compared to fourth quarter 2007
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The Loss of these customers or any other customer either in the United States or abroad due to their financiaL weakness or bank

ruptcy or our inabiLity to obtain orders or maintain our order voLume with them may have materiaL effect on our financiaL condition

resuLts of operations and cash fLows

.I5NIFICANT SUPPLIERS Most of the components used in our products are avaiLabLe from muLtipLe sources We have eLected to purchase

integrated circuits used principaLLy in our wireLess controL products from two main sources Purchases from these suppLiers

amounted to more than 10% of totaL inventory purchases in 2008 Purchases from these suppLiers amounted to $28.2 million and $18.6

miLLion representing 15.2% and 10.0% respectiveLy of totaL inventory purchases for the year ended December 31 2008 Accounts payabLe

with these suppLiers amounted to $3.6 miLLion and $5.4 miLLion representing 8.1% and 12.0% of totaL accounts payabLe at December 31

2008 respectiveLy

During 2007 purchases from one of these suppLiers amounted to more than 10% of totaL inventory purchases Purchases from this

suppLier amounted to $23.7 miLLion representing 14.9% of totaL inventory purchases for the year ended December 31 2007 Accounts pay
abLe with this suppLier amounted to $3.2 miLLion representing 9.7% of totaL accounts payabLe at December 31 2007

For the year ended December 2006 there was different IC suppLier who provided more than 10% of totaL inventory purchases

Purchases from that suppLier amounted to $14.2 miLLion or 10.5% of totaL inventory purchases in 2006

During the years ended December 31 2008 2007 and 2006 purchases from two of our component and finished good suppLiers

amounted to more than 10% of totaL inventory purchases

Purchases from the first significant component and finished good suppLier amounted to $50.6 miLLion $46.5 million and $40.7 miLLion

representing 27.3% 29.2% and 30.0% of totaL inventory purchases for the years ended December 31 2008 2007 and 2006 respectively

Accounts payabLe amounted to $11.0 miLLion and $10.8 miLLion representing 24.7% and 32.6% of totaL accounts payabLe at December 31

2008 and 2007 respectiveLy

Purchases from the second significant component and finished good suppLier amounted to $38.1 miLLion $30.4 miLLion and $13.8

miLLion representing 20.6% 19.1% and 10.2% of totaL inventory purchases for the years ended December 31 2008 2007 and 2006 respec

tiveLy Accounts payabLe amounted to $15.6 miLLion and $6.3 miLLion representing 35.0% and 19.1% of totaL accounts payabLe at December

31 2008 and 2007 respectiveLy

For the year ended December 2006 an additionaL component and finished good suppLier provided more than 10% of totaL inventory

purchases Purchases from this suppLier amounted to $13.9 miLLion or 10.2% of totaL inventory purchases in 2006

We have identified aLternative sources of suppLy for these integrated circuits components and finished goods however there can be

no assurance that we wiLL be abLe to continue to obtain these inventory purchases on timeLy basis We generaLLy maintain inventories of

our integrated circuits which may be used in part to mitigate but not eLiminate deLays resuLting from suppLy interruptions An extended

interruption shortage or termination in the suppLy of
any of the components used in our products or reduction in their quality or reLiabiL

ity or significant increase in the prices of components wouLd have an adverse effect on our business resuLts of operations and cash fLows

As of December 31 2008 we had contractuaL obLigations to purchase $20.8 miLLion of inventory from various suppLiers over the subse

quent five year period

NoTE 13 Leases

We Lease office and warehouse space and certain office equipment under operating Leases that expire at various dates through September

2013 Some of our Leases are subject to rent escaLations For these Leases we recognize rent expense for the totaL contractuaL obLiga

Lion utiLizing the straight-Line method over the Lease term ranging from 36 to 73 months The reLated
LiabiLity

is recorded in other accrued

expenses Note The LiabiLity reLated to rent escaLations was $0.1 miLLion at both December 31 2008 and 2007

The Lease agreement for our corporate headquarters contains an aLLowance for tenant improvements of $0.4 miLLion which was paid to

us upon compLetion of the renovation in 2008 This tenant improvement aLLowance is being amortized as credit against rent expense over

the 73 month term of the Lease beginning January 2006
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The tease agreement for our customer call center contains an allowance for tenant improvements of $0.2 milLion which was paid to us

upon completion of the renovation in 2007 This tenant improvement atlowance is being amortized as credit against rent expense over

the 48 month term of the tease beginning June 2007

Rent expense for our operating teases was $2.6 miltion $2.2 milLion and $1.8 miltion for the years ended December 31 2008 2007 and

2006 respectively

The foLLowing table summarizes future minimum non-cancelable operating tease payments with initial terms greater than one year at

