Liquidity and Capital Resources

The following table summarizes our comparative statements of cash flow:

{8 in millions) 2008 2007 2006
Net cash and cash equivalents provided by {used in): ] Ll LE T Ei ] [
Net income/{loss) ) $ 576 5  {(1.3) 5 (21.7}
Less: loss from discentinued operations [ 7T [ ] (0.3)] [(23.7)]
Inceme/(less) from continuing operations s 57.6 (1.0} 2.0
| Non-cash charges o | TT12&8] [ [164] [ 139
~ Benefit from income taxes (34.0) — —
Netchangesinworkingcapital _ [ (04 [ 1 6491 [_[ 28]
Operating activilies of continuing operations 26.0 9.1 13.0
Operaling aclivilies of discontinued operations [T 1 T T 1 @&l | | (8.0}
Net operating aclivities 26.0 5.5 5.0
Investing activities for continuing operations: P11 IR [T T [ ]
Purchases of property and eguipment 3.7) (2.6) (2.8)
[_Capitalized sofiware development costs [T T [ T0a8sf [ (8]
Investing activities for continuing operations . . I 42y (41 (‘,1:5%,,
Investing activities for disconfinued operations . L Sl [ L a0 [ (149]
Net investing activilies (4.2) {0.1) (6.0)
Financing aclivities: LI [ 1 N R O
Payments on debt and leases (7.7) (13.6)
.Proceeds from/(finance fees refated to) issuance of stock and debentures, net [ [T L. T [ 1.1 .[ (1.5]
Proceeds from borrowings — 16.0
! Proceeds from exercise of warrants Tt o28] ] I 1 -]
Proceeds from employee option exercises 6.4 0.7
Net financing activities frem continuing operations Ll 1agt 11 1 18
Effect of exchange rates from discontinued operations S —_= 0.3
Change In cash and cash equivalents from continuing operations o V1230 1 | 104}
Change in cash and cash equivalents from discontinued operations — (9.1)
Net change in cash and cash equivalents [ Bl230] ] 568 B ] 1.0]
Days revenue outstanding in accounts receivable including unbilled receivables 95 87 82

Capital resources. We have funded our operations, acquisitions, and capital expenditures primarily using
cash generated by our operations, as well as the net proceeds from capital including:

+ June 2007 bank term loan borrowing of $10 million to refinance March 2006 secured notes, at a lower
coupeon rate.

» March 2006 issuance of secured notes and warrants (described below) which generated net cash
proceeds of approximately $9.3 million,

+ Capital leases to fund fixed asset purchases.

Sources and uses of cash: The Company’s cash and cash equivalents balance was approximately
$39.0 million at December 31, 2008, a $23.0 million increase from $16.0 million at December 31, 2007.

Operations: Cash generated by continuing operations increased to $26.0 million in 2008 from $9,1 million in
2007 due mainly to higher earnings. The cash generated by continuing operations in 2007 decreased
$9.1 million
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from $13.0 million in 2006 in due mainly to fluctuations in working capital. Discontinued operations used

$3.6 million and $8.0 million in 2007 and 2006, respectively. The operations and cash flows of the discontinued
operations have been eliminated and the Company has had no significant involvement in the operations since
the disposal transaction.

Investing activities: Fixed asset additions in 2008, 2007, and 2006 were $3.7, $2.6, and $2.8 million,
respectively. Investmenis made in the development of carrier software for resale which had reached the stage
of development calling for capitalization decreased by approximately $1 million in 2008 to about $0.5 million,
as more developer labor cost was expensed as research and development. The amounts capitalized in 2007
and 2006 were approximately $2.0 million each year. Discontinued operations generated $4 million from the
sale of assets in 2007 and $1 million from collection of a note in 2008. Investments were made during 2006 in
discontinued operations primarily for enhancements to the core software for resale by the mobile asset
management unit.

Financing activities: We have a $22 million revoiving credit line with our principal bank through June 2010
with borrowing was available at the bank's prime rate, which was 3.25% per annum at December 31, 2008.
Borrowings at any time are limited based mainly on accounts receivable levels as defined in the line of credit
agreement. Availability under the line of credit available is also reduced by the amount of letters of credit
outstanding, which was $2.3 million at December 31, 2008. As of December 31, 2008, we had no borrowings
outstanding under our bank line of credit and had approximately $19.3 million of unused borrowing availability
under the line.

On December 28, 2006, we issued a $5 million note for a term of three years, secured by accounts
receivable of one customer to Tatonka Capital. Effective March 28, 2008, we paid the term toan in full, and
medified the terms of the note to a line of credit. Under the line of credit agreement, the maximum
indebtedness of the line is equal to $1.7 million at December 31, 2008 less $0.2 million per month through
December 28, 2009. The borrowing rate is London InterBank Offered Rate (LIBOR) plus 500 basis points. As
of December 31, 2008, we had no borrowings outstanding and $1.7 million in unused borrowing availability
under the line.

{n June 2007, we refinanced $10 million of our March 2006 secured notes with a with a five year note
payable to our principal bank. The borrowing rate under the new note was the bank's prime rate plus 0.25%
per annum, (3.5% at December 31, 2008) and the note is repayable in equal monthly installments of
$0.2 million plus interest.

In March 2006, we issued {i) $10 million of secured notes due March 10, 2008, with cash interest at 14%
per annum, and (ii) warrants to purchase an aggregate of 1.75 millicn shares of our Class A Common Stock at
an exercise price of $2.40 per share. Also, some warrants that we had previously issued in 2004 contained
provisions which required an adjustment in both the warrant price and the number of warrants outstanding as a
consequence of the issuance of 2006 Warrants, The resulting carrying value of the debt at issuance was
$6.5 million, net of the original discount of $3.5 million which was amortized to inlerest expense over its
three-year term using the effective interest method, yielding an effective interest rate of 15.2%. The remaining
unamortized debt discount and deferred debt issuance expenses of $2.4 million were written off in the second
quarter of 2007 as a result of early retirement of the March 2006 note. In December 2008, the holders of these
wairants exercised their warrants and 1.1 million shares were issued for proceeds of $2.5 million. The
remaining 0.7 millicn warrants remain outstanding and expire March 2011.

Our line of credit and term loan agreement contains covenants requiring us to maintain a minimum adjusted
quick ratio and a minimum liquidity ratio; as well as other restrictive covenants including, among others,
restrictions on our ability to merge, acquire assets above prescribed thresholds, undertake actions outside the
ordinary course of our husiness (including the incurrence of indebtedness), guarantee debt, distribute
dividends, and repurchase our stock, and minimum tangible net worth, The bank credit agreement also
contains a subjeclive covenant that requires (i) no material adverse change in the business, operations, or
financial condition of the Company to occur, or (i} ne material impairment of the prospect of repayment of any
portion of the borrowings under the agreement; or {iii) no material impairment of value or priority of the lenders
security interests in the collateral of the agreement. if our performance does not result in compliance with any
of our
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restrictive covenants, we would seek to further modify our financing arrangements, but there can be no
assurance that the bank would not exercise its rights and remedies under its agreement with us, including
declaring alt outstanding debt due and payable. As of December 31, 2008, we were in compliance with the
covenants related to our line of credit and term loan agreement and we believe that the Company will continue
to comply with these covenants,

We believe that we have sufficient capital resources with cash generated from operations as well as cash
on hand to meet our anticipated cash operating expenses, working capital, and capital expenditure and debt
service needs for the next twelve months. We have borrowing capacity available to us in the form of capital
leases as well as a line of credit arrangement with our principal bank which expires in June 2010. We may also
consider raising capital in the public markets as a means to meet our capital needs and to invest in our
business. Although we may need to return to the capital markets, establish new credit facilities or raise capital
in private transactions in order to meet our capital requirements, we can offer no assurances that we will be
able to access these potential sources of funds on terms acceptable to us or at all.

Off-Balance Sheet Arrangements

We had standby letters of credit totaling approximately $2.3 million at year-end 2008 and $2.9 million at
year-end 2007 in support of processing credit card payments from our customers, as collateral with a vendor,
and security for office space.

Contractual Commitments

As of December 31, 2008, our most significant commitments (including interest) consisted of long-term
debt, obligations under capital leases and non-cancelable operating leases. We lease certain furniture and
computer equipment under capital leases. We lease office space and equipment under non-cancelable
operating leases. As of December 31, 2008 our commitments consisted of the following:

{$ in millions) 2009 2010-2011 2012-2013  Beyond Total
Notes payable S (872578 [ 46§ [ 127§ 1 :i8].83]
Capital Jease obligations 2.1 24 0.6 = .81
Operating leases, primarily for office space [[ [34]] 431 | 1371 10871 ]98]
Total contractual commitments $ 80 % 1.3 EY KR 3 06 $ 230

Related Party Transactions

In February 2003, we entered into an agreement with Annapolis Partners LLC to explore the opportunity of
relocating our Annapolis offices to a planned new real estate development. Our President and Chief Executive
Officer own a controlling voting and economic interest in Annapolis Partners LLC and he also serves as a
member. The financial and many other terms of the agreement have not yet been established. The lease is
subject to several contingencies and rights of termination. For example, the agreement can be terminated at
the sole discretion of our Board of Directors if the terms and conditions of the development are unacceptable to
us, including without limitation the circumstances that market conditions make the agreement not favorable to
us or the overall cost is not in the best interest to us or our shareholders, or any legal or regulatory restrictions
apply. Our Board of Directors will evaluate this opportunity along with alternatives that are or may become
available in the relevant time periods and there is no assurance that we will enter into a definitive lease al this
new development site.

l 7A. Qualitati (Q itative Discl bout Market Rish
Interest Rate Risk

We have limited exposure to financial market risks, including changes in interest rates. As discussed above
under “ltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations —
Liguidity and Capital Resources,” we have a $22 million line of credit. A hypothetical 100 basis point adverse
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movement (increase) in the prime rate would have increased our interest expense for the year ended
December 31, 2008 by approximately $0.1 million, resulting in no significant impact on our consolidated
financial position, results of operations or cash flows,

At December 31, 2008, we had cash and cash equivalents of $39.0 million. Cash and cash equivalents
consisted of demand deposits and mceney market accounts that are interest rate sensitive. However, these
investments have short maturities mitigating their sensitivity to interest rates. A hypothetical 100 basis point
adverse movement (decrease) in interest rates would have increased our net loss for 2008 by approximately
$0.1 million, resulting in no significant impact on our consolidated financial position, results of operations or
cash flows. Substantially all of the Company's cash equivalents at December 31, 2008 are money market fund
investments which are backstopped as to principal under a federal guarantee program in effect through April
2009.

Foreign Currency Risk

For the year ended December 31, 2008, we generated $8.6 million of revenue outside the U.S. A majority
of our transactions generated outside the U.S. are denominated in U.S. dollars and a change in exchange
rates would not have a material impact on our Consolidated Financial Statements. As of December 31, 2008,
we did not have any billed or unbilled accounts receivable that would expose us to foreign currency exchange
risk. During 2008, our average receivables and deferred revenue subject to foreign currency exchange risk
were $0.1 million and $0.7 million, respectively. We recorded transaction income of approximately $0.1 million
on foreign currency denominated receivables and deferred revenue for the year ended December 31, 2008.

i1 ial
The financial statements listed in liem 15 are included in this Annual Report on Form 10-K beginning on
page F-1.
n ] Di j ntil Financial Di.
None.
em 9A. Controls and Pr T

Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this Annual Repert on Fonm 10-K, we carried oul an evaluation,
under the supervision and with the participation of our management, including our Chief Executive Officer and
Chief Financial Officer, of the effectiveness of the design and operation of cur disclosure controls and
procedures. There are inherent limitations to the effectiveness of any system of disclosure controls and
procedures, including the possibility of human error and the circumvention or overriding of the controls and
procedures. Accordingly, even effective disclosure controls and procedures can only provide reasonable
assurance of achieving their control objectives.

Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our
disclosure controls and procedures (as defined in Rule 13a-15(e) or 15d-15(e) of the Exchange Act} were
effective to provide reasconable assurance that information we are required to disclose in reports we file or
submit under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the applicable rules and forms, and that it is accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosure.

Management's Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Exchange Act Rule 13a-15(f). Management, including our Chief Executive Officer and
Chief Financial Officer, conducted an evaluation of the effectiveness of our internal control over financial
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reporting based on the framework in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on this evaluation, management concluded
that our internal control over financial reporting was effective as of December 31, 2008. Management reviewed
the results of their assessment with our Audit Committee. The effectiveness of our internal control cver
financial reporting as of December 31, 2008 has been audited by Einst & Young LLP, an independent
registered public accounting firm, as stated in their repert which is included in ltem 9A of this Annual Report on
Form 10-K.

Changes in Internal Control over Financial Reporting

There were no changes in the Company's internal controls over financial reporting during the quarter ended
December 31, 2008, that are materially affected, or are reasonably likely to materially affect, the Company's
internal control over financial reporting.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
TeleCommunication Systems, Inc,

We have audited TeleCommunication Systems, 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 {the COSO criteria).
TeleCommunication Systems, Inc.'s management is responsible for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting
included in the accompanying Management's Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the Company's internal control over financial reporting based on our
audit.

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

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

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

In our opinign, TeleCommunication Systems, Inc. maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of TeleCommunication Systems, Inc. and subsidiaries
as of December 31, 2008 and 2007, and the related consolidated statements of operations, stockholders'
equity, and cash flows for each of the three years in the period ended December 31, 2008 of
TeleCommunication Systems, Inc. and subsidiaries and our report dated March 2, 2009 expressed an
unqualified gpinion thereon.

