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95-3733534
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  x    No 
o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  o No  o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
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Large accelerated
filer    o

Accelerated filer    o Non-accelerated
filer    o

Smaller reporting
company x

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).   
Yes  ¨  No  x

The Registrant has 11,727,808 shares of common stock outstanding as of May 13, 2011.
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NOTE ON FORWARD LOOKING STATEMENTS

You should keep in mind the following points as you read this Report on Form 10-Q:

The terms “we”, “us”, “our”, “Franklin”, “Franklin Wireless”, or the “Company” refer to Franklin Wireless Corp.

This Report on Form 10-Q contains statements which, to the extent they do not recite historical fact, constitute
“forward looking” statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended. Forward looking statements are used under the captions
“Management’s Discussion and Analysis of Financial Condition and Results of Operation,” “Risk Factors” and elsewhere
in this Report. You can identify these statements by the use of words like “may,” “will,” “could,” “should,” “project,” “believe,”
“anticipate,” “expect,” “plan,” “estimate,” “forecast,” “potential,” “intend,” “continue,” and variations of these words or comparable
words. Forward looking statements do not guarantee future performance and involve risks and uncertainties. Actual
results may differ substantially from the results that the forward looking statements suggest for various reasons,
including those discussed under the caption “Risk Factors” in Item 1A of our Annual Report on Form 10-K for the year
ended June 30, 2010, as amended. These forward looking statements are made only as of the date of this Report on
Form 10-Q. We do not undertake to update or revise the forward looking statements, whether as a result of new
information, future events or otherwise.
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PART I – FINANCIAL INFORMATION

ITEM 1. Financial Statements
FRANKLIN WIRELESS CORP.

CONSOLIDATED BALANCE SHEETS
(unaudited)

March 31,
2011 June 30, 2010

ASSETS
Current assets:
Cash and cash equivalents $ 13,438,305 $ 16,107,501
Accounts receivable, net 6,869,203 3,118,754
Inventories 71,032 197,630
Prepaid expenses and other current assets 14,104 35,453
Prepaid income taxes 109,649 –
Deferred tax assets, current 372,190 372,190
Advance payment to vendor 67,145 458,034
Total current assets 20,941,628 20,289,562
Property and equipment, net 439,848 985,303
Intangible assets, net 2,322,487 2,858,902
Deferred tax assets, non-current 1,299,746 1,299,746
    Goodwill 273,285 273,285
Other assets 138,327 188,281
TOTAL ASSETS $ 25,415,321 $ 25,895,079

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Trade accounts payable $ 4,088,230 $ 1,046,602
Trade accounts payable – related party 12,000 5,371,153
Advance payments from customers 5,545 309,000
Income taxes payable – 929,538
Accrued liabilities 263,384 732,165
Marketing funds payable 1,633,806 1,277,319
Short-term borrowings – 173,511
Long-term borrowings, current portion – 68,165
Total current liabilities 6,002,965 9,907,453
Long-term borrowings, net of current portion – 163,596 
Other long-term liabilities 191,916 154,806
Total liabilities 6,194,881 10,225,855

Stockholders’ equity:
Preferred stock, par value $0.001 per share, authorized 10,000,000 shares;
No preferred stock issued and outstanding as of March 31, 2011 and June 30, 2010 – –
Common stock, par value $0.001 per share, authorized 50,000,000 shares;
11,727,808 and 13,781,491 shares issued and outstanding as of March 31, 2011 and
June 30, 2010, respectively 13,461 13,711
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Additional paid-in capital 6,198,960 5,556,525
Retained earnings 13,662,556 8,981,906
Treasury stock, 1,803,684 shares as of March 31, 2011 (1,873,065) –
Non-controlling interests 1,200,783 1,129,680
Accumulated other comprehensive loss 17,745 (12,598)
Total stockholders’ equity 19,220,440 15,669,224

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 25,415,321 $ 25,895,079

See accompanying notes to unaudited financial statements.
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FRANKLIN WIRELESS CORP.
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Three Months Ended Nine Months Ended
March 31, March 31,

2011 2010 2011 2010
Net sales $9,440,087 $31,627,746 $41,585,722 $61,929,908
Cost of goods sold 6,637,012 27,363,481 27,793,061 53,996,353
Gross profit 2,803,075 4,264,265 13,792,661 7,933,555

Operating expenses:
Selling, general, and administrative 2,087,523 2,048,718 7,535,814 4,083,715
Total operating expenses 2,087,523 2,048,718 7,535,814 4,083,715
Income from operations 715,552 2,215,547 6,256,847 3,849,840