December 31 2008

IN THOUSANDS YeorersdirsgDecember3E

2009 1762

2010 1461

2011 1199

2012 541

2013 290

Thereafter

Total operating tease commitments 5253

NOTE Employee Benefit Plans

We maintain retirement and profit sharing pLan under Section 401k of the Internal Revenue Code for all of our domestic employees that

meet certain qualifications Participants in the plan may elect to contribute up to the maximum allowed by law We match 50% of the par

ticipants contributions up to 15% of their gross satary in the form of newly issued shares of our common stock We may also make other

discretionary contributions to the plan We recorded $0.7 miLlion $0.6 million and $0.6 million of expense for company contributions for

the years ended December31 2008 2007 and 2006 respectively

NOTE 15 Other Income Expense net

Dther income expense net in the Consolidated Income Statements consisted of the foLlowing

IN THOUSANDSi 2008 2007 2006

Net gain toss on toreign currency exchange transactions 315 35 508

Other expense Hcome 42 10

Other income expense net 311 498

NOTE 16 Income Taxes

2008 2007 and 2006 pro-tax income was attributed to the following jurisdictions

YEAR ENDED DECEFISER 31

IN THOUSANDSi 2008 2007 2006

Domestic operations 16650 18332 7932

Foreign operations 7439 11230 11488

Total 24089 29562 19420
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The provision for income taxes charged to operations was as follows

57

IN THOUSANDS

Current tax expense

U.S federal

State and local

Foreign

Total current

Deterred tax expense/benefit

U.S federal

State and local

Foreign

Total deferred

Total provision

5407 5537

1230 490

2205 3130

8842 9157

YEAR ENDED DECEMBER 31

2008 2007 2006

2934

687

2997

6618

206 60 1297

627 84 578

1138 151 157

1559 175 718

8283 9332 5900

Net deferred tax assets were comprised of the following at December 31 2008 and 2007

IN THDUDANDS
2008 2007

Deferred tax assets

Inventory reserves
258 308

Allowance for doubtful accounts
117 23

Capitalized research costs
19 184

Capbahzed inventory costs
757 540

Net operating losses
2473 2974

Amorbzation of intangibles 686 755

Accrued liabilities
764 796

Income tax credits
1476 1157

Depreciation 786 700

Stock-based compensation 2270 1327

Long term incentive compensation 201 402

Dther
530 466

Total deferred tax assets
10337 9632

Deferred tax liability

Intangible assets
1292 1509

Dther
1675 238

Total deferred tax liabilities
967 747

Net deferred tax assets before valuation allowance
9370 8885

Less Valuation allowance
189 264

Net deferred tax assets
9181 8621

As of December 31 2008 and 2007 $0.4 million and $0.5 millon respectively of current deferred tax liabilities were recorded in other

accrued expenses see Note

The deferred tax valuation allowance decreased to $0.2 million as of December 31 2008 compared to $0.3 million as of December 31
2007 The decrease was primarily due to certain statute of limitations expiring relating to foreign net operating losses
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The provision for income taxes differs from the amount of income tax determined by applying the appticabLe U.S statutory federat income

tax rate to pre-tax income from operations as resutt of the foLlowing
YEAR ENDED DECEMBER 3D

IN THOUSANDS 2008 2007 2008

Tax provision at statutory U.S rate 8431 10347 6603

Increase in tax provision resulting from

State and local taxes net 392 373 110

Foreign tax rate differential

Nondeductibte items 251 302 207

Federat research and development credits 1872

Change in tax rate related to deterred taxes

Other 213 24 243

Tax provision 8283 9332 5900

At December31 2008 we had state Research and Experimentation RE income tax credit carryforwards of approximately $2.2

million The state RE income tax credits do not have an expiration date

At December 31 2008 we had federal state and foreign net operating losses of approximately $5.9 million $5.0 million and $0.5 mil

lion respectively All of the federal and state net operating loss carryforwards were acquired as part of the acquisition of SimpleDevices

The federaL and state net operating toss carryforwards begin to expire in 2020 and 2012 respectively Approximately $0.3 miLlion of the

foreign net operating losses wiLl begin to expire in 2020 and the remaining $0.2 million have an unlimited carryforward

Internal Revenue Code Section 382 places certain limitations on the annual amount of net operating loss carryforwards that may

be utilized if certain changes to companys ownership occur Our acquisition of SimpleDevices was change in ownership pursuant to

Section 382 of the Internal Revenue Code and the federal and state net operating Loss carryforwards of SimpLeDevices are limited but

considered realizabLe in future periods The annual federal limitation is as folLows approximately $1.2 miLlion for 2009 and approximately

$0.6 million thereafter California has suspended utilization of net operating losses for 2008 and 2009

As of December 31 2008 we believed it was more Likely than not that certain deferred tax assets related to the impairment of the

investment in private company capital asset would not be realized due to uncertainties as to the timing and amounts of future capital

gains Accordingly valuation allowance of approximately $0.1 million was recorded as of December 31 2008 AdditionalLy we recorded