/s/ Ernst & Young LLP

Baltimore, Maryland
March 2, 2009
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Part LIt

it 10.Directors . E tive Offi iC G

The information required by this Iltem 10 is incorporated herein by reference from the information captioned
"Board of Directors” and "Security Ownership of Certain Beneficial Owners and Management” to be included in
the Company's definitive proxy statement to be filed in conneclion with the 2009 Annual Meeting of
Stockholders, to be held on June 11, 2009 (the "Proxy Statement”). The Company's Code of Ethics and
Whistleblower Procedures may be found at hitp:/Mmww1 telecomsys.com/investor — info/corp —
governance.cfm.

ltem 11, Executive Compensation

The information required by this ltem 11 is incorporated herein by reference from the information captioned
“Board of Directors” and "Executive Compensation” to be included in the Proxy Statement.

The information required by this ltem 12 is incorporated herein by reference from the information captioned
“Security Ownership of Certain Beneficial Owners and Management” to be included in the Proxy Statement.

tem 1 in Relationshi, Ia Tr fi nd Di or in 1

The information required by this ltem 13 is incorporated herein by reference from the information captioned
"Certain Relationships and Related Transactions” and "General Information Concerning the Board of Directors’
to be included in the Proxy Statement.

1]

em 14.Principal untant Fi ervice.

The information required by this lem 14 is incorporated herein by reference from the information captioned
“Principal Accountant Fees and Services” to be included in the Proxy Statement.
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Part IV

ltemn 15.Exhibits. Fi ial S Schedul
(a)(1} Financial Statements

The financial statements listed in ltem 15 are included in this Annual Report on Form 10-K beginning on
page F-1.
{a}{2) Financial Statement Schedules

The financial statement schedule required by ltem 15 is included in Exhibit 12 to this Annual Report on
Form 10-K.

Exhibits

The exhibits are listed in the Exhibit Index immediately preceding the exhibits.
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Index to Consolidated Financial Statements

Report of Independent Reqgistered Public Accounting Finm
nsoli Balan h m 1.2 nd 2007

Consolidated Statements of Qperations for each of the three years in the period ended December 31
2008

Consolidated Statements of Stockholders’ Equity for each of the three years in the period ended
December 31, 2008
onsolidated Sta h Fi for h_of the thr inth rigd en December 31
2008
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
TeleCommunication Systems, Inc.

We have audited the accompanying consolidated balance sheets of TeleCommunication Systems, Inc. and
subsidiaries as of December 31, 2008 and 2007, and the related consolidated statements of operations,
stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2008. Our
audit also included the financial statement schedule listed in the Index at lem 15. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of TeleCommunication Systems, Inc. and subsidiaries at December 31, 2008
and 2007, and the consolidated results of their operations and their cash flows for each of the three years in
the period ended December 31, 2008, in conformity with U.S. generally accepted accounting principles. Also,
in our opinion, the related financial statement schedule, when considered in relation to the basic financial
statements taken as a whole, presents fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the FPublic Company Accounting Oversight
Board {United States), TeleCommunication Systems, 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 and our report dated March 2, 2009
expressed an ungualified opinion thereon.

/s! Ernst & Young LLP

Baltimore, Maryland
March 2, 2009
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TeleCommunication Systems, Inc.

Consolidated Balance Sheets

{amounts in thousands, except share data)

December 31, Decamber 31,
2008 2007
Assets ! l R L
Current assets: ~ i o i
[ ~ "Cash and cash equivalents [ 389771 & | 15958 |
Accounts receivable, net of allowance of $285 in 2008 and $266
in 2007 - 61,827 20,424
[ Unbilled receivables B il |21 797’ T 15229 ]
inventory 27 5,373
. Deferred income taxes I ) 733 ] T
Other current assets 3,869 5,661
P Total current assets i 138821 [ | | 62549 ]
Property and equipment, net of accumulated deprematlon and
amortization of $41,268 in 2008 and $35,969 in 2007 12,391 11,209
'Toﬂware de\."elopment costs, net of accumulated amortization of [ ‘ ||
$6,873 in 2008 and $4.783 in 2007 21l | | 4408 |
Acquired intangible assets, net of accumulated amortization of
$656 in 2008 and $509 in 2007 562 N 709
[ Goodwili - ' L7 1ed 1 T 1813
Deferred income taxes _ o 24,309 B —
[ Other assets i L] [ 11901 | ] 1445
Total assets 5 181,959 $ 82,124
Liabilities and stockholders’ equity [ | Ty 1T 71
Current liabilities: B - -
| Accounts payable and accrued expenses % | 34345 ] 8 [ 12,459 |
Acciued payroll and related Jiabilities 17,243 4915
| Defemed revenue i a3ag [ | | 4e8f1
Current portion of capital lease obligations and notes payable 3,837 5,444
ﬁ Total current liabilities 1T 1 so774] | [ 27503
Capital lease obligations and notes payable, [ess current portion 7913 10,657
[ Stockholders’ equity: R Ty T
Class A Common Stock; $0.01 par value: L o i
Authorized shares — 225 000,000; issued and outstandlng ’ { [ T ‘ !
__shares of 38,527,234 in 2008 and 34,970,394 in 2007 1. 385 | )
Class B Commaon Stock $0.01 par value: o L
Authorized shares — 75,000,000; issued and outstanding \ } [ ‘ :
|  shares of 6,876,334 in 2008 and 7,301,334 in 2007 R - | i T4
___ . Additional pald—m capltal _ 240,559 227,987
I Accumulated other comprehensive incomef(loss) [ | 1217 | [ (125) ]
Accumulated deficit {126,753) (184,321)
! Total stockholders” equity 1 [ 114,272 [ ] | 43,984 |
Total liabilities and stockholders' equity $ 181,959 b 82,124

See accompanying Notes to Consolidated Financial Statements.
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TeleCommunication Systems, Inc.

Consolidated Statements of Operations
{amounts in thousands, except per share data)

Year Ended Dacember 31,

2008 2007 2006
Revenue e [ Ly T 1]
Services o ¢ 101,350 § 88062 $ 88380
[ Systems ) [] 718,783 | | [ 56,108 | | | 36 556! |
Total revenue 220 142 144,168 124,936
Direct costs of revenue _ PRIEE L Ll
Direct cost of services o - 61,594 52,161 52,540
Direct cost of systems, including amortization of software
development costs of $2,090, $1,522 and $1,273, j
respectively - - 77291 | | | 379008 | : ! 17,883
Tolal direct cost of revenue - B 138,885 90,067 70,423
iServices gross profit S I eees [T as901 [ | 35,640
Systems gross profit S i 41,492 _ 18200 18,673
| Total gross profit T il stes7] || s4d01 | || 54,513 -

Operatlng costs and expenses

[ Research and development expense C Tl T e8] [ 13072 T [ | 12586
__Sales and markeling expense o 13,715 . 11,917 1713
" General and administrative expense il 2sz23g | | [ 19334 : | [ 16959 |
__ _errematlon and amortization of property and eqUIpment 5,865 B, 200 o 7,956
. Amortization of acquired intangible assels o ] 147 [ T 1 1487 | ] 147 |
___.__Total operating costs and expenses o 64, 126 50,671 49,360
[ Gainon'sale of patent tr 18 060 I R
Operating income/(loss) e 25191 3,430 5153
interest expense L™ @22y [ [ (177631 1 [ (1,751}
Amortization of debt discount and debt issuance expenses,

including write-off of $2,458 in 2007 o (180) {3, 176) (1.447)
Other income, net 7] 222 | [ ] s508] [ 22
Income/{loss) from contlnumg operations before income

laxes i _ 24311 {1,014) 1978
Benefit from income taxes V] 332574 11 INE —]
Income/(loss) from continuing operatlons 57,668 {1,014) 1,976
Loss from discontinued operations - R ] ] (5] [ 1@3671)]
Net income/(loss) $ 57,568 $ (1,289) $ (21,695)
Income/(loss) per share —basic. e [T ] [N ]
Income/(loss) per share from continuing operations $ ... 1.34 $ (0.02 ,$ 0.05
Loss per share from discontinued operations I T 11 (©ofh] [ T (060
Net income/(loss) per share — basic $ 1.34 % (0.03) $ (0.55)
Income/(loss) per share — diluted: T Ty I rr
Income.’(loss) per share from continuing operations $ 123 § (002) % 0.05
Loss per share from discontinued operations _ T ST " o] T T (0.59)]
Net income/(loss) per share-diluted $ 1.23 $ (0.03) % {0.54)
Weighted average shares outstanding-basic L [1 7 43083 ¢ [ { 41453 | | | 39,430 |

Weighted average shares outstanding- diluted 46,644 41,453 40,166
See accompanying Notes to Consolidated Financial Statements,

F-4

Source: TELECOMMUNICATION SY, 10-K, March 03, 2009



TeleCommunication Systems, Inc,

Consolidated Statements of Stockholders’ Equity
{amounts in thousands, except share data)

Accumulated

Cilass A Class B Addltional Other
Common Common Daferred Pald-In Comprehensive Accumulated
Stock Stock Compensation Capital Income {Loss) Deficit Total

Balance at { |' W_F(Lfil T['Wﬁ |
| January1,2006 | $ | 314 1 808
Elimination of

deferred

compensation

upon adoption of
SFAS No, 123(R) — - 231 (231) LT

Oplions exercised fo k | l
the purchase of |

" l

wdls  [gossgls | el

eohls Lozl

209,632 shares of
Class A Common
Stock ]| | = B 34

Issuance of
212,184 shares of
Class A Common
Stock under
Employee Stock
~ Purchase Plan
Jssuance of warrants
i to purchase
i 1,750,000 shares
of Class A
~Common Stock
Surrender of 67,827
restricted shares of
Class A Common
Stock as payment
for payroll tax
_withhaldings 1y -
onversion of T !
510,291 shares of ! ;
‘ Class B Comman | i
| |

— - .._388 - -_ 390

— -
i
i
I
i

- ! 3,485 1| — =1 1. L. 3458

{187) = — . ._._{188)

Stock to Class A !
Common Stock

Stock compensation
expense for
issuance of
Class A Commaon
Stock options for
continuing
operations — - . — 2,872 — — 2,872

Stock compensation
expense for
issuance of
Class A Common
Stock options for
discontinued
operalions — —. — 504 . - — - 504

Vesting of employee
stock options - = — 244, — 24

Valuation adjustment
to stock options
issued to : i
nop-employees far : : ' k

{_ service ;

Fareign currency
translation

adjustment —_

Netlossforz006 [ | 1] 1

Balance at

Dec¢ember 31,
2006 % 322 3 76§
plions exercised for|
{
1
i

S ; l 76 )

1
i
|
[

_— — 40
=N =1 [ Al [(@1essh[ 1 [ (21695

L

@
»n
-y

e
~J
@
©
o

!

$ (183.032) § 5,105

the purchase of |
1,347,301 shares |
of Class A i
_Common Stock ¢
Issuance of
173,833 shares of
Class A Common
Stock under
Employee Stock
__Purchase Plan
Exercise of warrants :
to purchase ¢
886,787 shares of |
Class A Common

!
1 i b
14J — EooHLL 3,461 = —_— 3,475

— 541 — — 543
N Bk 220 ) j; - 3997

L

Source; TELECOMMUNICATION SY, 10-K, March 03, 2009



_Stock___ I S O I N S N O 1 B 1] S Y B
Surrender of 19,358

restricted shares of

Class A Common

Stock as payment

for payroll tax
__withholdings - - - (8D — = 8T
Conversion of ! ! ]

224,338 shares of i

Class B Common ! ’

Stock to Class A i

CommenStock | | 2] | (4 —
Stock compensation

expense for

issuance of

Class A Common

Stock options for

continuing

opeiations -
Stock compensalion

expense for

!
issuance of l
Class A Common ‘ ‘] ‘

3,983 _— 3,963

|

i

Stock oplions for |

discontinued :

operalions ! —
Unrealized loss on

securities and
ather — — — (125 (125}

Netlossfor2007 [ | ERIRE AN il — 11 REC [ (1269 [ [T _(i.289)]

Balance at

December 31,
2007 3 349 % 74 & - § 227987 % (128) $ (184,321) 3 43,964

132
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TeleCommunication Systems, Inc.

Consolidated Statements of Stockholders’ Equity — {(Continued}
(amounts in thousands, except share data)

Accumulated

Class A Class B Addltlonal Other
Common Common Deferred Pald-n Comprehensive Accumulated
Stock Stock Compensatlon Gapltal Income {Loss) Deficlt Total

ptions exercised fo ] I :
the purchase of |
1,027,284 shares |
of Class A ;
Common Stock || | 1 f
Issuance of
134,000 shares of
Class A Common
Stock under
Employee Stock
Purchase Plan 1
xercise of warrants
to purchase
1,050,000 shares
of Class A
Common Stock | | 11
Conversion of
425,000 shares of
Class B Gommon
Stock to Class A
Common Stock ] (5) — = - =
[Stock compensation i o ! i
expense for |

L

—

- :

- 3,75 =

issuance of H {
Class A Common i

Stock options i __{ .
Unrealized loss on

securities and
other 137 137

Fetineoms for 2008 [ 1" {1 | T =11 1T 51| 11 T —71[ [ ST [ I 57868
Balance at

December 31,
2008 $ 385 % 69 % — 3 240,609 § 12 3% (126,753) § 114,272

See accompanying Notes to Consolidated Financial Statements.
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TeleCommunication Systems, Inc.