Other income, net:
Interest income 11,728 32,783 36,030 56,650
Gain on sale of property and equipment – – 212,303 –
Loss on disposal of property and equipment – – (140,283 ) (848 )
Other income, net 1,685,451 20,279 1,668,903 44,008
Total other income, net 1,697,179 53,062 1,776,953 99,810
Net income before provision for income taxes 2,412,731 2,268,609 8,033,800 3,949,650
Income tax provision 1,000,159 990,946 3,255,392 1,641,466
Net income before non-controlling interest 1,412,572 1,277,663 4,778,408 2,308,184
Non-controlling interests in net income of
subsidiary at 49.4% – 74,553 (207,740 ) –
Non-controlling interests in net loss of subsidiary
at 48.5% 109,982 – 109,982 –
Net income $1,522,554 $1,352,216 $4,680,650 $2,308,184

Basic earnings per share $0.13 $0.10 $0.41 $0.17
Diluted earnings per share $0.13 $0.10 $0.40 $0.17

Weighted average common shares
outstanding – basic 11,890,729 13,548,339 11,453,902 13,517,572
Weighted average common shares
outstanding – diluted 12,071,381 13,639,996 11,634,554 13,609,229

See accompanying notes to unaudited financial statements.
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FRANKLIN WIRELESS CORP.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended
March 31,

2011 2010

CASH FLOWS FROM OPERATIONS ACTIVITIES:
Net income $ 4,680,650 $ 2,308,184
Adjustments to reconcile net income to net cash provided by (used in) operating
activities:
Non-controlling interests 97,758 –
Gain on sale of property and equipment (212,303) –
Loss on disposal of property and equipment 140,283 848
Depreciation 109,220 134,240
Amortization of intangible assets 643,219 187,563
Write off of uncollectible accounts receivable – 6,000
Deferred tax assets – (25,192)
Share-based compensation 642,185 27,971
Increase (decrease) in cash due to change in:
Accounts receivable (3,750,450) (2,732,016)
Inventory 126,598 2,350,749
Prepaid expense and other current assets 21,348 74,662
Prepaid income taxes (109,649) –
Advance payment to vendor 390,889 (2,032)
Other assets 49,954 (21,188)
Trade accounts payable, including  related party (2,317,525) 911,742
Advance payment from customers (303,455) (258,188)
Accrued liabilities (468,780) 314,160
Marketing funds payable 356,487 32,625
Income taxes payable (929,538) 690,000
Other liabilities 37,110 –
Net cash (used in) provided by operating activities (795,999) 4,000,128

CASH FLOWS FROM INVESTING ACTIVITIES:
    Purchases of property and equipment (81,732) (206,807)
    Purchases of intangible assets (106,803) (964,875)
    Investment in subsidiary (26,655) –
    Proceeds from sales of property and equipment 594,643 –
Net cash provided by (used in) investing activities 379,453 (1,171,682)

CASH FLOWS FROM FINANCING ACTIVITIES:
Payment of long-term borrowings (231,761) –
Payment of short-term borrowings (173,511) (78,444)
Proceeds from long-term debt including current portion – 109,248
Purchase of treasury stock (1,873,065) –
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Net cash (used in) provided by financing activities (2,278,337) 30,804

Effect of foreign currency translation 25,687 – 
Net increase (decrease) in cash and cash equivalents (2,669,196) 2,859,250
Cash and cash equivalents, beginning of period 16,107,501 6,253,529
Cash and cash equivalents, end of period $ 13,438,305 $ 9,112,779
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FRANKLIN WIRELESS CORP.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited) (continued)

Supplemental disclosure of cash flow information:
Cash paid for the periods for:
Interest $ 6,470 $ 20,927
Income taxes $ 4,282,978 $ 970,754
Supplemental disclosure of non-cash investing activity:
Issuance of common shares for investment in subsidiary $ –$ 478,500
Supplemental disclosure of non-cash financing activity:
Cancellation of 250,000 issued common shares $ 250 $ –

NOTE 1 – BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements of the Company have been prepared in accordance
with accounting principles generally accepted in the United States (“GAAP”) for interim financial information and are
presented in accordance with the requirements of Form 10-Q. In the opinion of management, the financial statements
included herein contain all adjustments, including normal recurring adjustments, considered necessary to present fairly
the financial position, the results of operations and cash flows of the Company for the periods presented.  These
financial statements and notes hereto should be read in conjunction with the financial statements and notes thereto for
the fiscal year ended June 30, 2010 included in the Company’s Form 10-K, filed on October 12, 2010, and
amendments thereto, filed on April 20, 2011 and May 12, 2011.  The operating results or cash flows for the interim
periods presented herein are not necessarily indicative of the results to be expected for any other interim period or the
full year.