$0.1 million of various state and foreign valuation allowances at December 31 2008

During the years ended December31 2008 2007 and 2006 we recognized credit to paid-in capital and reduction to income taxes

payable of $0.4 million $3.3 million and $0.8 million respectively related to the tax benefit from the exercises of non-qualified stock

options under our stock option plans and vesting of restricted stock

The undistributed earnings of our foreign subsidiaries are considered to be indefinitely reinvested Accordingly no provision for U.S

federal and state income taxes or foreign withholding taxes has been provided on such undistributed earnings Determination of the poten

tial amount of unrecognized deferred U.S income tax liability and foreign withholding taxes is not practicable because of the complexities

associated with its hypothetical calculation however unrecognized foreign tax credits wouLd be available to reduce some portion of the

U.S liability

We are currently under audit in the Netherlands by the Dutch tax authorities for fiscaL years 2002 through 2004 We do not expect any

material adjustments to our financial statements as result of this audit Currently potentiaL adjustments are within amounts recognized

for uncertain tax positions

UNCERTAIN TAX PosoTroNs On January 2007 we adopted the provisions of FIN 48 As result of the impLementation of FIN 48 we rec

ognized $0.2 million increase in the Liability for unrecognized tax benefits which was accounted for as reduction to the January 2007

balance of retained earnings We aLso recognized decrease of $0.3 million in other comprehensive income reLated to foreign currency

transLation At December 31 2008 and 2007 we had unrecognized tax benefits of approximately $8.7 million and $8.8 million including

interest and penalties respectively
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reconciliation of the total amounts of gross unrecognized tax benefits interest and penalties at the beginning and end of the

period is as follows

IN THOUSANDS 2800 2007

Beginning balance 7817 6778

Additions as result ol tax provisions taken during the current year 404 485

Foreign currency translation 410 609

Lapse in statute of limitations 54

Other

Ending balance 7504 7817

ApproximateLy $8.0 million and $8.2 million of the total amount of gross unrecognized tax benefits at December 31 2008 and 2007

respectively would affect the annual effective tax rate if recognized Further we are unaware of any positions for which it is reason

ably possible that the total amounts of unrecognized tax benefits will significantly increase within the next twetve months We anticipate

decrease in gross unrecognized tax benefits of approximately $0.1 miLlion within the next twelve months based on federal state and

foreign statute expirations in various jurisdictions

accordance with FN 48 we have elected to classify interest and penalties as components of tax expense nterest and penalties

were $1.2 million and $1.0 million at December 31 2008 and 2007 respectively nterest and penalties were $0.6 million at the date of

adoption nterest and penalties are included in the unrecognized tax benefits

We file income tax returns in the U.S federal jurisdiction and in various state and foreign jurisdictions As of December31 2008 the

open statutes of limitations for our significant tax jurisdictions are as follows federal and state for 2004 through 2008 and non-U.S for 2001

through 2008 Unrecognized tax benefits at December 31 2008 of $6.0 million are classified as short term as we expect to settle certain

foreign audits during 2009 The remainder of the gross unrecognized tax benefits of $2.7 million are classified as long term as prescribed by

FN 48 because we do not anticipate payment of cash related to those unrecognized tax benefits within one year of the operating cycle

NOTE 17 Earnings Per Share

Basic earnings per share is computed by dividing net income available to common stockholders by the weighted average number of our

common shares outstanding during the period Diluted earnings per share is computed by dividing net income by the weighted average

number of common shares and dilutive potential common shares which includes the dilutive effect of stock options and restricted stock

grants Dilutive potential common shares for all periods presented are computed utilizing the treasury slock method the computation

of diluted earnings per common share for the years ended December 31 2008 2007 and 2006 we have excluded 534418 153705 and

854265 stock options respectively with exercise prices greater than the
average

market price of the underlying common stock because

their inclusion would have been antidilutive

Earnings per share for the years ended December 31 2008 2007 and 2006 was calculated as follows

IN THOUSANDS EXCEPT PEN-SHARE AROUNTS 2008 2007 2006

BASIC

Net income 15806 20230 13520

Weighted-average common shares outstanding 14015 14410 13818

Basic earnings per share 1.13 1.40 0.98

DILUTED

Net income 15806 20230 13520

Weighted-average common shares outstanding for basic 14015 14410 13818

Dilutive effect of stock options and restricted stock 441 767 614

Weighted-average common shares outstanding on diluted basis 14456 15177 14432

Diluted earnings per share 1.09 1.33 0.94
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NOTE 18 Business Segment

REPORTABLE SEGMENT SFAS 131 DiscLosures about Segments of an Enterprise and ReLated Information defines an operating segment

in part as component of an enterprise whose operating resuLts are reguLarLy reviewed by the chief operating decision maker to make

decisions about resources to be aLLocated to the segment and assess its performance Operating segments may be aggregated onty to the