Consolidated Statements of Cash Flows
{amounts in thousands)

Year Ended December 31,

2008 2007 2006
Operating activities: R [ R N A T []
Net income/{loss) - $ 57568 $ (1289) §$ (21695
Less' Loss from discontinued operations 1 [T T T (@] [ [(23671)]
Income/{loss) from continuing operations_ 57568 (1,014 1,976
Adjustments to reconcile net loss to net cash provided by l L ‘
i _operating activities: |
Depreciation and amgrlzatlon of property and equipment 5,865 6,200 7, 956
Amortization of acquired intangible assets — T 47 T 14817171 147
Deferred tax benefit (34,045) ==
[ Non-cash stock compensation expense —empioyee _ [1 ] 3758 [ [ [~ 3963 | [ [ 3,116
“Non-cash stock compensation expense — non-employee - 30—
| _Amortization of software developmentcosts [|+ 2000 ] T 1 16227 1,273
_ Amorlization of debl discount .. Y. 960
I Amortization of deferred financing fees REN 181[‘:_][ o3| | 487
Impairment of marketable securities 802 — -
[ _Wirite-off of unamortized debt discount and debt issuance fees [ | — ] i [ 2458 | -]
Other non-cash (income)/expenses (40) 19 17
[ Changes in operating assets and liabilities: L
Accounts receivable, net (41,403) 1,120 {658)
.___Unbilled receivables o1 (6&@5 T 7593 [ 1 (1,275)°
" Inventory - T 2858 (80)  ~ (2.094)
[ Othercurrentassels - T 7 esd T 1 (1.8700] | [ 152
Other noncurrent assets 187 541 111
| Accounts payable and accrued expenses |1 121886 | | | 2038 " [ 246 |
~_Accrued payroll and relaled liabilities o, 12328 ,(748) 1,362
|  Deferred revenue i U138 4,200 | (63B) |
Net t cash provided by ope t_|_ng activities of ggntmumg operatlons ... 26,036 9,067 13,044
MNet used in operating activities of discontinued operations T 1T 1 (3598 [ | (8037
Total net cash prowded by operating activities 26,036 5,469 5,007
Investing activities: HE L] a
Purchases of property and equipment (3,703) _ (2,577) (2,750)
ICapitalized software development costs FET @ 11 (528 [ 1 {1,849
Net cash used in investing activities of continuing operations (4,164 (4,102) {4,609)
MNet cash provided by/{used) in investing activities of discontinuedf f ?
operations 3 B , o 4,000 {1,442 !
Net cash used in investing actwnttes {4,164) {102) {6,051)
Financing activities: T Ti [T ][] F
Proceeds from issuance of long- -term debt = 10,000 16,000
Payments on long-lerm debt and capital lease obligations [ ] (76951 | [(i5, 996D |+ | {5589)]
Proceeds from/(payments on) draws on revolving line of credit,
net T ..., A8,004)
inancing fees related to issuance of Class A Common Stock and Fo ] ‘ I |
__Convertible subordinated debentures i } — 1] (1,470) |
Proceeds from exercise of warrants 2.5 2,208 —
r’roceeds from exercise of employee stock oplions and sale of [ | i |
stock ) o 6,324 | | 4,018 ¢ 731
Net cash provided by fnancmg activities of contunumg operations 1,150 230 1,668
MNet cash provided by financing activities of discontinued ]
__gperations - b — — 58 |
Net cash prowded by fnancmg acllwtles 1,150 230 1,726
[Effect of exchange rales on cash and cash equivalents of ! l
| _discontinued operations - i — P — | 1. 357
Net increase in cash from continuing operations 23,022 5,195 10,103
ENet increasef{decrease) in cash from discontinued
..operations e , U 402 | | (9,064
Net increase in cash 23,022 5,597 1,038
[Cash and cash equivalenis at the beginning of the year [T ] 15955 1 [ 10358 | | [ 9,320 |
Cash and cash equivalents at the end of the year $ 38,977 $ 150955 $ 10,358

Source: TELECOMMUNICATION SY, 10-K, March 03, 2009



See accompanying Notes to Consolidated Financial Statements.
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TeleCommunication Systems, Inc.

Notes to Consolidated Financial Statements
{amounts in thousands, except share and per share data)

1. Significant Accounting Policies
Description of Business

TeleCommunication Systems, Inc. develops and applies highly reliable wireless data communications
technology. We manage our business in two segments, Commercial and Government:

Commercial Segment. Qur carrier sofiware system products enable wireless carriers to deliver
premium services including short text messages, location information, internet content, and other
enhanced communication services to and from wireless phones. We provide enhanced 9-1-1 {E9-1-1)
services, commercial location-based services, and inter-carrier text message distribution services on a
hosted, or service bureau basis. As of December 31, 2008, we provide hosted services under contracts
with more than 40 wireless carrier networks and Voice-over-Internet-Protocol {VolP) service providers.
We also earn subscriber revenue through wireless applications including our Rand McNally® Traffic
application which is available via all major US wireless carriers. We earn carrier soflware-based
systems revenue through the sale of licenses, deployment and customization fees and maintenance
fees. Pricing is generally based on the volume of capacily purchased from us by the carrier. We also
provide carrier technology on a hosted, i.e., service bureau basis; that is, customers use our software
functionality through connections to and from our network operations centers, paying us monthly based
on the number of subscribers, cell sites, or call center circuits, or message volume.

Government Segment, \We provide communication systems integration, information technology
services, and software solutions to the U.S. Depariment of Defense and other government customers.
We design, assemble, sell and maintain satellite-based network communication systems, including our
SwifiLink® deployable communication systems which incorporate high speed, encrypted, Internet
Protocol technology. We also own and operate secure satellite teleport facilities, and resell access to
satellite airtime (known as space segment).

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

Principles of Consolidation. The accompanying financial statements include the accounts of our wholly
owned subsidiaries. All intercompany balances and transactions have been eliminated in consolidation.

Cash and Cash Equivalents. Cash and cash eguivalents include cash and highly liquid investments with a
maturity of three months or less when purchased. Cash equivalents are reported at fair value, which
approximates cost.

Allowances for Doubtful Accounts Receivable. Substantially all of our accounts receivable are trade
receivables generated in the ordinary course of our business. We use estimates to determine the amount of
the allowance for doubtful accounts necessary to reduce accounts receivable to their expecled net realizable
value, We estimate the amount of the required allowance by reviewing the status of significant past-due
receivables and by establishing provisions for estimated losses by analyzing current and historical bad debt
trends, Changes to our allowance for doubtful accounts are recorded as a component of general and
administrative expenses in our accompanying Consolidated Statements of Operations. Our credit and
collection policies and the financial strength of our customers are critical to us in maintaining a relatively small
amount of write-offs of receivables. We generally do not require collateral from or enter netting agreements
with our customers. Receivables that are ultimately deemed uncollectible are charged-off as a reduction of
receivables and the allowance for doubiful accounts.
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TeleCommunication Systems, Inc.

Notes to Consolidated Financial Statements — (Continued)
{amounts in thousands, except share and per share data)

Inventory. We maintain inventory of component parts and finished product for our Government deployable
communications systems. Inventory is stated at the lower of cost or market. Cost is based on the weighted
average method. The cost basis for finished units includes manufacturing cost.

Investments in Marketable Securities and Note Receivable. The Company received a $1,000 note and
some marketable securities as partial consideration from three small divestitures during 2007. The marketable
securities, now valued at $78, are included in other current assets and are classified as available-for-sale in
accordance with the provision of SFAS No. 115, Accounting for Certain investments in Debt and Equily
Securities. These securities are carried at fair market value based on quoted market price. For the year ended
December 31, 2007, the Company reported $152 net unrealized losses in stockholders' equity as a component
of accumulated other comprehensive income. During 2008, the Company has determined that the losses in fair
market value of marketable securities held were other-than-temporary and wrote down the value of these
securities by approximately $802, which the write-down is included in Other income, net. Gains or losses on
securities sold will be based on the specific identification method. The note receivable was reported in other
current assels for 2007 and was collected in full in November of 2008, including interest at 8.25%.

Property and Equipment. Property and equipment is stated at cost less accumulated depreciation.
Depreciation is computed using the straight-line method based on the estimated useful lives of equipment,
generally five years for furniture and fixtures and three to four years for computer equipment, software and
vehicles. Our depreciable asset base includes equipment in our network operations centers related to our
hosted service offerings, development costs for computer software for internal use, and company-wide
computer hardware. Amonization of leasehold improvements is provided using the straight-line method over
the lesser of the useful life of the asset or the remaining term of the lease. Assets held under capital leases are
stated at the lesser of the present value of future minimum lease payments or the fair value of the property at
the inception of the lease. The assets recorded under capital leases are amoriized over the lesser of the lease
term or the estimated useful life of the assets in a manner consistent with our depreciation policy for owned
assets.

Goodwill. Goodwill represents the excess of cost over the fair value of assets of acquired businesses.
Goodwill acquired in a purchase business combination is not amortized, but instead is evaluated annually for
impairment using a discounted cash flow model in accordance with the provisions of Statement of Financial
Accounting Standards No. 142, Goodwill and Other Intangible Assels.

Software Development Costs, We capitalize software development costs after we establish technological
feasibility, and amortize those costs over the estimated useful lives of the software beginning on the date when
the software is available for general release. Acquired technology, representing the estimated value of the
proprietary technology acquired, has also been recorded as capitalized software development costs.

Costs we incurred are capitalized when technological feasibility has been established. For new products,
technological feasibility is established when an operative version of the computer software product is
completed in the same software language as the product to be ultimately marketed, performs all the major
functions planned for the product, and has successfully completed initial customer testing. Technological
feasibility for enhancements to an existing product is established when a detail program design is completed.
Costs that are capitalized include direct |labor, related overhead and other direct costs. These costs are
amortized on a product-by-product basis using the straight-line method over the product’s estimated useful life,
which has not been greater than three years. Amortization is also computed using the ratio that current
revenue for the product bears to the total of current and anticipated future revenue for that product (the
revenue curve method). If this revenue curve method results in amortization greater than the amount
computed using the straight-line method, amortization is recorded at that greater amount. Our policies to
determine when to capitalize software development costs and how much to amortize in a given period require
us to make subjective estimates and judgments. If our software products do not achieve the level of market
acceptance that we expect and our future revenue estimates for these preducts change, the amount of
amortization that we record may increase

F-9

Source: TELECOMMUNICATION SY, 10-K, March 03, 2009



TeleCommunication Systems, Inc.

Notes to Consclidated Financial Statements — (Continued)
(amounts in thousands, except share and per share data)

compared to prior periods. The amorization of capitalized software development costs has been recorded as a
cost of revenue,

Acquired technology is amortized over the product’s estimated useful life based on the purchase price
allocation and valuation procedures performed at the time of the acquisition. Amortization is calculated using
the ratio of the estimated future cash flows generated in each period to the estimated total cash flows to be
centributed from each product or the straight-line method, whichever is greater,

For 2008, 2007, and 2006 we capitalized $461, $1,525, and 1,849, respectively, of software development
costs of continuing operations for certain software projects after the point of technological feasibility had been
reached but before the products were available for general release. Accordingly, these costs have been
capitalized and are being amortized over their estimated useful lives beginning when the products are
available for general release. The capitalized costs relate to our location-based software.

We believe that these capitalized costs will be recoverable from future gross profits generated by these
products.

The Company capitalizes all costs related to software developed or obtained for internal use when
management commits to funding the project and the project completes the preliminary project stage.
Capitalization of such costs ceases when the project is substantially complete and ready for its intended use.

Acquired Intangible Assets. Acquired intangible assets have useful lives of 5 fo 19 years. We are
amortizing these assets using the greater of the straight-line method or the revenue curve method.

Impairment of Long-Lived Assets. Long-lived assets, including intangible assets, are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset or
group of assets may not be fully recoverable.

If an impairment indicator is present, we evaluate recoverability by a comparison of the carrying amount of
the assets to future undiscounted net cash flows that we expect to generate from these assets. If the assets
are impaired, we recognize an impairment charge equal to the amount by which the carrying amount exceeds
the fair value of the assets. Assets lo be disposed of are reporled at the lower of carrying values or fair values,
less estimated costs of disposal.

Other Comprehensive Income/Loss. Comprehensive income/loss includes changes in the equity of a
business during a period from transactions and other events and circumstances from non-owner sources.
Other comprehensive income/loss refers to revenue, expenses, gains and losses that under U.S. generally
accepted accounting principles are included in comprehensive income, but excluded from net income. For
operations outside the U.S. that prepare financial statements in currencies other than the U.5. dollar, results of
operations and cash flows are translated at average exchange rates during the pericd, and assets and
liabilities are translated at end-of-period exchange rates. Translation adjustments for our European subsidiary
are included as a component of agccumulated other comprehensive loss in stockholders' equity. Also included
are any unrealized gains or losses on marketable securities that are classified as available-for-sale. Total
comprehensive income/(loss) for each of the three years ended December 31, 2008, 2007, and 20086, was not
materially different than consolidated net income/{loss).

Revenue Recognition. Revenue is generated from our two segments as described below.

Services Revenue. Revenue from hosted services consists of meonthly recurring service fees and is
recognized in the month earmed. Revenue from subscriber service fees is recognized in the period earned.
Maintenance fees are collected in advance and recognized ratably over the maintenance period, which is
typically annual. Any unearned revenue, including unrecognized maintenance fees, is included in deferred
revenue,
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TeleCommunication Systems, [nc.

Notes to Consolidated Financial Statements — (Continued)
(amounts in thousands, except share and per share data)

We also recognize services revenue from the design, development and deployment of information
processing and communication systems primarily for government enterprises. These services are provided
under time and materials contracts, cost plus fee contracts, or fixed price contracts. Revenue is recognized
under time and materials contracts and cost plus fee contracts as billable costs are incurred. Fixed-price
service contracts are accounted for using the proportional performance method. These contracts generally
aliow for monthly billing or billing upon achieving certain specified milestones. Any estimated losses on
contracts are recognized in their entirety at the date that they become evident.