NOTE 2 - BUSINESS OVERVIEW

We are engaged in the design, manufacture and sale of broadband high speed wireless data communication products
such as third generation (“3G”) and fourth generation (“4G”) wireless modules and modems. We focus primarily on
wireless broadband Universal Serial Bus (“USB”) modems, which provide a flexible way for consumers to connect to
wireless broadband networks from laptop or desktop computers. Our broadband wireless data communication
products are positioned at the convergence of wireless communications, mobile computing and the Internet, each of
which we believe represents a growing market.

Our wireless products are based on Evolution Data Optimized technology ("EV-DO technology") of Code Division
Multiple Access ("CDMA"), High-Speed Packet Access (“HSPA”) technology of Wideband Code Division Multiple
Access (“WCDMA”), Worldwide Interoperability for Microwave Access (“WiMAX”) based on the IEEE 802.16 standard
and Long Term Evolution (LTE) which enable end users to send and receive email with large file attachments, play
interactive games, receive, send and download high resolution pictures, videos and music content.

We market our products directly to wireless operators, and indirectly through strategic partners and distributors.  Our
global customer base extends primarily from the United States to South American and Caribbean countries.  Our USB
modems are certified by Sprint, Comcast Cable, Cox, Clearwire, Time Warner Cable and other wireless operators
located in the United States and also by wireless operators located in Caribbean and South American countries.

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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Principles of Consolidation

The consolidated financial statements include the accounts of the Company, a wholly-owned subsidiary, and a
subsidiary with a majority voting interest of 51.5% (48.5% is owned by non-controlling interests) as of March 31,
2011, and 50.6% (49.4% was owned by non-controlling interests) prior to January 2011. In the preparation of
consolidated financial statements of the Company, intercompany transactions and balances are eliminated and net
earnings are reduced by the portion of the net earnings of subsidiaries applicable to non-controlling interests.

7

Edgar Filing: FRANKLIN WIRELESS CORP - Form 10-Q

11



Segment Reporting

Accounting Standards Codification (“ASC”) Topic 280, Segment Reporting, requires public companies to report
financial and descriptive information about their reportable operating segments.  We identify our operating segments
based on how management internally evaluates separate financial information, business activities and management
responsibility.  We have one reportable segment, consisting of the sale of wireless access products.

We generate revenues from three geographic areas, consisting of the United States, the Caribbean and South America,
and Asia. The following enterprise wide disclosure is prepared on a basis consistent with the preparation of the
consolidated financial statements.  The following table contains certain financial information by geographic area:

Three Months Ended Nine Months Ended
March 31, March 31,

Net sales: 2011 2010 2011 2010
United States $ 8,320,087 $ 31,335,496 $ 31,295,861 $ 59,809,928
Caribbean and
South America 1,095,550 290,450 9,971,171 1,495,500
Asia 24,450 1,800 318,690 624,480
Totals $ 9,440,087 $ 31,627,746 $ 41,585,722 $ 61,929,908

Long-lived assets, net: March 31, 2011 June 30, 2010
United States $ 97,101 $ 110,913
Asia 2,665,234 3,733,292
Totals $ 2,762,335 $ 3,844,205

Estimates

The preparation of the consolidated financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could
materially differ from those estimates.

Revenue Recognition

We recognize revenue in accordance with ASC Topic 605, Revenue Recognition, when persuasive evidence of an
arrangement exists, the price is fixed or determinable, collection is reasonably assured and delivery of products has
occurred or services have been rendered.  Accordingly, we recognize revenues from product sales upon shipment of
the product to the customers or when the products are received by the customers in accordance with shipping or
delivery terms. We provide a factory warranty for one year from the shipment, which is covered by our vendors under
the purchase agreements.

Cash and Cash Equivalents

For purposes of the consolidated statements of cash flow, we consider all highly liquid investments purchased with
original maturities of three months or less to be cash equivalents.
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Inventories

Our inventories are made up of finished goods and are stated at the lower of cost or market, cost being determined on
a first-in, first-out basis. We assess the inventory carrying value and reduce it, if necessary, to its net realizable value
based on customer orders on hand, and internal demand forecasts using management’s best estimates given
information currently available. Our customer demand is highly unpredictable, and can fluctuate significantly caused
by factors beyond the control of the Company. We do not maintain an allowance for inventories for potential excess
or obsolete inventories or inventories that are carried at costs that are higher than their estimated net realizable values.