Limited extent permitted by the standard

As resutt of the performance-based incentive and other factors management reviewed SimpteDevices discrete operating resuLts

through the second quarter of 2006 and as resuLt defined SimpLeDevices as reportabLe segment Since acquiring SimpteDevices we

have integrated SimpLeDevices technoLogies with and into our own technoLogy The saLes engineering and administrative functions at

SimpLeDevices have been integrated into those that existed prior to the acquisition As resuLt of the integration the performance-based

payment expiring and that our chief operating decision maker is no tonger reviewing SimpLeDevices financiaL statements on stand atone

basis commencing in the third quarter of 2006 we merged SimpteDevices into our Core Business segment resuLting in us operating in

singte reportabLe segment

NOTE 19 Foreign Operations

GEOGRAPHIC INFORMATION

Our net saLes to externaL customers by geographic area for years ended December 31 2008 2007 and 2006 were the foLtowing

uN THOUSANDS1 2000 2007 2006

Net sales

United States 162855 151034 126522

InternationaL

Asia 48511 31624

Australia 4190 2772

France 5359 4940

Germany 7771 6228

South Africa 5827 7192

Spain 7523

Switzertand 1099

United Kingdom 21234

Att Other 22731

Total international 124245

Totat net saLes 287100

2000 2007 2006

Long-Lived tangibte assets

United States 6292 5238 3921

All other countries 2770 2689 2199

Totat 9062 7927 6120

30285

3028

4846

7014

8140

7513

851

29025

18622

109324

235846

8483

6473

31290

22644

121646

272680

Specific identification of the customer Location was the basis used for attributing revenues from externaL customers to individuaL countries

Long-Lived asset information by our domestic and internationaL components as of December31 2008 2007 and 2006 were as foLLows

In accordance with SFAS 144 Accounting for the Impairment or DisposaL of Long-Lived Assets Long-Lived assets heLd and used with

carrying amount of $185 thousand were disposed of resuLting in an impairment charge of $185 thousand which was inctuded in seLLing

generaL and administrative expenses for the year ended December 31 2008
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NOTE 20ReLated Party Transactions

In April 1999 we provided non-recourse interest bearing secured Loan to our chief executive officer The Loan was in the amount of

$200000 and bore interest at the rate of 5.28% per annum with interest payable annually to us on each December 15 The Loan was collat

eraLized by the primary residence purchased and the principaL was payable on the earlier of ii December 15 2007 ii within twelve months

following demand from us but only in the event the chief executive officer ceases being our employee or in the event of default under the

Loan or iii on the closing of sale or transfer of the property This note including accrued interest was paid in full on December 14 2007

NOTE 21-Contingencies

INDEMNITIES We indemnify our directors and officers to the maximum extent permitted under the Laws of the State of Delaware and we

have entered into Indemnification Agreements with each of our directors and executive officers In addition we insure our individual direc

tors and officers against certain claims and attorneys fees and related expenses incurred in connection with the defense of such claims

The amounts and types of coverage may vary from period to period as dictated by market conditions Management is not aware of any

matters that require indemnification of its officers or directors

PRODUCT WARRANTIES We warrant our products against defects in materials and workmanship arising during normal use We service

warranty claims directLy through our customer service department or contracted third-party warranty repair facilities Dur warranty

period ranges up to three years We provide for estimated product warranty expenses which are included in cost of sales as we sell

the related products Warranty expense is forecast primarily based on historical claims experience Actual claim costs may differ

from the amounts provided

Changes in the liability for product warranty claim costs are presented below
Accruals for Settlements

Balance Warranties in cash uris Kindl Balance at

at Beginning Issued During Dunng End ot

HO AND of Period the Period the Period Period

Year Ended December31 2008 178 31iT 57 90

Year Ended December 31 2007 416 146 92 178

Year Ended December 31 2006 414 202 200 416

It In the second quarter 2007 we renegotiated pricing terms with our thirdporty warranty repair vendor which resulted in tower warranty costs
per

unit As resutt our warranty accrual

was reduced to reflect the tower
pricing

An unexpected increase in our pricing for warranty ctaims or the discovery ot significant product defect would resuLt in an increase in our warranty
accrual and our financial statements maybe materiaLLy impacted

LITIGATION In 2002 one of our subsidiaries One For All S.A.S brought an action against former distributor of the subsidiarys prod

ucts seeking recovery of accounts receivable The distributor filed counterclaim against our subsidiary seeking payment for amounts

allegedly owed for administrative and other services rendered by the distributor for our subsidiary In January 2005 the parties agreed

to include in that action alL cLaims between the distributor and two of our other subsidiaries UniversaL Electronics BV and One For All