Systems Revenue. We design, develop, and deploy communications systems. These systems may include
packaged software licenses. Systems typically contain multiple elements, which may incfude the product
license, installation, integration, and hardware. The total arrangement fee is allocated among each element
based on vendor-specific objective evidence of the fair value of each of the elements. Fair value is generally
determined based on the price charged when the element is sold separately. In the absence of evidence of fair
value of a delivered element, revenue is allocated first to the undelivered elements based on fair value and the
residual revenue o the delivered elements. The software licenses are generally perpetual licenses for a
specified number of users that allow for the purchase of annual maintenance at a specified rate. All fees are
recognized as revenue in accordance with Statement of Position 97-2, Software Revenue Recognition
(SOP 97-2) when four criteria are met. These four criteria are (i) evidence of an arrangement {ii) delivery has
occurred, (iii) the fee is fixed or determinable and (iv) the fee is probable of collection. Software license fees
billed and not recognized as revenue are included in deferred revenue. Systems containing software licenses
include a 90-day warranty for defecis. We have not incurred significant warranty costs on any software product
to date, and no costs are cumrently accrued upon recording the related revenue,

Systems revenue is also derived from fees for the development, implementation and maintenance of
custom applications, Fees from the development and implementation of custom applications are generally
performed under time and materials and fixed fee contracts. Revenue is recognized under time and materials
contracts and cost plus fee contracts as billable costs are incurred. Fixed-price product delivery contracts are
accounted for using the percentage-of-completion or proportional performance method, measured either by
total costs incurred as a percentage of total estimated costs at the completion of the contract, or direct labor
costs incurred compared to estimated total direct labor costs for projects for which third-party hardware
represents a significant portion of the total estimated costs. These contracts generally allow for monthly billing
or billing upon achieving certain specified milestones. Any estimated losses under long-term contracts are
recognized in their entirety at the date that they become evident, Revenue from hardware sales to our monthly
subscriber customers is recegnized as systems revenue.

Under cur contracts with the U.S. government for both systems and services, contract costs, including the
allocated indirect expenses, are subject to audit and adjustment by the Defense Contract Audit Agency. We
record revenue under these contracts at estimated net realizable amounts.

Our accounting for revenues from systems and services contracts not accounted for under SOP 97-2 or the
proportional performance of percentage of completion methaods, follows the guidance of Emerging Issues Task
Force 00-21 "Revenue Arrangements with Multiple Deliverables”™ (EITF 00-21} for determining of the number of
units of accounting and the allocation of the total fair value among the multiple elements.

Deferral of Costs Incurred. We defer direct costs incurred in cerain situations as dictated by authoritative
accounting literature. In addition, if the revenue for a delivered item is not recognized because it is not
separable from the arrangement, then we defer incremental costs related to that delivered but unrecognized
element. Deferred costs are included in other current assets on the balance sheet.

Advertising Costs. Advertising costs are expensed as incurred. Advertising expense totaled $1, $34, and
$29, for the years ended December 31, 2008, 2007, and 20086, respectively.
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TeleCommunication Systems, Inc.

Notes to Consolidated Financial Statements — (Continued)
{amounts in thousands, except share and per share data)

Capitalized Interest. Total interest incurred was $1,120, $5,028, and $3,253 for the years ended
December 31, 2008, 2007, and 2006, respectively. Approximately $18, $74, and $55 of total interest incurred
was capilalized as a component of software development costs during the year ended December 31, 2008,
2007, and 2006 respectively.

Stock-Based Compensation. We have two stock-based employee compensation plans, which are
described more fully in Note 17,

Beginning January 1, 2006, the Financial Accounting Standards Board (FASB) Statement No. 123(R)
{"Statement No. 123(R)") requires us to report all share based payments to employees, including grants of
employee stock options in the income statement based on their fair value. We adopted Statement No. 123(R)
effective January 1, 2006 using the medified prospective method.

Research and Development Expense. We incur research and development costs which are primarily
comprised of compensation and travel expenses related to our engineers engaged in the development and
enhancement of new and existing software products. All costs are expensed as incurred prior to reaching
technological feasibility.

Income Taxes. Income tax amounts and balances are accounted for using the asset and liability method of
accounting for income taxes as prescribed by SFAS 109. Under this method, deferred income tax assets and
liabilities are measured using the enacted tax rates and laws that will be in effect when the differences are
expected to reverse.

In June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”
(FIN 48) which prescribes a minimum recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position. FIN 48 also provides guidance on derecegnition,
measurement, classification, interest and penalties, accounting interim pericds, disclosure and transition, If a
tax position does not meet the more-likely-than-not initial recognition threshold, no benefit is recorded in the
financial statements. Upon the adoption of FIN 48 on January 1, 2007, the estimated value of the Company’'s
uncertain fax positions was a liability of $2.7 million resulting from unrecognized net tax benefits which did not
include interest and penalties. The Company recorded the estimated value of its uncertain tax pesition by
reducing the value of certain tax attributes. The Company would classify any interest and penalties accrued on
any unrecognized tax benefits as a component of the provision for income taxes. There were no interest or
penalties recognized in the consolidated statement of income for year ended December 31, 2008 and 2007 or
the consolidated balance sheet at December 31, 2008 and 2007. The Company files income tax returns in
U.S. and state jurisdictions. As of December 31, 2008, open tax years in the federal and some state
jurisdictions date back to 1999, due to the taxing authorities’ ability to adjust operating loss carry forwards.

Fair Value of Financial Instruments. The Company's major categories of financial assets and liabilities
subject to fair value measurements include cash and cash equivalents and marketable securities that are held
as available for sale. Both categories use observable inputs only and are measured using a market approach
based on quoted prices, see Note 14,

Recent Accounting Pronouncements,

In September 2006, the FASB issued SFAS 157, "Fair Value Measurements,” which defines fair value,
establishes a framework for measuring fair value and expands disclosures about fair value measurements.
SFAS 157 was effeclive for fiscal years beginning after November 15, 2007. In February 2008, the FASB
decided lo issue a final Staff Position to allow a one-year deferral of adoption of SFAS 157 for non-financial
assets and non-financial liabilities that are recognized or disclosed at fair value in the financial statements on a
non-recurring basis. The FASB also decided to amend SFAS 157 to exclude FASB Statement No. 13 and its
related interpretive accounting pronouncements that address feasing transactions. The adoption of SFAS 157
for financial assets and
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TeleCommunication Systems, Inc.

Notes to Consolidated Financial Statements — (Continued)
{amounts in thousands, except share and per share data)

liabilities in the first quarter of 2008 did not have an effect on the Company's results of operations and financial
position. The Company is evaluating the impact of the non-financial asset and liability provisions of this
standard and does not expect the adoption of those provisions to have a material impact on its financial
statements. in October 2008, the FASB issued SFAS 157-3, "Determining The Fair Market Value of a Financial
Asset When the Market for That Asset is noi Active” ("SFAS 157-3), which clarifies the application of

SFAS 157 in a market that is not active and provides an example to illustrate in determining fair market value
in that market. The Company is evaluating the impact of SFAS 157-3 provisions of this standard and does not
expect the adoption of those provisions to have a material impact on its financial statements.

In February 2007, the FASB issued SFAS 159, “Fair Value Option for Financial Assets and Liabilities.”
SFAS 159 allows companies to elect to measure certain assets and liabilities at fair value and is effective for
fiscal years beginning after November 15, 2007. The Company did not elect the fair value measurement of
SFAS 159.

In December 2007, the FASB issued SFAS 141(R}), "Business Combinations.” Thig standard 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 acquired and the goodwill
acquired. This statement also establishes disclosure requirements which will enable users to evaluate the
nature and financial effects of the business combination, SFAS 141(R) is effective for us for acquisitions made
after December 31, 2008. The Company is evaluating the impact of this standard. The adoption of
SFAS 141(R) may have a material impact on the Company’s financial statements for acquisitions
post-adoption.

In December 2007, the FASB issued SFAS 160, "Noncontrolting Interests in Consclidated Financial
Statements, an amendment of ARB No. 51" (SFAS 160). SFAS 160 amends ARB No. 51 to establish
accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of
a subsidiary. It also amends certain of ARB No, 51's consolidation procedures for consistency with the
requirements of SFAS 141(R). This statement is effective for fiscal years, and interim periods within those
fiscal years, beginning on or after December 15, 2008. The statement shall be applied prospectively as of the
beginning of the fiscal year in which the statement is initially adopted. The adoption of SFAS 160 will not have
a material impact on the Company's financial statements.

In March 2008, the FASB issued SFAS 161, “Disclosures about Derivative Instrumenis and Hedging
Activities, an amendment of FASB Statement 133" (SFAS 161). SFAS 161 amends and expands the
disclosure requirements of SFAS 133 with the intent to provide users of financial statements with an enhanced
understanding of: {i) How and why an entity uses derivative instruments; (ii) How derivative instruments and
related hedged items are accounted for under SFAS 133 and its related interpretations and (iii} How derivative
instruments and related hedged items affect an entity's financial position, financial performance and cash
flows. This statement is effective for financial statements issued for fiscal years and interim periods beginning
after November 15, 2008, with early application encouraged. The Company does not expect the adoption of
SFAS 161 to have a material impact on its financial statements.

in May 2008, the FASB issued SFAS 162, "The Hierarchy of Generally Accepted Accounting Principles”
{SFAS 162). SFAS 162 is intended to improve financial reporting by identifying a consistent framework, or
hierarchy, for selecting the principles used in the preparation of financial statements of nongovernmental
entities that are presented in conformity with GAAP. This statement shall be effective 60 days following the
Securities and Exchange Commission's approval of the Public Company Accounting Oversight Board Auditing
amendments to Al Section 411, “The Meaning of Present Fairly in Conformity with Generally Accepted
Accounting Principles”. The Company is evaluating the impact of this standard and does not expect the
adoption of SFAS 162 to have a material impact on the Company’s financial statements.
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TeleCommunication Systems, Inc.

Notes to Consolidated Financial Statements - (Continued)
{amounts in thousands, except share and per share data)

2. Enterprise Assets-Discontinued Operations

In 2007, the Company sold its Enterprise division operations, which had previously been included in its
Commercial Segment. The operations and cash flows of the business have been eliminated from those of
continuing operations and the Company has no significant involvement in the operations since the disposal
transactions. Accordingly, the assets, liabilities, and results of operations for the Enterprise assets have been
classified as discontinued operations for all periods presented in the Consolidated Financial Statements in
accordance with Statement of Financial Accounting Standards No. 144, Accounting for the impairment or
Disposal of Long-Lived Assets (Statement No. 144). Impairment charges of $15,500 to adjust the estimated
carrying value of Enterprise long-lived assets and goodwill were recorded during 2006 based on information
obtained during the process of offering the operating assets for sale and the declines in the Subscriber
businesses being sold.

Effective January 1, 2007, the Company sold two of its three Enterprise units to strategic buyers for
common stock in the acquiring publicly traded companies valued at approximately $1,000 and earn-out
arrangements. During the year ended December 31, 2008, we wrole down the public securities to $78. The
Company does not expect to receive material payments from the eain-out arrangement. During May 2007, the
last Enterprise unit was sold for $4,000 in cash (of which $200 was released from escrow in June 2008), a
$1,000 18-month note which was paid in full in November 2008, and $250 in equity interest.

3. Incomel/{loss) Per Common Share

Basic income/(loss) per common share is based upon the average number of shares of common stock
outstanding during the period. Stock options to purchase approximately 2.6 million, 2.5 million and 6.5 million
shares were excluded from the computation of diluted net income per share because their inclusion would
have been anti-dilutive for the years ended 2008, 2007, and 2006, respectively. Because we incurred a loss
from continuing operations in 2007 potentially dilutive securities were excluded from the computation because
the result would be anti-dilutive, These potentially dilutive securities consist of stock options, restricted stock,
and warrants as discussed in Notes 1 and 17.
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The following table summarizes the computations of basic and diluted earnings per share for the years
ended December 31:

2008 2007 2006

Income/{loss) from contifiuing operations ’ | S (575681 § 1 (1,01)] $ ] 1976
Loss from discontinued operations — (275) {23,671)
Netloss s 157568 § (1289 § [(21,695)]
Denominator for basic earnings per share — weighted-average common

shares outstanding . 43,063 41,453 39,430
Net effect of dilutive stock options based on treasury stock method bl 3des ] 1 = 1 T 8639]
Net effect of dilutive warrants based on treasury stock method 386 — 104
Denominator for diluted earnings per share — weighted-average common ' [ 1 SJ ’ (i{
| shares outstanding and assumed conversions 46,664 41,543 40,16
Income/(loss) per share — basic; L i
income/(loss) per share from confinuing operations IS 134 51 (woa] $[ o0.08]
Loss per share from discontinued operations st (0.01) {0.60)
Netincome/{loss) per share — basic . P8 13 $ ] (0o § ] (088
Income/(loss) per share —diluted: =~~~ 3} o o
income/{loss) per share from continuing operalions I 84 1237 87 (00| $ | o0.09]
Loss per share from discontinued operations — {0.01) (0.59)
Netincomel{ioss) per share-diluted ~ =~ T8 43 8T (0om] &1 (054)]

4. Supplemental Disclosure of Cash Flow Information

Property and equipment acquired under capital leases totaled $3,343, $1,979, and $1,725 during the years
ended December 31, 2008, 2007, and 2006, respectively.

As partial consideration for our 2007 divestitures, we received publicly trade common stock in two of the
acquiring companies valued at approximately $1,000 at the time of January 2007 closing on the transactions.
During 2008, the Company returned a portion of the common stock of one of the acquiring companies in
setllement of a divestiture post closing adjustment claim. We recorded a $140 expense as part of this
settiement.

Interest paid totaled $922, $1,002, and $607 during the years ended December 31, 2008, 2007, and 20086,
respectively.