8
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Reclassifications

Certain reclassifications have been made to prior year amounts to conform to the current period presentation. We did
not make any significant reclassifications for the nine months ended March 31, 2011 to prior period amounts.

Property and Equipment

Property and equipment are recorded at cost. Significant additions or improvements extending useful lives of assets
are capitalized. Maintenance and repairs are charged to expense as incurred. Depreciation is computed using the
straight-line method over the estimated useful lives as follows:

Machinery 6
years

O f f i c e
equipment

5
years

Molds 3
years

Vehicles 5
years

Computers and
software

5
years

Furni ture  and
fixtures

7
years

Facilities 5
years

Goodwill and Intangible Assets

On October 1, 2009, we acquired approximately 50.6% of the outstanding capital stock of Franklin Technology Inc.
(formerly Diffon Corporation) (“FTI”), which provides design, development and manufacturing services to the
Company for high speed wireless data communication products including 3G and 4G wireless modules and
modems.  In accordance with ASC Topic 805, Business Combinations, we have identified and determined the fair
values of the following intangible assets of FTI, on October 1, 2009, the date of acquisition:

Complete technology $ 490,000 3 years
Customer contracts /
relationships   1,121,000 8 years
Capitalized product
development in progress  430,000
Total  $ 2,041,000

Goodwill and intangible assets are recorded in connection with the FTI acquisition and are accounted for in
accordance with ASC Topic 805.  Goodwill represents excess of the purchase price over the fair value of the tangible
and intangible net assets acquired.  Intangible assets are recorded at their fair value at the date of acquisition. The
capitalized product development in progress of $430,000 has achieved its technological feasibility as of June 30, 2010.
Goodwill and other intangible assets are accounted for in accordance with ASC Topic 350, Goodwill and Other
Intangible Assets.  Goodwill is tested for impairment at least annually and any related impairment losses are
recognized in earnings when identified.
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Intangible Assets

The definite lived intangible assets consisted of the following at March 31, 2011:

Definite lived intangible
assets:

Expected
Life

Average
Remaining life

Gross
Intangible Assets

Accumulated
Amortization

Net
Intangible

Assets
Complete technology 3 years 1.55 $ 490,000 $ 245,000 $ 245,000
Complete technology 3 years 2.05 1,517,684 450,121 1,067,563
Customer contracts /
relationships   8 years 6.55 1,121,000 210,188 910,812
Software 5 years 4.50 106,803 7,691 99,112
Total  $ 3,235,487 $ 913,000 $ 2,322,487

9
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Long-lived Assets

In accordance with ASC Topic 360, Property, Plant, and Equipment, we review for impairment of long-lived assets
and certain identifiable intangibles whenever events or circumstances indicate that the carrying amount of assets may
not be recoverable.  We consider the carrying value of assets may not be recoverable based upon our review of the
following events or changes in circumstances: the asset’s ability to continue to generate income from operations and
positive cash flow in future periods; loss of legal ownership or title to the assets; significant changes in our strategic
business objectives and utilization of the asset; or significant negative industry or economic trends.  An impairment
loss would be recognized when estimated future cash flows expected to result from the use of the asset are less than its
carrying amount.

As of March 31, 2011 and 2010, we are not aware of any events or changes in circumstances that would indicate that
the long-lived assets are impaired.

Income Taxes

We follow ASC Topic 740, Income Taxes, which require the recognition of deferred tax assets and liabilities for the
expected future tax consequences of events that have been included in the financial statements or tax returns. Under
this method, deferred income taxes are recognized for the tax consequences in future years of differences between the
tax bases of assets and liabilities and their financial reporting amounts at each period end based on enacted tax laws
and statutory tax rates, applicable to the periods in which the differences are expected to affect taxable income.
Valuation allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be
realized.

Based on the assessment, management believes that we are more likely than not to fully realize our deferred tax assets
in the U.S.  As such, no valuation allowance has been established for the Company’s U.S. operation.  Due to
uncertainties surrounding the realizability of the deferred tax assets of our Korean subsidiary, we have recorded a full
valuation allowance against our deferred tax assets during the fiscal quarter ended March 31, 2011.  As such, we have
not recorded any tax benefits related to the loss incurred year-to-date.