Iberia SL As result the single action covers all claims and counterclaims between the various parties The parties further agreed that

before any judgment is paid all disputes between the various parties would be concluded These additional claims involve nonpayment for

products and damages resulting from the alleged wrongfuL termination of agency agreements On March 15 2005 the court in one of the

Litigation matters brought by the distributor against one of our subsidiaries rendered judgment against our subsidiary and awarded dam

ages and costs to the distributor in the amount of approximately $102000 The amount of this judgment was charged to operations during

the second quarter of 2005 and has been paid With respect to the remaining matters before the court we are awaiting the expert to final

ize and file his pre-trial report with the court and when completed we will respond Management is unable to estimate the likelihood of an

unfavorable outcome and the amount of loss if any in the case of an unfavorable outcome

On February 2008 we filed suit against Gibson Audio Division of Gibson Guitar Corp Gibson Guitar Corp and Gibson Musical

Instruments Inc seeking payment of the remaining balance of minimum royalty fee due us under software agreement On March 10

2008 the Gibson companies answered our complaint with general denial of alL of our allegations Also the Gibson companies counter-

claimed that we breached various aspects of the software agreement and that they are seeking unspecified damages On January 2009

we filed motion for partiaL summary judgment which remains pending We disagree vigorously with their denials of liability and with

their counterclaims and will continue to pursue this matter We are in the early stages of discovery and are unable to estimate the Likely

outcome of this matter and the amount of recovery of the balance due us or damages awarded Gibson if any at this time
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On February 19 2009 we fiLed suit against Warren Communications News Inc cLaiming that through the unauthorized use of

embedded emaiL tracking and intercepting software and code Warren has vioLated the Computer Fraud and Abuse Act the Stored

Communications Act and various appLicabLe CaLifornia Laws In addition we are asking for decLaration that we are not infringing Warrens

copyright to daiLy eLectronic pubLication Warren has not yet answered our compLaint and as such we are unabLe to estimate the LikeLy

outcome of this matter and the amount if any of recovery to be awarded to either party at this time

There are no other materiaL pending LegaL proceedings other than Litigation that is incidentaL to the ordinary course of our business

to which we or any of our subsidiaries is party or of which our respective property is the subject We do not beLieve that any of the cLaims

made against us in any of the pending matters have merit and we intend to vigorousLy defend ourseLves against them

We maintain directors and officers LiabiLity
insurance to insure our individuaL directors and officers against certain cLaims and attor

neys fees and reLated expenses incurred in connection with the defense of such cLaims

LONG-TERM INcENTIvE PLAN During the second quarter of 2007 we adopted an Executive Long-Term Incentive PLan ELTIP The ELTIP

provided bonus pooL for our executive management team contingent on achieving certain performance goaLs during two-year perfor

mance period commencing on January 2007 and ending on December 31 2008 The performance goaLs were based on the compound

annuaL growth rate of net saLes and earnings per
diLuted share during the performance period The ELTIP had maximum pay out of

$12 miLLion if the highest performance goaLs were met Management did not earn bonus under the ELTIP based on our resuLts through

December 31 2008 As resuLt we Lowered our ELTIP accruaL from $1.0 miLLion at December 31 2007 to $0 at December 31 2008 This

adjustment resuLted in $1.0 miLLion benefit to pre-tax income for the tweLve months ended December 31 2008

In Light of the ELTIP resuLts our Compensation Committee decided to award discretionary bonus of $1.0 miLLion to be paid out quar

terLy over the next two years 12009 and 2010 The Compensation Committee came to this decision after reviewing the economic environ

ment and our reLative financiaL and operating performance The Compensation Committee beLieves this bonus is in aLignment with our

stockhoLders interests as weLL as our performance aLignment and retention objectives As resuLt on December 31 2008 we accrued

$0.5 miLLion for this discretionary bonus which is incLuded in accrued compensation The amount of participants earned award wiLL be

paid in cash in common shares or in any combination as determined by the Compensation Committee participants earned award wiLL

vest in eight equaL quarterLy instaLLments beginning March 31 2009 and ending December 31 2010 In the event participant terminates

their empLoyment during the service period January 12009 through December 31 2010 they wiLL forfeit their right to any remaining

instaLLments where the payment date has not yet occurred

NOTE 22 Derivatives

In September 2006 the FASB issued SEAS No 157 Fair VaLue Measurements SFAS 157 which defines fair vaLue estabLishes

framework for measuring fair vaLue in accordance with generaLLy accepted accounting principLes in the United States of America and

expands discLosures about fair vaLue measurements for assets and LiabiLities SFAS 157 appLies when other accounting pronouncements

require or permit assets or LiabiLities to be measured at fair vaLue AccordingLy SFAS 157 does not require new fair vaLue measurements

Effective January 2008 we impLemented the requirements of SFAS 157

SFAS 157 defines fair vaLue as the price that wouLd be received to seLL an asset or paid to transfer LiabiLity in an orderLy transaction

between market participants at the measurement date exit price SEAS 157 cLassifies the inputs used to measure fair vaLue into the foL