Alternative minimum income taxes and estimated state income taxes paid totaled $559 during 2008. No
income taxes were paid for 2007 and 2006.
5. Unbilled Receivables

Unbilled receivables consist of the excess of revenue earned in accordance with generally accepted
accounting principles over the amounts hillable at contract milestones. Substantially all unbilled receivables are
expected to be billed and collected within twelve months.
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6. Inventory

Inventory consisted of the following at December 31:

2008 2007
Component parts L I8 (1,763 § [2670 )
Finished goods 952 2,703
[ Total inventory atyearend ~_ "~ T e b B 278§ (5373 ]
7. Property and Equipment
Property and equipment consisted of the following at December 31:

2008 2007
Computer equipment e o _ T B 28456 | 5 [ 24393 ]
Computer software 18,408 16,360
Furniture and fixtures T P17 2520 [ T | 2558
Leasehold improvemenls o 3188 2,760
Land e T T A6l ] 1,000,
Vehicles 107 107
[_Total property and equipment at cost at yearend [T 153659 1 [ |47178
Less: accumulated depreciation and amortization (41,268) (35,969)
[~ Net properiy and equipment at year end i % 1230118 [ 11,209 |

8. Acquired Intangihle Assets and Capitalized Software Development Costs

Our acquired intangible assets and capitalized software development costs consisted of the following:

December 31, Dacember 31,
2008 2007
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortlzation Net Amount Amorization Net
Acguired Intangible assets: [ ] R A IR R ?
Customer Lists $ 606 % 521 % 85 § 606§ 405 % 201
[ Trademarks & Patents L[ _siz]] [ 135 [T 4771 ] &1Z]: i o4 [ 508
Software development costs,
including acquired
technology 9,646 6,873 2,773 9,189 4,783 4,406
T Total T Tg [1oge4| s | 7529 B[3335[ ® [10.407( 8 | 5292 | §$[6.115]
Estimated fuiure amortization expense: - S 1T ]
Year ending December 31, 2009 L b 1,845
[_Yearending December 31, 2010~ o [ $] 786 ]
Year ending December 31, 2011 o $ 227
[ Year ending December 31, 2012 [ B8] 80|
Year ending December 31, 2013 o 3 80
[_Thereafter e | 81 317
$ 3,335
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We routinely update our estimates of the recoverability of the software products that have been capitalized.
Management uses these esfimates as the basis for evaluating the carrying values and remaining useful lives of
the respective assets.

9. Accounts Payable and Accrued Expenses

Our accounts payable and accrued expenses consisted of the following at December 31

2008 2007
Accounts payable - . o [ ® 121,229 §'] 5,848 |
Accrued expenses 13,122 6,611
. Total accounts payable and accrued expenses atyearend TR 34345 7 5 (12459 ]

Accrued expenses consist primarily of costs incurred for which we have not yet been invoiced, accrued
sales taxes, and amounts due to our E9-1-1 customers that we have billed and collected from regulating
agencies on their behalf under cost recovery arrangements.

10. Line of Credit

We have maintained a line of credit arrangement with our principal bank since 2003. In June 2007, we
amended the agreement to extend our line of credit and decrease the cost of borrowing. Under the amended
agreement, the availability of the line was extended to June 2010, and the borrowing rate decreased from
prime plus 1.25% to the bank’s prime rate which was 3.25% per annum at December 31, 2008. Qur maximum
borrowing availability remained the same at $22,000. Borrowings at any time are limited to an amount based
principally on accounts receivable levels and a working capital ratio, each as defined in the amended line of
credit agreement, The line of credit available is also reduced by the amounts of letters of credit outstanding
which totaled $2,280 at December 31, 2008. As of December 31, 2008 and 2007 we had no borrowings
outstanding under the line of credit and we had approximately $19,300 and $11,000, respectively, of unused
borrowing availability under this line,

Our amended line of credit and term loan agreement contains covenants requiring us to maintain a
minimum adjusted quick ratio and a minimum liquidity ratio as well as other restrictive covenants including,
among others, restrictions on our ability to merge, acquire assets above prescribed thresholds, undertake
actions outside the ordinary course of our business (including the incurrence of indebledness), guarantee debt,
distribute dividends, and repurchase our stock, and maintenance of a minimum tangible net worth. The
agreement also contains a subjective covenant that requires (i) no material adverse change in the business,
operations, or financial condition of the Company occur, or (i) no material impairment of the prospect of
repayment of any portion of the borrowings under the agreement; or {iii} no material impairment of value or
pricrity of the lenders security interests in the collateral of the bank credit agreement. As of December 31,
2008, we were in compliance with the covenants related to our line of credit and we believe that the Company
will continue to comply with its restrictive covenants. If our performance does not result in compliance with any
of these restrictive covenants, we would seek to further modify our financing arrangements, but there can be
no assurance that the bank would not exercise its rights and remedies under its agreement with us, including
declaring all putstanding debt due and payable.

In December 2006, we borrowed $5,000 under 3-year notes secured by accounts receivable of one
customer. Effective March 28, 2008, we prepaid this debt in full and modified the terms of the note {o a line of
credit. Under the line of credit agreement, the maximum indebtedness of the line is equal to $1,700 at
December 31, 2008 less $150 per until the maturity date of December 28, 2009, The borrowing rale is the
London InterBank Offered Rate (LIBOR) plus 500 basis points. As of December 31, 2008, the Company has
not borrowed against this line.
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11. Long-Term Debt

Long-term debt consisted of the following at December 31:

2008 2007

Nole payable dated June 2007 due July 1, 2012 and bearing interest al prime rate plus 0.25% [ | | T \ o 7|'
' per annum, See further description $ 1767 s | 9167 |
Note payable dated December 28, 2006, paid in full March 28, 2008 and modified to a line of

credit (see Note 10 for further description) — 3.501
Other, pald In full January 2008 RSN i

Total long term debt - o 1e7 12,669
Less: current portion g0y T [ T (s.861)]

Non current portion of long term debt $ 5167 $ 9,008

Aggregate maturities of long-term debt at December 31, 2008 are as follows:

2000 T .. Isiz2000]
2010 : e 2,000
2011 , | | {2,000}
2012 1,167
[ dofal —— . o I RAT

On June 25, 2007, we refinanced $10,000 of March 2006 secured notes with a five year bank term loan.
The borrowing rate under the new term loan was the prime rate plus 0.25% per annum (3.5% at December 31,
2008) and payments are due in equal monthly installments of $167 plus interest. In March 2006, we issued
(i) $10,000 of secured notes due March 10, 2009, with cash interest at 14% per annum, and (ii} warrants to
purchase an aggregate of 1.75 million shares of our Class A Common Stock at an exercise price of $2.40 per
share. In December 2008, the holders of 1.1 million of the warrants exercised those warrants and 1.1 million
shares were issued. The remaining 0.7 million warrants remain outstanding and expire March 2011, The
resulting carrying value of the debt at issuance was $6,500, net of the original discount of $3,500 which was
being amortized to interest expense over its three-year term using the effective interest method, yielding an
effective interest rate of 15.2%. The remaining unamortized debt discount and issuance expenses of
$2,458 million were written off in the second quarter of 2007 as a result of early retirement of the March 2006
note.

12. Capital Leases

We lease certain equipment under capital leases. Property and equipment included the following amounts
for capital leases at December 31:

2008 2007
Computer equipment 131830 ] 5889
Computer software e 1,654 1474
Furniture and fixtures L [l 18 [ 1.1 23]
Leasehold improvements 25 6
| Total equipment under capifal lease af cost __Tiweswl ] ] 1407 ]
Less: accumulated amortization (2,090) {3.824)
[ Met property and equipment under capital leases ) T 814947 B [3578]

Capital leases are collaleralized by the leased assets. Qur capital leases generally contain provisions
whereby we can purchase the equipment at the end of the lease for a one dollar buyout or the current fair
market value
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capped at 18.5% of the original purchase price. Amorization of leased assets is included in depreciation and
amortization expense.

Future minimum payments under capital lease obligations consisted of the following at December 31, 2008:

OGS~ o _[ET2001

2010 o B o o . 1,363
2011 . {1,069}
2012 567
| Total minimum lease payments - - [ 115100}
Less: amounts representing interest o _ (517)
_Present value of net minimum lease payments (including current portion of $1,837) [ 814,583 "

13, Common Stock

Qur Class A common stockholders are entitled to one vote for each share of stock held for all matters
submitted to a vole of stockholders. Our Class B stockholders are entitled to three votes for each share owned.

14. Fair Value of Financial Instruments

In the first quarier of 2008, we adopted SFAS 157 “Fair Value Measurements” for financial assets and
liabilities. This standard defines fair value, provides guidance for measuring fair value, and requires certain
disclosures. This standard does not require any new fair value measurements, but rather applies to all other
accounting pronouncements that require or permit fair value measurements. This standard does not apply
measurements related to share-hased payments, nor does it apply to measurements related to inventory.

SFAS 157 discusses valuation techniques, such as the market approach {comparable market prices), the
income approach (present value of future income or cash flows), and the cost approach {(cost to replace the
service capacity of an asset or replacement cost). The statement utilizes a fair value hierarchy that prioritizes
the inputs to valuation techniques used to measure fair value into three broad levels. The following is a brief
description of those three levels:

Level 1: Observable inputs such as quoted prices {unadjusted) in active markets for identical assets or
liabilities.
Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or

indirectly. These include quoted prices for similar assets or liabilities in active markets and quoted
prices for identical or similar assets or liabilities in markets that are not active,

Level 3: Observable inputs that reflect the reporting entity's own assumptions.

Our population of financial assets and liabilities subject to fair value measurements and the necessary
disclosures are as follow:

Fair Value as of Fair Value Measurements at 12/31/2008
12/31/2008 Using Fair Value Hierarchy

Total Level 1 Level 2 Level 3
Assets [] L [T 1 [N O O N I B
Cash and cash equivalents $ 38977 5 38977 % — $ —
I Marketable securities available for sale | | f ~ 78 i 1 T T i

5 39,055 $ 39,055 $ — 5 —
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The fair values of marketable securities are based on quoted market prices from various stock exchanges,

15. Income Taxes

The Company accounts for income taxes under SFAS 109 using the asset and liability approach to
accounting for income taxes. Deferred tax assets and liabilities are determined based upon differences
between financial reporting and tax bases of assets and liabilities and are measured using the enacted tax
rates and laws that will be in effect when the differences are expecled to reverse. Net deferred tax assets are
recorded when it is more likely than not that the tax benefits will be realized.

The provision for income taxes consisted of the following at December 31:

Current: o L R
Federal o ) o o o 636
,_ State e T 152 ]
. Totalgurrent e e 188
Deferred: L e [ N I
Fedetal . —— {20,938
State e S B B 7 X 1Y)
Total deferred {34,045)
.__Total benefit for income taxes from continuing operations 1B ]s28n)

In previous years, the Company recorded a full valuation allowance against its deferred tax assets due to
uncertainty surrounding the realization of the benefits of such assets; therefore, there was no tax provision in
2007 or 2006. For 2008, based on historical taxable income from continuing cperations and projections for
future taxable income, the Company determined that it is more likely than not that its deferred tax assets are
expected to be realized, and reversed the valuaticon allowance. The reversal of the valuaticn allowance and
other adjustments to the deferred tax assets resulted in the recognition of income tax benefits of $33,257 in
2008. The $33,257 benefit is comprised of a federal benefit of $29,302 and a state net benefit of $3,955.
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Significant components of our deferred tax assets and liabilities at December 31 were:

2008 2007
Deferredtaxassets: "7 SNSRI O T O A B
Net operating loss camyforwards $ 26,746 $ 38,198
Research and development tax credit N 15 |
Stock compensation expense 1,513 1.635

[ Depreciation and amortization
Reserves and accrued expenses

[T a079| [ [ 4578 |
1432 958

M

[_Alternative minimum tax credit o UL ea3d ] o
Deferred revenue o , o 108 813
[other J O < O I -7
Total deferred tax assets 35,181 46,259
Deferred tax fiabilifies: " o T T T
Capitalized software development costs L (1,13}2‘6 ) (1,202)
Other Ll @ [ ]
Total deferred tax liahilities (1,136) {1,206)
Net deferred tax asset o i 134048 1 T T 45,053 ]
Valuation allowance for net deferred tax asset (45,053)

[ 8134045 §1 ]

Nel deferred tax asset recognized in the consolidated balance sheets

At December 31, 2008, we had U.S. federal net operating loss carmryforwards for income tax purposes of
approximalely $81,643, which includes approximately $24,177 of remaining acquired nel operating losses from
the acquisition of Xypoint in 2001, and $9,361 from the excess tax benefits related to stock-based
compensation deductions which will increase additional paid in capital once the benefit is realized, through a
reduction of income taxes payable. The net operating loss cairyforwards acquired in connection with the
purchase of Xypoint in 2001 will begin to expire in 2018. The remaining net operating loss carryforwards will
expire from 2019 through 2027.

The timing and manner in which we may utilize the net operating loss carryforwards and tax credits in future
tax years will be limited by the amounts and timing of future taxable income and by the application of the
ownership change rules under Section 382 of the Internal Revenue Code. Utilization of the Xypoint net
operating losses are limited as a result of ownership changes occurring in 1997 and 2001, Additionally, the
Company determined that they had an ownership change in December 2001, which imposes an annual
limitation of the net operating losses created in 1999 to 2001. As of December 31, 2007, the Company reduced
its deferred tax assets related to the portion of the research and development tax credits acquired from Xypoint
that are limited under Section 382, which cannot be used before they expire.