We adopted ASC Subtopic 740-10-25 on January 1, 2007, which provides criteria for the recognition, measurement,
presentation and disclosure of uncertain tax positions. We must recognize the tax benefit from an uncertain tax
position only if it is more likely than not that the tax position will be sustained on examination by the taxing
authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from
such a position are measured based on the largest benefit that has a greater than 50% likelihood of being realized upon
ultimate resolution. We did not recognize any additional liabilities for uncertain tax positions as a result of the
implementation of ASC Subtopic 740-10-25.

As of March 31, 2011, we have no material unrecognized tax benefits. We recorded an income tax provision of
approximately $3.25 million for the nine months ended March 31, 2011.

Earnings Per Share

We report earnings per share in accordance with ASC Topic 260, Earnings Per Share.  Basic earnings per share are
computed using the weighted average number of shares outstanding during the fiscal year. Diluted earnings per share
represent basic earnings per share adjusted to include the potentially dilutive effect of outstanding stock options. The
weighted average number of shares outstanding used to compute earnings per share is as follows:
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Three Months ended March
31, Nine Months Ended March 31,

2011 2010 2011 2010
Net income before non-controlling interests $1,412,572 $1,277,663 $4,778,408 $2,308,184
Non-controll ing interests in net  income of
subsidiary 109,982 74,553 (97,758 ) –
Net income $1,522,554 $1,352,216 $4,680,650 $2,308,184

Weighted-average shares of common stock
outstanding:
Basic 11,890,729 13,548,339 11,453,902 13,517,572
Dilutive effect of common stock equivalents
arising from stock options 180,652 91,657 180,652 91,657
Outstanding shares (diluted) 12,071,381 13,639,996 11,634,554 13,609,229

Basic earnings per share $0.13 $0.10 $0.41 $0.17
Diluted earnings per share $0.13 $0.10 $0.40 $0.17

Concentrations of Credit Risk

We extend credit to our customers and perform ongoing credit evaluations of such customers. We evaluate our
accounts receivable on a regular basis for collectability and provide for an allowance for potential credit losses as
deemed necessary.  No reserve was required or recorded for any of the periods presented.

Substantially all of our revenues are derived from sales of wireless data products.  Any significant decline in market
acceptance of our products or in the financial condition of our existing customers could impair our ability to operate
effectively.

A significant portion of our revenue is derived from a small number of customers. For the nine months ended March
31, 2011, net sales from our two largest customers accounted for 61% and 14% of our consolidated revenue, and
accounted for related accounts receivable balances of approximately $5,502,055 and $663,050, respectively, or 80%
and 10%, respectively, of total accounts receivable, as of March 31, 2011.  No other individual customer accounted
for more than ten percent of total net sales for the nine months ended March 31, 2011.

A significant portion of our wireless data products are purchased from a small number of vendors.  For the nine
months ended March 31, 2011, we purchased wireless data products from our largest vendor in the amount of
$11,345,979, which accounted for 25% of our total purchases, and this vendor had a related accounts payable balance
of $0, as of March 31, 2011.

We outsource the manufacturing of our products to third-party contract manufacturers and purchase certain other
products from design and manufacturing companies located in Korea and China. If any of them were to experience
delays, capacity constraints or quality control problems, product shipments to the Company’s customers could be
delayed, or our customers could consequently elect to cancel the underlying product purchase orders, which would
negatively impact the Company’s revenue.

We maintain our cash accounts with established commercial banks.  Such cash deposits exceed the Federal Deposit
Insurance Corporation insured limit of $250,000 for each account.  However, the Company does not anticipate any
losses on excess deposits.
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NOTE 4 - ACCRUED LIABILITIES

Accrued liabilities consisted of the following at:

March 31,
2011 June 30, 2010

Accrued salaries, incentives $ 75,000 $ 200,000
Accrued salaries, severance 87,389 244,369
Accrued vacations 67,145 67,435
Accrued professional fees – 12,128
Payroll taxes and deductions 20,996 54,853
Other accrued liabilities 12,854 153,380
Total $ 263,384 $ 732,165

NOTE 5 – SHORT-TERM BORROWINGS FROM BANKS

Short-term borrowings from banks consisted of the following at:

March 31,
2011

June 30,
2010

Loan dated January 2010, due to financial institution, with
principal at maturity and monthly interest payments (interest rate
at 15.21% per annum at September 30, 2010) and the remaining
balance due in January 2011. $ – $ 123,936

Loan dated February 2010, due to financial institution, with
principal and monthly interest payments (interest rate of 8% per
annum at September 30, 2010), and the remaining balance due in
one month, March 2010. – 49,575

Total $ – $ 173,511

The short-term borrowings from banks of $123,936 and $49,575 were paid off on September 6, 2010 and August 12,
2010, respectively.