Lowing hierarchy

LEVEL
Unadjusted quoted prices in active markets for identicaL assets or LiabiLities

LEVEL
Unadjusted quoted prices in active markets for simiLar assets or LiabiLities or

Unadjusted quoted prices for identicaL or simiLar assets or LiabiLities in markets that are not active or

Inputs other than quoted prices that are observabLe for the asset or LiabiLity

LEVEL UnobservabLe inputs for the asset or LiabiLity

We utiLize the best avaiLabLe information in measuring fair vaLue FinanciaL assets and LiabiLities are cLassified in their entirety based on the

Lowest leveL of input that is significant to the fair vaLue measurement
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FINANcIAL ASSETS MEASURED AT FAIR VALUE ON RECURRING BASIS We are exposed to market risks from foreign currency exchange

rates which may adverseLy affect our operating resuLts and financial position Our foreign currency exposures are primariLy concentrated

in the Euro British Pound and Hong Kong doLLar We periodicaLLy enter into foreign currency exchange contracts with terms normaLLy

Lasting Less than nine months to protect against the adverse effects that exchange-rate fLuctuations may have on our foreign currency-

denominated receivabLes payabtes cash fLows and reported income Derivative financiaL instruments are used to manage risk and are not

used for trading or other specuLative purposes We do not use Leveraged derivative financiaL instruments and these derivatives have not

quaLified for hedge accounting

The gains and Losses on both the derivatives and the foreign currency-denominated baLances are recorded as foreign exchange trans

action gains or Losses and are cLassified in other expense income net Derivatives are recorded on the baLance sheet at fair vaLue The

estimated fair vaLues of our derivative financiaL instruments represent the amount required to enter into offsetting contracts with similar

remaining maturities based on quoted market prices

We have determined that the fair vaLue of our financiaL assets and LiabiLities are derived from LeveL inputs in the fair vaLue hierarchy

The foLLowing tabLe sets forth our financiaL assets that were accounted for at fair vaLue on recurring basis as of December 31 2008

FAIR VALUE TEASURERENT USINU

Quoted Prices in Significoot Significant

Active Markets Other Obseroabie Unobservable

Year Ended for Ideoticai Assets inputs Inputs

t2/3t/O8 iLevet2i iLeoei3iIN THOUSANDS

Foreign currency exchange futures contract 833 833

Foreign currency exchange put option contract 606 606

1439 1439

We heLd foreign currency exchange contracts which resuLted in net pre-tax Loss of approximateLy $0.5 miLLion for the year ended

December31 2008 net pre-tax gain of approximateLy $0.8 miLLion tor the
year ended December31 2007 and net pre-tax Loss of $0.1

miLLion for the year ended December 31 2006

FUTURES CONTRACTS We heLd one US doLLar/Euro futures contract with notionaLvatue of $9.0 miLLion and forward rate of $1277 USD1

Euro at December 31 2008 We heLd the Euro position on this contract which settled on January 2009 The gain on this contract as of

December 31 2008 was $0.8 miLLion and is incLuded in prepaid expenses and other current assets This contract was settLed at $0.4 miL

Lion resuLting in Loss of $0.4 miLLion in January 2009

At December 31 2007 we had one foreign currency exchange contract outstanding futures contract with notional vaLue of

$5.0 miLLion which settLed on January 25 2008 The fair vaLue of this futures contract on December 31 2007 was $0.01 miLLion which

is incLuded in prepaid expenses and other current assets

PUT OPTION We entered into USD/GBP put option with notionaL vaLue of $5.0 miLLion in August 2008 The strike price of the put is

$1.85 USD/OBP The contract expired on December 31 2008 and settLed on January 2009 The gain recorded reLated to this contract was

$0.5 miLLion during the year ended December 31 2008 The fair vaLue of this put option was approximateLy $0.6 miLLion at December 31

2008 This put option is incLuded in prepaid expenses and other current assets
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NOTE 23 QuarterLy FinanciaL Data ttJnaudited

Summarized quarterLy financiat data for the years ended December 31 2008 and 2007 are presented beLow