The remaining U.S. federal net operating loss camyforwards may become subject to limitations under the
Internal Revenue Code as well, We have state net operating loss carmryforwards available which expire through
2027, utilization of which will be limited in a manner similar to the federal net operating loss carryforwards. At
December 31, 2008, the Company had federal alternative minimum tax credit carry forwards of approximately
$636, which are available to offset future regular federal taxes. Research and development credits of
approximately $294 will begin to expire in 2011.
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The reconciliation of the reported income tax benefit to the amount that would result by applying the
U.S. federal statutory rate of 34% to loss from continuing operations for the year ended December 31 is as

follows:
2008 2007 2006

Income tax (benefil) al statutoryrate T Tl sEE] B (64 ® 1 853
Change in valuation allowances (45,053} 887 (2, 241)
Write-down of tax atiribules T - L1 1 874{ [ T 1eed [ 7 ]
Non deductible items L ; 255 55
Non deductible stock compensation expense I 473[ T T 1 @8] 177 689 |
Research an_c_i_‘development tax credit (2303 (130) (43)
Change in state apporiionment tax rates on deferred asses/iiabilities T sH ] (41D [ 1T T 807
State tax (benefify . } _1.066 o2
Other ) . [ L @] [ ] (140 11T 28]

Total $ (33,257) $ — 3 —_

Upon the adoption of FIN 48, the estimated value of the Company's uncertain tax positions was a liability of
$2,736 resulting from unrecognized net tax benefits which did not include interest and penalties. It is
reasonably possible theses unrecognized deferred tax benefits will be recognized in the next twelve months
through the tax provision. The Company does not currently anticipate that the total amounts of unrecognized
tax benefits will significantly increase within the next 12 months. The Company recorded the estimated value of
its uncertain tax positions by reducing the value of certain tax attributes.

The following table summarizes the activity related to the Company’s unrecognized tax beneiits (excluding
interest, penalties and related tax carry forwards):

Total
Balance at December 31, 2006 _ T - T 1T 1.1
__Gross increases related to prior year tax _positions . .5 —

! " Gross decreases related to prior Year tax posifions B 1171
" Gross increases related 1o current year tax positions - . 2,736
"_Gelllementsapse in statute of limitation o _ =L
Balance at December 31, 2007 _ e R § 2736

_Gross increases related to prior year tax positions " [ 1] -]
""Gross decreases related to prior year tax positions ‘ e -
-~ Gross increases related 1o current year tex positions . o LT _j
Settlements/lapse in statute of limitation
Balance at December 31, 20608 T § 2, ‘f‘36T

If the Company's positions are sustained by the taxing authority in favor of the Company, approximately,
$2,736 (excluding interest and penalties) of uncertain tax position liabilities would favorably impact the
Company's effective tax rate.

Upon the adoption of FIN 48, the Company’s policy is to dassify any interest and penalties accrued on any
unrecognized tax benefits as a component of the provision for income taxes. There were no interest or
penalties recognized in the consolidated statement of income for year ended December 31, 2008 and the
consolidated balance sheet at December 31, 2008, The Company files income tax returns in U.S. and state
jurisdictions. As of December 31, 2008, open tax years in the federal and some state jurisdictions date back to
1999, due to the taxing authorities’ ability to adjust operating loss carry forwards.
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16. Employee Benefit Plan

The Company maintains a 401(k) plan covering defined employees who meet established eligibility
requirements, Under the provisions of the plan, the Company may contribute a discretionary match, The plan
may also contribute a non-elective contribution determined by the Company. For 2008, the Company matched
35% of employee deferrails. The Company contribution was $798, $575, and $218 for the years ended
December 31, 2008, 2007, and 2006 respectively.

17. Stock-based Compensation Plans

We maintain two stock-based compensation plans: a stock incentive plan, and an employee stock purchase
plan.

Stock Incentive Flan. We maintain a stock incentive plan thal is administered by our Compensation
Committee of our Board of Directors. Options granted under the plan vest over periods ranging from one to five
years and expire 10 years from the date of grant. Under the principal share-based compensation plans, the
Company may grant cerlain employees, direclors and consultants options to purchase common stock, stock
appreciation rights and restricted stock units. Options are rights to purchase common stock of the Company at
the fair market value on the date of the grant. Stock appreciation rights are equity settled share-based
compensation arrangements whereby the number of shares that will ultimately be issued is based upon the
appreciation of the Company’s commaon stock and the number of awards granted to an individual. Restricted
stock units are equity settled share-based compensation arrangements of a number of share of the Company’s
common stock. Restricted stock unit holders do not have voting rights until the restrictions lapse.

Beginning January 1, 2008, the Company adopted SFAS 123(R) using the modified prospective method.
Caonsistent with the requirements of SFAS 123(R), we recognized compensation expense net of estimated
forfeitures over the requisite service period, which is generally the vesling period of 5 years. The Company
estimates the fair value of each stock optien award on the date of grant using the Black-Scholes option-pricing
model. Expected volatilities are based on historical volatility of the Company's stock. The Company estimates
forfeitures based on historical experience and the expected term of the options granted are derived from
historical data on employee exercises. The risk free interest rate is based on the U.S. Treasury yield curve in
effect at the time of the grant. The Company has not paid and does not anticipate paying dividends in the near
future,
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A summary of our stock opticn activity and related information consisted of the following for the years
ended December 31 (all share amounts in thousands):

2008 2007 2006
Waelghted Weighted Weighted
Average Average Average
Number of Exercise Number of Exercise Number of Exercise
Options Price Options Price Optlons Price
Pyearre o= T jsed [k Taedl] | nezelb [oad [l | arealls lsad
year 11,144 | & 3.6 11,622 3.62 ] 9 79 $ 3.86 |
Granted 3,056 3.57 2,537 3.69 2,908 742
Exercised (T ey ] 30411 | (1.34nIT (28811 [ (9] [1.78"
Forfeited (697} 3.58_ {1,668) o 4,07 __!_!%_B_D)__ 3.26
Outstanding, end ofyear [ | | 11,676 | ﬁ BT T M4l i3eg ]l ] 16228 (367
Exercisable, at end of year 6 308 4.12 6515 § 414 65,823 % 4.33
Weﬂedandexpédéalo ; J , = J ] J 1 t ]] 4 [[’ ’ |
vest, atend of year | 9,99 lagd!] | 7510]s 368 8179 | § | 3.62 |

Eslimated
weighted-average grant-
date fair value of oplions
granted during the year 2.07 $ 3.69 $ 2.42

efghled-average
remaining contractual life
of options outstanding at

__ le.6years s

_endofyear 6.5 years 7.0years | | ||
Weighted Woeighted Weighted
Number of Average Number of Average Number of Average
Options Fair Walue Options Fair Value QOpticns Fair Value
Non-vested. beginning of year 1 |4892 [ 8§ [226 [ 114799 % |2.08 [ 1397218 1233
Forfeited {525) % 218 (1,088) % 2.37 (731) % 2.03
Mested 10 1veA (s [22N[[ {15791 ® [213 7 11350[% |24
Exercisable, al year end 6,308 § 3.56 6515 % 3.73 6,823 % 4.01
MNon-vested, at end of year T 76368 [ 8 (224 [] 14602 % J22d]] 47891 8 |20§]

Exercise prices for options outstanding at December 31, 2008 ranged from $0.29 to $26.05 as follows {all
share amounts in thousands):

Welghted-Average

Weighted-Average Remalning Weighted-Average
Exercise Prices Contractual Life Exercise Prices
Options of Oplions of Options Options of Options
Exercise Prices Qutstanding Qutstanding Qutstanding (years) Exercisable Exercisable
$o20—s261 ([ [ 2978 [ 2 240{ I j; ,,5, 5&* T 1963LJ $ 1
$2.61— $5.21 R o i b
po21—g78z || [ 274138 ! 6?4 [T I 5.19. [ 119_rﬂ I
$7.82 — $26.05 30 % 1.07 4.01
fTotalendofyear | [ [1t676[ [T 1 T I T 61 I
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As of December 31, 2008, the aggregate intrinsic value of options exercisable was $56,348, As of
December 31, 2008, we estimate that we will recognize $3,385 in expense for outstanding, unvested options
over their weighted average remaining vesting period of 3.9 years.

In calculating the fair value of our stock options using Black-Scholes for the years ended December 31,
2008, 2007, and 2006, respectively, our assumptions were as follows:

For The Years Ended
December 31,

2008 2007 2006
Expected life (inyears) | 88 17| 55 T TE5"
Risk-free interestrate(%) L 2.65%3.33% 4.24%-4.90% 4.56%
Wolatility(%) 1 | BO0%-67% | 68.1%83%_ 1 | 78% |
Dividend yield(%) 0% 0% 0%

For the years ended December 31, 2008, 2007, and 20086, the Company granted a total of 20,556, 89,600,
and 22,025 of restricted shares of Class A Common Stock to directors and certain key executives. The
restrictions expired at the end of one year for directors and expire in annual increments over three years for
executives conditional on continued employment. The fair value of the restricted stock on the date of issuance
is recognized as non-cash stock compensalion expense over the period over which the restrictions expire. We
recognized $105, $328, and $244 of non-cash stock compensation expense related to these grants for the
years ended December 31, 2008, 2007, and 2008, respectively. We expect to record fulure stock
compensation expense of $50 as a result of these restricted stock grants that will be recognized over the
remaining vesting pericds.

Employee Stock Purchase Plan. We have an employee stock purchase plan (the Plan) that gives all
employees an oppertunity to purchase shares of our Class A Common Stock. The Plan allows for the purchase
of 1,384,932 shares of our Class A Common Stock at a discount of 15% of the fair market value. The discount
of 15% is calculated based on the average daily share price on either the first or the last day of each quarterly
enrcliment period, whichever date is more favorable to the employee. Option periods are three months in
duration. As of December 31, 2008, 1,092,821 shares of Class A Common Stock have been issued under the
Plan. Compensation expense relating to the Employee Stock Purchase Plan is not material.

As of December 31, 2008, our total shares of Class A Common Stock reserved for future issuance is
comprised of:

(in thousands)

Stockincentive plan o T T e

Warrants (see Note 11} R R { !¢

Employee stock purchase plan o T 1 292 |
Total shares restricted for future use 5,516

As of December 31, 2008, the compasition of non-cash stock compensation expense was as follows:

2008 2007 2006
Direct costs of revenue ___ R ' § (2494 | 8 12,0801 § 1,509
Research and development expense o 822 867 558
Gales and marketing expense - [T 1 2721 [ ] 6281 | [ 32§
General and administrative expense 170 758 723
[ Total non-cash stock compensation expense. [ % (3758 § [4333] § 3,116 |

F-25

Source: TELECOMMUNICATION SY, 10-K, March 03, 2009



TeleCommunication Systems, Inc.

Notes to Consolidated Financial Statements — (Continued)
{amounts in thousands, except share and per share data)

18. Operating Leases

We lease certain office space and equipment under non-cancelable operating leases that expire on various
dates through 2015. Future minimum payments under non-cancelable operating leases with initial terms of one
year or more consisted of the following at December 31, 2008:

2008 T — e T s 3423
2010-2011 L L ... 4295
2012-2013 _ , , [ 111260 ]
Beyond __ 575
: o [ $19.559 i

Cur leases include our offices in Annapolis, Maryland under a lease expiring in March 2011, a second
facility in Annapolis under a lease expiring in April 2013, a facility in Seattle, Washington under a lease expiring
in September 2010, a facility in Oakland, California under a lease expiring August 2012, and we relocated our
production facility in Tampa, Florida under a lease expiring in December 2014. The Annapolis facilities are
utilized for executive and administrative offices, as well as portions of our Commercial and Government
Segments. The Seattle and Oakland facilities are utilized by our Commercial Segment and the Tampa facility
is utilized by our Government Segment. Future payments on all of our leases are estimated based on future
payments including the minimum future rent escalations, if any, stipulated in the respective agreements.

Rent expense for continuing operations was $4,079, $3,823, and $3,603 for the years ended December 31,
2008, 2007, and 20086, respectively.
19. Concentrations of Credit Risk and Major Customers

Financial instruments that potentially subject us to significant concentrations of credit risk consist primarily
of accounts receivable and unbilled receivables. Those customers that comprised 10% or more of our
revenues, accounts receivable, and unbilled receivables from continuing operations are summarized in the
following tables.

% of Total Revenues

For the Year Ended
Dacember 31,

Customer Segment 2008 2007 2006
US. Government T {Gavemment | [ 142% | | [37% ] [ [25%]
Customer A Commercial 22% 20% 20%

As of December 31, 2008 As of December 31, 2007

Accounts Unbilled Accounts Unbilled

Customer Receivable Receivables Receivable Receivables
U.S. Govemment b [ 54%[ | T 7%l T T 40%] | i 66% |
Customer A - B 22% C<10% <10% <10%
Customer B T [ <10%] | | 10% ] ] [ 1P | I <10% |

As of December 31, 2008, our total exposure to credit risk was $69,532 based on the amount due to us by
the above customers. As of December 31, 2007, our exposure to such risks was $23,689. We did not
experience significant losses from amounts due to us by any customers for the year ended December 31,
2007.

20. Business and Geographic Segment Information

Cur two reporting segments are the Commercial Segment and the Government Segment.
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Our Commercial Segment products and services enable wireless carriers to deliver short text messages,
location information, internet content, and other enhanced communication services to and from wireless
phones. Our Commercial Segment also provides E9-1-1 services, commercial location-based services,
inter-carrier text message distribution services, and carrier technolegy on a hosted, or service bureau, basis.
We also earn subscriber revenue through wireless applications including our Rand McNaliy® Traffic
application.

Our Government Segment designs, assembles, sells and maintains data network communication systems,
including our SwiftLink® deployable communication systems. We also own and operate secure satellite
teleport facilities, resell access to satellite airtime (known as space segment), and provide communication
systems integration, information technology services, and software systems and services to the
U.S. Department of Defense and other government customers.

Management evaluates segment performance based on gross profit. We do not maintain information
regarding segment assets. Accordingly, asset information by reporiable segment is not presented.

For the years ended December 31, 2008, 2007, and 2006, respectively, our revenues include
approximately $8,598, $5,551, and $7,349 of revenues generated from cuslomers outside of the United States.