NOTE 6 – LONG-TERM BORROWINGS FROM BANKS

Long-term borrowings from banks consisted of the following at:

March 31,
2011

June 30,
2010

Loan dated July 2006, due to financial institution with principal at
maturity and quarterly interest payments (interest rate at 4.5% per
annum at September 30, 2010) and the remaining balance due in
June 2014. $ – $ 231,761

Less current portion – (68,165 )

Edgar Filing: FRANKLIN WIRELESS CORP - Form 10-Q

20



Total $ – $ 163,596

The long-term borrowings from banks (including the current portion) were paid off on September 6, 2010 and have no
remaining balance as of March 31, 2011.
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NOTE 7 - COMMITMENTS AND CONTINGENCIES

Leases

We lease approximately 6,070 square feet of office space in San Diego, California, at a monthly rent of $8,975, and
the lease expires on August 31, 2011. In addition to monthly rent, the lease provides for periodic cost of living
increases in the base rent and payment of common area costs. Our facility is covered by an appropriate level of
insurance and we believe it to be suitable for our respective use and adequate for our present needs. Rent expense
related to the operating lease was $26,926 for each of the three months ended March 31, 2011 and 2010, and $80,778
for each of the nine months ended March 31, 2011 and 2010.

Our subsidiary, FTI, leases approximately 10,000 square feet of office space in Seoul, Korea, at a monthly rent of
approximately $7,750, and the lease expires on September 1, 2013. In addition to monthly rent, the lease provides for
periodic cost of living increases in the base rent and payment of common area costs. The facility is covered by an
appropriate level of insurance and we believe it to be suitable for our respective use and adequate for our present
needs. Rent expense related to the operating lease was approximately $23,250 and $0 for the three months ended
March 31, 2011 and 2010, respectively, and $54,250 and $0 for the nine months ended March 31, 2011 and 2010,
respectively.

We lease two corporate housing facilities, for our vendors and employees who travel, under non-cancelable operating
leases that expire on May 31, 2011 and August 1, 2011.  Rent expenses related to these operating leases were $6,876
and $3,897 for the three months ended March 31, 2011 and 2010, respectively, and $19,938 and $11,669 for the nine
months ended March 31, 2011 and 2010, respectively.

We lease one automobile under an operating lease that expires on July 4, 2012. The related lease expense was $1,750
for each of the three months ended March 31, 2011 and 2010 $5,250 and $6,250 for the nine months ended March 31,
2011 and 2010, respectively.

Litigation

We are from time to time involved in certain legal proceedings and claims arising in the ordinary course of
business.  On June 18, 2009, MSTG, Inc. filed a complaint in the United States District Court for the Northern District
of Illinois, Eastern Division against one of our customers as one of several defendants. The complaint alleges that
certain wireless devices, including devices provided by the Company, infringe on U.S. Patent Nos. 5,920,551;
6,198,936 and 6,438,113. All of the Company provided devices were purchased by the Company from one of its
suppliers. On February 25, 2011, this matter was dismissed with respect to our customer.

On December 10, 2010, Novatel Wireless, Inc. filed a complaint in the United States District Court for the Southern
District of California, against us and one other defendant. The complaint alleges that certain products, including, but
not limited to, mobile data hot spots and data modems, infringe on U.S. Patent Nos. 5,129,098; 7,318,225; 7,574,737
and 7,319,715. Due to the preliminary nature of these proceedings, we do not believe an amount of loss, if any, can be
reasonably estimated for this matter. We have filed a motion to dismiss this case and a hearing is scheduled for June 6,
2011.  We intend to vigorously defend ourselves against these allegations.

Change of Control Agreements

On September 21, 2009 we entered into Change of Control Agreements with OC Kim, our President and Acting Chief
Financial Officer, Yun J. (David) Lee, our Chief Operating Officer, and Yong Bae Won, our Vice President,
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Engineering. Each Change of Control Agreement provides for a lump sum payment to the officer in case of a change
of control of the Company. The term includes the acquisition of Common Stock of the Company resulting in one
person or company owning more than 50% of the outstanding shares, a significant change in the composition of the
Board of Directors of the Company during any 12-month period, a reorganization, merger, consolidation or similar
transaction resulting in the transfer of ownership of more than fifty percent (50%) of the Company's outstanding
Common Stock, or a liquidation or dissolution of the Company or sale of substantially all of the Company's assets.