2008

IN THOUSANDS EUCEPT PER SHARD AMOUNTS March31 June30 September30 December31

Net sates 61191 70684 76532 78693

Gross profit 21735 24212 24928 25315

Operating income 2683 4357 5910 7811

Net income 2473 3495 4005 5833

Earnings per share

Basic 0.17 0.25 0.29 0.43

Dituted 0.17 0.24 0.28 0.42

Shares used in computing earnings per share

Basic 14474 14033 13919 13638

DiLuted 14957 14547 14420 13903

2007

March 31 June 3D September 30 December 31

Net sates 66019 71478 68961 66222

Gross
profit

24341 24626 25737 24647

Operating income 6186 5972 6274 8019

Net income 4637 4546 4915 6132

Earnings per share

Basic 0.33 0.31 0.34 0.42

Dituted 0.31 0.30 0.32 0.40

Shares used in computing earnings per share

Basic 14130 14437 14508 14565

Dituted 14908 15262 15280 15257

The earnings per common share culcuLatwns for each of the quarters were based upon the weighted average number of shares outstanding during each period and the sum of the quarters

may not be squat to the tuft year earnings per common share amounts

NOTE 211 Subsequent Event

On February 18 2009 we acquired certain patents inteLtectuat property and other assets retated to the universat remote controt business

from Zitog Inc NASDAQ ZILG for approximatety $9.5 miLLion in cash The purchase inctuded Zitogs futt tibrary and database of infrared

codes and software toots We atso hired 115 of Zitogs sates and engineering personneL inctuding att 103 of Zitogs personnet tocated

in India In retated transaction Maxim Integrated Products NASDAQ MXIM acquired two of Zitogs product Lines namety the hard

ware portion of Zitogs remote controt business and Zitogs secured transaction product tine We have cross-ticensed the remote controt

technotogy and intettectuat property with Maxim Integrated Products for
purpose

of conducting our respective businesses The arrange

ment invotves an agreement to source siticon chips from Maxim For the first year we wiLt be the exctusive sates agent of universaL remote

controt chips for Maxim setting the Zitog designs to Zitogs current tist of customers

Currentty we are performing the purchase price attocation anatysis which requires the cost of an acquisition to be attocated to the

individuat assets acquired and tiabitities assumed based on their estimated fair vaLues Atthough we betieve the Zitog transaction witt be

miLdty accretive in the first year and grow more significantty in the tong term most technotogy reLated acquisitions invotve the purchase of

significant intangibte assets which typicatty resutt in substantiat amortization charges There can be no assurance that the integration witt

be successfut or that the customer bases products or technoLogies wiLt generate sufficient revenue to offset the associated costs or effects

We expect the totat acquisition retated costs retated to the Zitog transaction to range between $0.8 mittion and $1.0 mittion These

costs witt be expensed during the first quarter of 2009 In setting gene rat and administrative expenses in accordance of SFAS 141R
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CONTROLS AND PROCEDURES
DiscLosure ControLs and Procedures

Exchange Act Rule 13a-15d defines disclosure controls and procedures to mean controls and procedures of company that are

designed to ensure that information required to be disclosed by the company in the reports that it files or submits under the Exchange Act

is recorded processed summarized and reported within the time periods specified in the Commissions rules and forms The definition

further states that disclosure controls and procedures include without limitation controls and procedures designed to ensure that the

information required to be disclosed by company in the reports that it files or submits under the Exchange Act is accumulated and com

municated to the companys management including its principal executive and principal financial officers or persons performing similar

functions as appropriate to allow timely decisions regarding required disclosure

An evaluation was performed under the supervision and with the participation of our management including our principal executive

and principal financial officers of the effectiveness of the design and operation of our disclosure controls and procedures as of the end of

the period covered by this report Based on that evaluation our principal executive and principal financial officers have concluded that our

disclosure controls and procedures were effective as of the end of the period covered by this report to provide reasonable assurance that

information required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded processed summarized

and reported within the time periods specified in Securities and Exchange Commission rules and forms and is accumulated and communi

cated to our management to allow timely decisions regarding required disclosures

Managements AnnuaL Report on InternaL ControL Over FinanciaL Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting as such term is defined in

Exchange Act Rule 13a-15f Our internal control over financial reporting is process designed to provide reasonable assurance regarding

the reliability of financial reporting and preparation of financial statements for external purposes in accordance with accounting principles

generally accepted in the United States of America Because of inherent limitations internal control over financial reporting may not pre

vent or detect misstatements Also projections of any evaluation of effectiveness to future periods are subject to the risk that controls may

become inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate

Under the supervision and with the participation of our management including our principal executive and principal financial officers

we evaluated the effectiveness of our internal control over financial reporting based on the Internal Control-Integrated Framework issued

by the Committee of Sponsoring Organizations of the Treadway Commission COSO in Internal Control Integrated Framework Based

on our evaluation under this framework our management concluded that our internal control over financial reporting was effective as of

December31 2008

The effectiveness of our internal control over financial reporting as of December 31 2008 has been audited by Grant Thornton LLP an

independent registered public accounting firm as stated in its attestation report which is included herein

Changes in InternaL ControL Over FinanciaL Reporting

There have been no changes in internal controls or in other factors that may significantly affect our internal controls during the

fourth quarter
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and SharehoLders