The following table sets forth results for our reportable segments as of December 31, 2008. All revenues
reported below are from external customers. A reconciliation of segment gross profit to net loss for the
respective periods is also included befow;

Year Ended December 31,

2008 2007 2006
Comm. Gvmt Total Comm, Gvmt Total Comm, Gvmt Total

Reveriug T ] 1 I WA 177 I N 5 B S M O B _l_l_'_%EV ]

" Senices H 64441 § 98018 S 101358 § 53703 $ 79069 § 88062 § 59741 § 28539 88380
" Systams T1 T 37423 [[ | 8354 [] [ 118789 1] | W652% 11 [ 39589 [ | [ 56,1081 [ 17.28§ [ 116,337 36,558 |

Total revenue 101,870 118,272 220,142 75,314 £8,854 144,168 76,960 47,976 124,936
Directcosisof 1 [ T {l_ T TTTTITTT NI ] 1 S E | T ’ ‘
revenue 0 S | U 5 I D NSS4 O SO

" Direct cost of

__senices 32402 29182 61584 28348 22815 52,164 31,4089 2143 52,540
[3ireet cost of ! |H [ I —’ ; I 4] [ ‘ I J;' i |‘
_ systems : 8.503 68,298 | 77,261 s024 | | |aseer |1 | avses || | sen|i| li2erd || | 178 )

Total Direct
Costs 41,395 97,490 138,885 34,370 65,697 90,067 35,620 33,803 70,423

Gross profit Ji 1 | T W ) S 8IS O I IV I N N A B
Services gross

_ profit 32,039 7,726 38,765 29,447 6,454 3590t 28,332 7508 35840

i Gyslems gross l 5&] 1 [ |

S profit L 28,435 13,0 41,49 11,49 6,703 | 18,200 | 12,008 6,5 18,67

Telsl Gross
Profit $ 60475 § 20,782 % 81,257 § 40944 & 13,157 § 54,101 % 40,340 & 14173 % 54,513
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2008 2007 2006
[Total segment gross profit T I8 81257 | § | 54401[T § [ 54,513 |
Research and development expense o . {18,181) (13,072) (1727.586;__
[ Sales and marketing expense N AT Ias s [ 1L [aieth ] [ [, 73]
General and administrative expense - 28,238) (19,334) (1 §!§523
[ Depreciation and amoriization of property and equipment T T 6865 I | 62000 [ [ (7.956)]
Amoriization of acquired infangible assets o o (147 . (1453_ o 147
[ Inlerest expense @y ] e 1 (1,75_1&_]
Amortization of debt discount and debt issuance expenses, including $2,458
write-off in June 2007 o B ~ - (180} (3, 17_l) 1,447
[ Gain on sale of patent - R 060) 1] ]
Benefit for income taxes e 33,257 - -
| Gther income, net . i 22 ] 508 __[____[ 1 2271
Incomelf{loss) from continuing oparaﬂons L 57,568 (1.014) 1.976
L oss from discontinued operations L o [p ! =11 1 279] | 123,671)]
Net income/(loss) $ 57568 $ (1.289) % (21,695)

21. Quarterly Financial Information {Unaudited)

The following is a summary of the quarterly results of operations for the years ended December 31, 2008
and 2007. The quarterly information has not been audited, but in our opinion, includes all normal recurring
adjustments, which are, in the opinion of the Management, necessary for fair statement of the results of the
interim periods.

2008
Three Months Ended
{unaudited)
March 31 June 30 September 30 December 31

Revenue L (g [ a0 s | 43011 g T 56830 % [ 79.287]
Gross profit $ 19,564 % 19,212 § 17457 § 25,024
Income from continuing operations HE 4618 % | 11085 [ 5 2,757 % ] 38,228
Loss from discontinued operatlons — — — —
-HT'ICUITIG o o '$° I 4618 | % | 11,9657 ] ] 2757 1 & | 38,228 |
Earnings per share — basic from continuing
__operations § . oom__§ 0.28 § 006 § 0.87
}OSS per share — basic from discontinued ] % _1 l | l | } _] 1 | ‘i ‘
_operations § | 3 | ~ | 8 B
Net income per share — basic $ 011 % 0.28 % 0.06 % 0.87
Fé’rr’n’ings per share — diluted from confinuing | | [ o J ‘ | | o AT T’Tﬁf ‘ w

operations ] 5 o1 8 0.26, | $ I 0.06,[ ) 0.78
Loss per share — diluted from discentinued

operations 3 — % — % - 5 —
MNetincome pershare —diluted [ B | 01111 & | 0.26 | § [ 006 % [ 0.78 ]
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2007
Three Months Ended
{unaudited)
March 31 June 30 September 30 December 31

Reverue _ ~ 1B ] 34vig s | 353361 § 137,635 8 _ | 37078 |
Gross profit 3 14295 § 10,681 3 14,138 § 14,987
Income/(loss) from continuing operations | & [ 7671 T8 (59931 5 16'—[ B 2a0d:
Income/(loss) from discontinued operailons (124) (145) (61)
Net income/(loss)_ s L eagls | G135 ] 1.770 [ 8§ | 2437 |
Earnings/(loss) per share — basic from

continuing operations $ 002 3 (0.15) % 0.04 $ 0.06
Loss per share — basic from discontinued l l$ l L { L; I H k k ‘ k ‘ qg

_operations L B (0.00, | (0.00) | 0.00 (0.0
Net lncome.f(loss) per share — basu: $ 002 § (0.15) § 004 § 0.06
[Earnings/{loss) per share — dilujed from ‘ | ‘ Il k I B ‘J L ]
J continuing operations & 002 | & | (018 | 0.04 | o006
Net income/(loss) per share — diluted from

discontinued operations $ (0.00y 3% (0.00) 8 000 % {0.00)
Net income/(foss) per share —diluled [ 8 [ 002§ | (15{ 8 [ 004 % | o008

22. Commitments and Contingencies

The Company has been notified that some customers may seek indemnification under its contractual
arrangements wilh those customers for costs associated with defending lawsuits alleging infringement of
certain patents through the use of our products and services in combination with the use of products and
services of multiple other vendors. The Company will continue to negotiate with these customers in good faith
because the Company believes its technology does not infringe on the cited patents and due to specific
clauses within the customer contractual arrangements that may or may not give rise to an indemnification
obligation. Although the Company cannot currently predict the outcome of these matters, we do not expect the
resolutions will have a material effect on our consolidated results of operations, financial position or cash flows.

In November 2001, a shareholder class action lawsuit was filed against us, certain of our current officers
and a director, and several investment banks that were the underwriters of our initial public offering ({the
"Underwriters”): Highstein v. TeleCommunication Systems, Inc., et al., United States District Court for the
Southern District of New York, Civil Action No. 01-CV-9500, The plaintiffs seek an unspecified amount of
damages, The lawsuit purports to be a class action suit filed on behalf of purchasers of our Class A Common
Stock during the period August 8, 2000 through December 6, 2000. The plaintiffs allege that the Underwriters
agreed to allocate our Class A Common Stock offered for sale in our initial public offering to certain purchasers
in exchange for excessive and undisclosed commissions and agreements by those purchasers to make
additional purchases of our Class A Common Stock in the aftermarket at pre-determined prices. The plaintifis
allege that all of the defendants violated Sections 11, 12 and 15 of the Securities Act, and that the underwiiters
violated Section 10(b} of the Exchange Act, and Rule 10b-5 promulgated thereunder. The claims against us of
violation of Rule 10b-5 have been dismissed with the plaintiffs having the right to re-plead. On February 15,
2005, the District Court issued an Qrder preliminarily approving a settlement agreement among class plaintiffs,
all issuer defendants and their insurers, provided that the parties agree to a modification narrowing the scope
of the bar order set forth in the settlement agreement. The parties agreed to a modification narrowing the
scope of the bar order, and on August 31, 2005, the court issued an order preliminarily approving the
settlement. On December 5, 20086, the United States Court of Appeals for the Second Circuit overturned the
District Court’s certification of
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the class of plaintiffs who are pursuing the claims that would be seftled in the settlement against the
underwriter defendants. Plaintiffs filed a Petition for Rehearing and Rehearing En Banc with the Second Circuit
on January 5, 2007 in response to the Second Circuit's decision. On April 6, 2007, the Second Circuit denied
plaintifls' rehearing petition, but clarified that the plaintiffs may seek to certify a more limited class in the District
Court. On June 25, 2007, the District Court signed an Order terminating the settlement. On November 13,
2007, the issuer defendants in certain designated “focus cases’ filed a motion to dismiss the second
consolidated amended class action complaints that were filed in those cases. On March 26, 2008, the District
Court issued an Opinioh and Qrder denying, in large part, the motions to dismiss the amended complaints in
the “focus cases.” We intend to continue to defend the lawsuit until the matter is resolved. We have purchased
Directors and Officers insurance policy which we believe should cover any potential liability that may result
from these claims, but can provide no assurance that any or all of the costs of the litigation will ultimately be
covered by the insurance. No reserve has been created for this matter. More than 300 other companies have
been named in nearly identical lawsuits that have been filed by some of the same law firms that represent the
plaintiffs in the lawsuit against us.

On July 12, 2006, we filed suit in the United States District Court for the Eastern District of Virginia against
Mobile 365 (now Sybase 365, a subsidiary of Sybase Inc.) and WiderThan Americas for patent infringement
related to U.S. patent No. 6,985,748, Inter-Carrier Short Messaging Service Providing Phone Number Only
Experience ("the '748 patent”), issued to the Company. We resolved the matler with regard to WiderThan
Americas, and, during the second quarter of 2007, we received a favorable jury decision that Sybase 365
infringed the claims of our patent. The jury awarded us a one-time monetary payment in excess of $10 million
for past damages and a 12% royalty. The jury also found Sybase 365's infringement willful and upheld the
validity of the patent. After the jury verdict, both parties filed post-trial motions. The court denied Sybase 365's
post-trial motion for a new trial or a judgment in its favor, granted our motion for a permanent injunction
prohibiting any further infringement by Sybase 365, but stayed the injunction pending the outcome of any
appeal that may be filed, reduced the jury verdict damages award by $2.2 million and vacated the jury finding
of willful infringement. We expect that Sybase 365 will appeal from the final judgment of the district court to
U.S. Court of Appeals for the Federal Circuit. In the first quarter of 2008, Sybase 365 filed a request for
reexamination of the '748 patent claiming that the patent is invatid. In the second quarter of 2008, the United
States Patent and Trademark Office granted the request and began the requested reexamination of the '748
patent. There can be no assurances to what extent the matter will continue to be successful, if at all.
Additionally, we could become subject to counterclaims or further challenges to the validity of the '748 patent,
To date, the Company has not received or recorded any amounts related to this jury award.

Other than the items discussed immediately above, we are not currently subject to any other material legal
proceedings. However, we may from time to time become a party to various legal proceedings arising in the
ordinary course of our business.

23. Related Party Transactions

In February 2003, we entered into an agreement with Annapolis Partners LLC to explore the opportunity of
relocating our Annapolis offices to a planned new real estate development, Our President and Chief Executive
Officer owns a controlling voting and economic interest in Annapolis Partners LLC and he also serves as a
member. The financial and many other terms of the agreement have not yet been established. The lease is
subject to several contingencies and rights of termination. For example, the agreement can be terminated at
the sole discretion of our Board of Directors if the terms and conditions of the development are unacceptable to
us, including without limitation the circumstances that market conditions make the agreement not favorable to
us or the overall cost is not in the best interest to us or our shareholders, or any legal or regulatory restrictions
apply. Our Board of Directors will evaluate this opportunity along with alternatives that are or may become
available in the relevant time periods and there is no assurance that we will enter into a definitive agreement at
this new development site.
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SIGNATURES

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

By: s/ MAURICE B. TOSé

Maurice B. Tosé
Chief Executive Officer, President and
Chatrman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1834, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated. The
undersigned hereby constitute and appoint Maurice B. Tosé, Thomas M. Brandt, Jr. and Bruce A. White, and
each of them, their true and lawful agents and attorneys-in-fact with full power and authority in said agents and
attorneys-in-fact, and in any one or more of them, to sign for the undersigned and in their respective names as
directors and officers of TeleCommunication Systems, any amendment or supplement hereto. The
undersigned hereby confirm all acts taken by such agents and attorneys-in-fact, and any one or more of them,
as herein authorized

Name Title Date
/s! MAURICE B, TOSé Chief Executive Officer, President and March 3,
Chairman of the Board (Principal Executive 2009
Maurice B. Tosé Ofiicer)
fsi THOMAS M. BRANDT, JR. Chief Financial Officer and Senior Vice March 3,
President (Principal Financlal Officer) and 2009
Thomas M. Brandt, Jr. Director
/s/ JAMES M. BETHMANN Director March 3,
2009
James M. Bethmann
Is/ CLYDE A. HEINTZELMAN Director March 3,
2008
Clyde A. Heinlzelman
Is/ JAN C. HULY Director March 3,
20089
Jan C. Huly
/5! RIGHARD A. KDZAK Director March 3,
2009
Richard A. Kozak
Director March 3,
2009
Weldon H. Latham
Is! BYRON F. MARCHANT Director March 3,
2008
Byron F. Marchant
s/ RICHARD A. YOUNG Executive Vice President, Chief Operating March 3,
Officer and Director 2009
Richard A. Young
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Amended and Restated Articles of Incorporation. (Incorporated by reference to the company's Quarterly
Report on Form 10-Q for the quarter ended June 30, 2004)

Second Amended and Restated Bylaws. {Incorporated by reference to the Company's Quarterly Report on
Form 10-Q for the quarter ended June 30, 2004)

Form of Class A Common Stock certificate. (Incorporated by reference to the Company's Registration
Statement on Form S-1 (Ne. 333-35522))

Warrants to Purchase Common Stock issued pursuant to the Securities Purchase Agreement for each of the
investors party to the Securities Purchase Agreement dated January 13, 2004, (Incorporaled by reference to
the Company's Current Report on Form 8-K filed on January 23, 2004)

Note Purchase Agreement dated March 13, 2006 by and among the Company and the Purchasers named
therein {Incorporated by reference to the Company's Annual Repert on Form 10-K, as amended, for the year
ended December 31, 2005)