The Change of Control Agreement with Mr. Kim is for three years and calls for a payment of $5 million upon a
change of control; the agreement with Mr. Lee is for two years and calls for a payment of $2 million upon a change of
control; and the agreement with Mr. Won is for two years and calls for a payment of $1 million upon a change of
control.

13
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NOTE 8 – RELATED PARTY TRANSACTIONS

On July 27, 2010, we entered into a Common Stock Repurchase Agreement with C-Motech (the “Agreement”), and
under the Agreement, we agreed to repurchase 3,370,356 shares of our Common Stock from C-Motech for
$3,500,000. A total of 1,803,684 shares were repurchased on the date of the Agreement in exchange for non-cash
consideration in the amount of $1,873,065, which represented amounts owed to the Company by C-Motech for certain
marketing funds as well as the settlement of a price dispute for products previously purchased by the Company from
C-Motech. Under the Agreement, the remaining 1,566,672 shares were to be repurchased by us upon payment of the
balance, $1,626,935, on or before December 31, 2010. Pursuant to the Agreement, Kwang Sun Han, a director of the
Company and the designee of C-Motech on the Company’s Board of Directors, resigned from the Board of Directors.

On January 28, 2011 (the “Amendment Date”) the Agreement was amended to reflect (1) a change in the date the
1,566,672 shares are to be repurchased from C-Motech from December 31, 2010 to March 31, 2011, and (2) a change
to the non-cash consideration of $1,873,065. In exchange for the 1,803,684 shares, we are to pay cash to C-Motech (in
the same amount) for the shares, by March 31, 2011. In addition, in a separate agreement dated January 28, 2011,
C-Motech agreed to pay us $1,873,065, for amounts owed, by March 31, 2011. The purpose of these revisions was to
more clearly differentiate each party’s payment obligations to the other with respect to this transaction. Following the
Amendment Date, we paid C-Motech $1,873,065 in exchange for the 1,803,684 shares previously transferred to us by
C-Motech included in treasury stock at March 31, 2011, and C-Motech paid us $1,873,065 for amounts owed. The
repurchase of the remaining 1,566,672 shares has not been completed.  See Note 9, below.

As of March 31, 2011, C-Motech owns 1,566,672 shares, or 13%, of our Common Stock.

NOTE 9 - SUBSEQUENT EVENTS

C-Motech was contractually obligated to sell 1,566,672 shares of our Common Stock back to us by March 31, 2011 as
described in Note 8.  Despite C-Motech’s obligations to do so, they did not complete this transaction by this date.  On
April 29, 2011, we provided formal notification to C-Motech that it is in breach of its obligations.  As of the date of
this filing, we have not received a response from C-Motech, but we intend to pursue our legal remedies against
C-Motech.  Accordingly, we are unable to determine whether or not this repurchase will take place.

In May 2009, the FASB issued ASC Topic 855, Subsequent Events. ASC Topic 855 establishes general standards of
accounting for and disclosure of events that occur after the balance sheet date but before financial statements are
issued or are available to be issued. The standard, which includes a new required disclosure of the date through which
an entity has evaluated subsequent events, is effective for interim or annual periods ending after June 15, 2009. Our
management evaluated all events or transactions that occurred after March 31, 2011up through the date the financial
statements were available to be issued.  During these periods, we did not have any material recognizable subsequent
events required to be disclosed other than those disclosed in this note to the financial statements as of March 31, 2011.

ITEM 2.  MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our financial statements and related notes included elsewhere in this report.  This report contains
certain forward-looking statements relating to future events or our future financial performance.  These statements are
subject to risks and uncertainties which could cause actual results to differ materially from those discussed in this
report.  You are cautioned not to place undue reliance on this information, which speaks only as of the date of this
report.  We are not obligated to publicly update this information, whether as a result of new information, future events
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or otherwise, except to the extent we are required to do so in connection with our obligation to file reports with the
SEC. For a discussion of the important risks to our business and future operating performance, see the discussion
under the caption “Item 1A. Risk Factors” and under the caption “Factors That May Influence Future Results of
Operations” in the Company’s Form 10-K for the year ended June 30, 2011 filed on October 12, 2010 and amendments
thereto (the “Annual Report”).  In light of these risks, uncertainties and assumptions, the forward-looking events
discussed in this report might not occur.