UniversaL ELectronics Inc

We have audited UniversaL ELectronics Inc.s DeLaware Corporation internat controt over financiaL reporting as of December 31 2008

based on criteria estabtished in nternat ControL-Integrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission COSO UniversaL ELectronics Inc.s management is responsibLe for maintaining effective internat controt over

financiat reporting and for its assessment of the effectiveness of internaL controt over financiaL reporting incLuded in the accompany

ing Managements AnnuaL Report on InternaL Controt Over FinanciaL Reporting Our responsibitity is to express an opinion on Universat

ELectronics Inc.s internat controL over financiaL reporting based on our audit

We conducted our audit in accordance with the standards of the Pubtic Company Accounting Oversight Board United States Those

standards require that we pLan and perform the audit to obtain reasonabte assurance about whether effective internat controL over finan

ciat reporting was maintained in aLL materiaL respects Our audit inctuded obtaining an understanding of internaL controt over financiaL

reporting assessing the risk that materiat weakness exists testing and evatuating the design and operating effectiveness of internat

controL based on the assessed risk and performing such other procedures as we considered necessary in the circumstances We betieve

that our audit provides reasonabLe basis for our opinion

companys internat controt over financiaL reporting is process designed to provide reasonabLe assurance regarding the retiabitity

of financiat reporting and the preparation of financiaL statements for externat purposes in accordance with generafty accepted accounting

principtes companys internat controt over financiat reporting incLudes those poLicies and procedures that pertain to the mainte

nance of records that in reasonabLe detaiL accuratety and fairty reftect the transactions and dispositions of the assets of the company

provide reasonabLe assurance that transactions are recorded as necessary to permit preparation of financiaL statements in accordance

with generatLy accepted accounting principtes and that receipts and expenditures of the company are being made onty in accordance with

authorizations of management and directors of the company and provide reasonabLe assurance regarding prevention or timety detec

tion of unauthorized acquisition use or disposition of the companys assets that coutd have materiat effect on the financiat statements

Because of its inherent Limitations internat controL over financiaL reporting may not prevent or detect misstatements Atso projections

of any evatuation of effectiveness to future periods are subject to the risk that controLs may become inadequate because of changes in

conditions or that the degree of compLiance with the poLicies or procedures may deteriorate

In our opinion Universat ELectronics Inc maintained in att materiat respects effective internat controt over financiaL reporting as of

December 31 2008 based on criteria estabLished in Internat ControL-Integrated Framework issued by COSO

We aLso have audited in accordance with the standards of the PubLic Company Accounting Oversight Board United States the consoL

idated batance sheets of UniversaL ELectronics Inc as of December 31 2008 and 2007 and the retated consoLidated statements of income

stockhotders equity and cash fLows for each of the three years in the period ended December 31 2008 and our report dated March

2009 expressed an unquaLified opinion

z_/ 4/
Grant Thornton LLP

Irvine CaLifornia

March 2009
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Performance Chart unaudited

The foLLowing graph and tabLe compares the cumuLative totaL stockhoLder return with respect to our common stock versus the cumutative

totaL return of our Peer Group Index the Peer Group Index and the NASDAQ Composite Index the NASDAQ Composite Index for the

five year period ended December 31 2008 The comparison assumes that $100 is invested on December 31 2003 in each of our com

mon stock the Peer Group Index and the NASDAQ Composite Index and that aLL dividends are reinvested We have not paid any dividends

and therefore our cumuLative totaL return caLcuLation is based soLeLy upon stock price appreciation and not upon reinvestment of divi

dends The graph and tabLe depicts year-end vaLues based on actuaL market vaLue increases and decreases reLative to the initiaL invest

ment of $100 based on information provided for each caLendar year by the NASDAQ Stock Market and the New York Stock Exchange

The comparisons in the graph and tabLe beLow are based on historicaL data and are not intended to forecast the possibLe future perfor

mance of our common stock

Comparison of StockhoLder Returns Amount UniversaL ELectronics Inc the Peer Group Indext1t and the NASDAQ Composite Index

$300

$250

$200

$100

$100

52

02/31/2003 12/31/2005 02/31/2006 02/31/2006 12/31/2007 12/31/2008

Univers8l ELectronics Inc 100 138 135 165 262 127

PeerGroup Index 100 134 133 131 102 39

Aaanoe NASDAQ Composite Index 100 109 110 121 132 79

Ii companies in the Peer Group Index ore as tottows Harman International Industries Inc and Koss corporation

Information presented is as of the end of each caLendar year for the period December31 2003 through 2008 This information shaLL not

be deemed to be soLicited materiaL or to be fiLed with the Securities and Exchange Commission or subject to the LiabiLities of Section 18

of the Securities Exchange Act of 193/s the Exchange Act nor shaLL this information be incorporated by reference into any prior or future

fiLings under the Securities Act of 1933 or the Exchange Act except to the extent that we specificaLLy incorporate it by reference into fiLing

12/31/2003 12/31/2004 12/31/2005 12/31/2006 12/31/2007 12/31/2008
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