Warrants to Purchase Common Stock issued pursuant to the Note Purchase Agreement dated March 13,
2006 to each of the Purchasers named therein (Incorporated by reference to the Company’s Annual Report
on Form 10-K, as amended, for the year ended December 31, 2005)

Notes issued pursuant to the Note Purchase Agreement dated March 13, 2006 to each of the Purchasers
named therein {Incorporated by reference to the Company’s Annual Report on Form 10-K, as amended, for
the year ended December 31, 2005}

Registration Rights Agreement dated March 13, 2006 by and among the Company and the Investors named
therein (Incorporated by reference to the Company's Annual Report on Form 10-K, as amended, for the year
ended December 31, 2005}

Intellectual Property Security Agreement dated March 13, 2006 by and among the Company, Benanza
Master Fund Lid., as Agent, and the Secured Parties named therein {Incorporated by reference to the
Company’s Annual Report on Form 10-K, as amended, for the year ended December 31, 2005}
Subordination Agreement dated March 13, 2006 by and among the Company, Silicon Valley Bank, and the
Purchasers named therein (Incorporated by reference to the Company's Annual Report on Form 10-K, as
amended, for the year ended December 31, 2005}

West Garrelt Office Building Full service Lease Agreemenl dated Oclober 1, 1997 by and between the
Company and West Garrett Joint Venture. (Incorporated by reference to the Company's Registration
Statement on Form S-1 (No. 333-35522))

Form of Indemnilication Agreement. (Incorporated by reference to the Company’s Registration Statement on
Form S-1 {No. 333-36522))

Fourth Amended and Restated 1997 Stock incentive Plan. (Incorporated by reference to Appendix A to the
Company’s definitive proxy statement for its 2004 Annual Meeting of stockholders as filed with the SEC on
June 17, 2004 (No. 000-30821})

First Amended and Restated Employee Stock Purchase Plan. {Incorporated by reference to the Company's
Registration Statement on Form S-8 (Ne. 333-136072))

Optionee Agreement dated October 1, 1897 by and between the Company and Richard A. Young.
{Incorporated by reference to the Company's Regisiration Statement on Form S-1 {No. 333-35522))
Optionee Agreement dated July 29, 1998 by and between the Company and Richard A. Young. {Incorparated
by reference to the Company’s Registration Statement on Form S-1 (No. 333-35522))

Optionee Agreement dated October 1, 1897 by and between the Company and Thamas M. Brandt, Jr,
({Incorporated by reference to the Company's Registration Statement on Form S-1 (No. 333-35522))
Optionee Agreement dated July 29, 1998 by and between the Company and Thomas M. Brandt, Jr.
(Incorporated by reference to the Company's Registration Statement on Form S-1 (Ne. 333-35522))
Optionee Agreement dated April 1, 1999 by and between the Company and Thomas M. Brandt, Jr.
{Incorporated by reference to the Company's Registration Statement on Form S-1 (No. 333-35522))

401(k) and Profit Sharing Plan of the Company dated January 1, 1999. (Incorporated by reference to the
Company’s Registration Statement on Form S-4 (No. 333-51656))
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10.111% Employment Agreement dated February 1, 2001 by and between the Company and Richard A. Young.
{Incorporated by reference to the Company's Quarterly Reperl on Form 10-Q for the quarler ended
September 30, 2001}

10.121 Employment Agreement dated February 1, 2001 by and between the Company and Thomas M. Brandt.
{Incorpeorated by reference to the Company's Quarterly Reporl on Ferm 10-Q for the quarter ended
September 30, 2001)

10.13t Employment Agreement dated February 1, 2001 by and between the Company and Drew A. Merin.
{Incorporated by reference to the Company's Quarlerly Repart on Form 10-Q for the quarter ended
September 30, 2001)

10,141 Employment Agreement dated February 1, 2001 by and between the Company and Timothy J. Lorello.
{Incorporated by reference to the Company's Quarlerly Report on Form 10-Q for the quarter ended
September 30, 2001)

10.15% Services Integration Agreement dated January 31, 2002 by and between the Company and Hutchison 3G.
(Incorporated by reference 1o the Company’s Annual Report on Form 10-K for the year ended December 31,
2001)

10.16  Deed of Lease by and between Annapalis Pariner, LLC and the Company. {Incorporated by reference to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2002)

10.17t Restricted stock award cerlificate to Mr. Thomas M. Brandt, Jr. (Incorporated by reference to the Company’s
Quartery Reperl on Form 10-Q for the quarter ended September 30, 2003)

10.181 Restricted stock award cerificate to Mr. Thomas M. Brandt, Jr. {Incorporated by reference to the Company's
Quarterly Reperl on Form 10-Q for the quarter ended September 30, 2003)

10.191 Resliricted stock award certificate to Mr. Clyde A. Heintzelman. (incorporated by reference to the Company's
Quartery Report on Form 10-Q for the quarler ended September 30, 2003)

10.207 Restricted stock award cerlificate to Mr. Richard A. Kozak. (Incorporated by reference to the Company's
Quarterly Report on Form 10-Q for the quarler ended September 30, 2003)

10.217 Restricted stock award certificate to Mr. Weldon H. Latham. (Incorporated by reference to the Company's
Quarterly Report on Form 10-Q for the quarter ended September 30, 2003)

10.221 Restricled stock award cerlificate to Mr. Timathy J. Lorello. (Incorporated by reference to the Company’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2003)

10.231 Resfricted stock award certificate to Mr. Timothy J. Lorello. {Incorporated by reference to the Company's
Quarteriy Report on Form 10-Q for the quarter ended September 30, 2003)

10.241 Restricted stock award certificate to Mr. Bryon F. Marchant. {Incorporated by reference to the Company's
Qurarterly Report on Form 10-Q for the quarter ended September 30, 2003)

10.25t Restricted stock award certificate to Mr. Drew A, Morin. (Incorporated by reference 1o the Company's
Quarterly Report on Form 10-Q for the quarter ended September 30, 2003)

10.261 Restricted stock award certificate to Mr. Drew A, Morin. (Incorporated by reference to the Company’s
Quarterly Report on Form 10-Q for the guarter ended September 30, 2003)

10.271 Restricted stock award certificate te Mr. Maurice B. Tosé. (Incorporated by reference to the Company's
Quarterly Report on Form 10-Q for the quarter ended September 30, 2003)

10.281 Restricted stock award certificate to Mr. Maurice B, Tose. (Incorporated by reference to the Company's
Quarterly Report on Form 10-Q for the quarter ended September 30, 2003)

10.291 Restricted stock award certificate te Mr. Kevin M. Webb. (Incorporated by reference to the Company's
Quarterly Report on Form 10-Q for the quarter ended September 30, 2003)

10.301 Restricted stock award certificate te Mr. Kevin M. Webb. (Incorporated by reference to the Company’s
Quarlerly Report on Form 10-Q for the quarter ended September 30, 2003)

10.311 Restricted stock award certificate to Mr. Richard A, Young. (incorporaied by reference to the Company’s
Quartery Repert on Form 10-Q for the quarter ended September 30, 2003)

10.32t Restricted stock award cerlilicate to Mr. Richard A. Young. (Incorporated by reference to the Company's
Quartery Report on Form 10-Q for the quarter ended September 30, 2003)
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10.33  Registration Rights Agreement dated as of December 18, 2003 by and amonyg the Company and the
investors party to the 2003 SPA. (Incorparated by reference to Exhibit 10 to the Company's Current Report
on Form 8-K dated December 18, 2003)

10.34  Trademark License Agreement by and among Aether, TSYS and the Company dated as of January 13,
2004. (Incorporated by reference to the Company's Current Reperl on Form 8-K filed on January 23, 2004)

10.35  Registration Rights Agreement by and between the Company and Aether dated as of January 13, 2004,
(Incorporated by reference to the Company's Current Report on Form 8-K filed on January 23, 2004)

10.36 Amended and Restated Loan and Security Agreement by and between the Company and Silicon Valley
Bank. (Incorporated by reference to the Company's Quarerly Reporl on Form 10-Q for the quarler ended
September 30, 2004)

10.37t Resftricted stock award cerlificate to Mr. Ciyde A, Heinlzelman (Incorporated by reference o the Company's
Annual Report on Form 10-K, as amended, for the year ended December 31, 2005}

10.38t Resfricled stock award cerlificate to Mr. Richard A. Kozak (Incorporated by reference 1o the Company's
Annual Report on Form 10-K, as amended, for the year ended December 31, 2005)

10.391 Restricted stock award certificate lo Mr. Weldon F, Latham {incorporated by reference te the Company's
Annual Report on Form 10-K, as amended, for the year ended December 31, 2005)

10.407 Restricted stock award certificate to Mr. Byron F. Marchant {Incorporated by reference to the Company's
Annual Report on Form 10-K, as amended, for the year ended December 31, 2005)

10.46  Second Amended and Restated Loan and Security Agreement by and between the Company and Silicon
Valley Bank {Incorporated by reference to the Company’s Quarterly Report an Form 10-Q for the quarter
ended September 30, 2005)

10.471 Form of Incentive Stock Option Agreement

10.481 Form of Non-Qualified Stock Option Agreement

10.491 Form of Restricted Stock Grant Agreement

12.1 Supplementa! Financial Statement Schedule I

211 Subsidiaries of the Registrant

231 Consent of £mst & Young LLP

23.2 Consent of James Cowper

3.4 Cerlification of CEO required by the Securities and Exchange Commission Rule 13a-14(a) or 15d-14(a)

3.2 Certification of CEO required by the Securities and Exchange Commission Rule 13a-14(a) or 15d-14(a)

321 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

32.2 Certification pursuant to 18 U.S5.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

99.01  Repor of Independent Auditors- James Cowper

1T Management contract, compensatory plans or arrangement required to be filed as an exhibit pursuant to
ltem 15(a}{3) of Form 10-K.

¥ Confidential treatment has been for certain portions of this Exhibit pursuant to Rule 24b-2 of the Securities
Exchange Act of 1934, as amended, which portions have been omitted and filed separately with the
Securities and Exchange Commission.
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Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in Registration Statements on Form S-8 (Nos. 333-144742, 333-136072,
333-118610, 333-107466, 333-66676, 333-51656, and 333-48026) pertaining to various stock incentive and option plans
and in Registration Statements on Form S-3 (Nos. 333-133018, 333-119431, 333-112759, and 333-104305) pertaining to
various stock offerings of TeleCommunication Systems, Inc. of our reports dated March 2, 2009, with respect to the
consolidated financial statements and schedule of Telecommunication Systems, In¢. and the effectiveness of internal
control over financial reporting of Telecommunication Systems, Inc, included in this Annual Report (Form 10-K) of
TeleCommunication Systems, Inc. for the year ended December 31, 2008.

s/ Ernst & Young LLP

Baltimore, Maryland
March 2, 2009

Saurce: TELECOMMUNICATION SY, 10-K, March 03, 2009



Exhibit 31.1

TeleCommunication
TCS Systems

I ::biing Convergent Technologies®

CERTIFICATIONS

I, Maurice B. Tosé, certify that:

a)
b)

c)

d)

| have reviewed this annual report on Form 10-K of TeleCommunication Systems, Inc.;

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

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

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

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

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

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

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant's most recent fiscal guarter that has materially affected or is reasonably likely to materially
affect the registrant's internal control over financial reporting; and

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

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

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

/s!/ Maurice B. Tosé

Maurice B. Tosé
Chairman, CEO and President

Source: TELECOMMUNICATICN 8Y, 10-K, March 03, 2009



Exhibit 31.2

TeleCommunication
TS Systems

I =icbiing Convergent Technologies®

CERTIFICATIONS

I, Thomas M. Brandt, Jr, cerlify that:

a)
b)

c)

e)

| have reviewed this annual report on Form 10-K of TeleCommunication Systems, Inc.;

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

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

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

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

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

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

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter that has materially affected or is reasonably likely to materially
affect the registrant's internal control over financial reporting; and

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

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

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

/s/ Thomas M. Brandt, Jr.

Thomas M. Brandt, Jr.
Sr. Vice President & CFO

Source: TELECOMMUNICATION SY, 10-K, March 03, 2009



Exhibit 32.1
TCS TeleCommunication
D A Systems
I :obiing Convergent Technologies®

Certification of Principal Executive Officer
Pursuant to 18 U.S5.C. 1350
{Section 906 of the Sarbanes-Oxley Act of 2002)

I, Maurice B. Tosé, President and Chief Executive Officer (principal executive officer) of TeleCommunication Systems,
Inc, (the “Registrant”), certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350, that:

(1) The Annual Report on Form 10-K of the Company for the period ended December 31, 2008 (the “"Report”) fully
complies with the requirements of Section 13(a) of the Securities Act of 1934 (15 U.5.C. 78m); and

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

/s!/ Maurice B. Tosé
Maurice B. Tosé
Date: March 3, 2009

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained
by the Company and fumished to the Securities and Exchange Commission or its staff upon request.

Source: TELECOMMUNICATION SY, 10-K, March 03, 2009



Exhibit 32.2

TeleCommunication
TCS Systems

I :7«biing Convergent Technologies®

Certification of Principal Financial Officer
Pursuant to 18 U.S.C. 1350
{Section 906 of the Sarbanes-Oxley Act of 2002)

[, Thomas M. Brandt, Jr., Chief Financial Officer {principal financial officer) of TeleCommunication Systems, Inc. (the
“Registrant”), certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U,8.C. Section 1350, that:

{1) The Annual Report on Form 10-K of the Company for the period ended December 31, 2008 (the "Report”) fully
complies with the requirements of Section 13(a} of the Securities Act of 1934 (15 U.8.C. 78m); and

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

/s Thomas M. Brandt, Jr.
Thomas M. Brandt, Jr.
Date: March 3, 2009

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained
by the Company and furnished to the Securities and Exchange Commission or its staff upon request.
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