BUSINESS OVERVIEW

We are engaged in the design, manufacture and sale of broadband high speed wireless data communication products
such as third generation (“3G”) and fourth generation (“4G”) wireless modules and modems. We focus primarily on
wireless broadband Universal Serial Bus (“USB”) modems, which provide a flexible way for consumers to connect to
wireless broadband networks from laptop or desktop computers. Our broadband wireless data communication
products are positioned at the convergence of wireless communications, mobile computing and the Internet, each of
which we believe represent a growing market.

14
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We market and sell our products through two channels: Directly to wireless operators, and indirectly through strategic
partners and distributors.  Our global customer base extends primarily from the United States to South American and
Caribbean countries.  Our USB modems are certified by Sprint, Comcast Cable, Cox, Clearwire, Time Warner Cable
and other wireless operators located in the United States and also by wireless operators located in Caribbean and
South American countries.

FACTORS THAT MAY INFLUENCE FUTURE RESULTS OF OPERATIONS

We believe that our revenue growth will be influenced largely by (1) the successful maintenance of our existing
customers, (2) the rate of increase in demand for wireless data products, (3) customer acceptance of our new products,
(4) new customer relationships and contracts, and (5) our ability to meet customers’ demands.

We have entered into and expect to continue to enter into new customer relationships and contracts for the supply of
our products, and this may require significant demands on our resources, resulting in increased operating, selling, and
marketing expenses associated with such new customers.

RESULT OF OPERATIONS

The following table sets forth, for the three and nine months ended March 31, 2011 and 2010, our statements of
operations including data expressed as a percentage of sales:

Three Months Ended Nine Months Ended
March 31, March 31,

2011 2010 2011 2010

Net Sales 100.0% 100.0% 100.0% 100.0%
Cost of goods sold 70.3% 86.5% 66.8% 87.2%
Gross profit 29.7% 13.5% 33.2% 12.8%
Selling, general and administrative expenses 22.1% 6.5% 18.2% 6.6%
Income from operations 7.6% 7.0% 15.0% 6.2%
Other income (loss), net 18.0% 0.2% 4.3% 0.2%
Net income before income taxes 25.6% 7.2% 19.3% 6.4%
Income tax provision 10.6% 3.1%    7.8% 2.7%
Net income before non-controlling interest 15.0% 4.1% 11.5% 3.7%
Non-controlling interest in net loss (net
income) of subsidiary

1.1% 0.2% (0.2%)    0.0%

Net income 16.1% 4.3% 11.3% 3.7%

THREE MONTHS ENDED MARCH 31, 2011 COMPARED TO THREE MONTHS ENDED MARCH 31, 2010

NET SALES - Net sales decreased by $22,187,659, or 70.2%, to $9,440,087 for the three months ended March 31,
2011 from $31,627,746 for the corresponding period of 2010.  For the three months ended March 31, 2011, net sales
by geographic regions consisting of South America and the Caribbean, the United States and Asia, were $1,095,550
(11.6 % of net sales), $8,320,087 (88.1% of net sales) and $24,450 (0.3% of net sales), respectively.

The overall decrease in net sales was due to several factors, including increased competition in the United States in the
dual-mode (3G and 4G) USB modem market. Also, during the 2010 fiscal year, our largest customer was in the
process of rolling out a significant portion of its 4G (WiMAX) network, much of which took place during the three
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months ended March 31, 2010, which had a favorable effect on our net sales during this period. Net sales in the South
American and Caribbean regions increased by $805,100, or 277.2%, to $1,095,550 for the three months ended March
31, 2011 from $290,450 for the corresponding period of 2010.   The increase was due to the addition of a new
customer as well as the general nature of sales in these regions which often fluctuate significantly from quarter to
quarter due to timing of orders placed by a relatively small number of customers.  Net sales in the United States
decreased by $23,015,409, or 73.4%, to $8,320,087 for the three months ended March 31, 2011, from $31,335,496 for
the corresponding period of 2010. The decrease in net sales was due to several factors, including increased
competition in the dual-mode (3G and 4G) USB modem market, which negatively affected volume and price. During
the three months ended March 31, 2010, we benefited from being the only supplier of dual-mode (CDMA Rev
A/WiMAX) USB modems in North America, which continued until approximately June, 2010 at which time a
competitor entered the market.  In addition, during the 2010 fiscal year, our largest customer was in the process of
rolling out a significant portion of its 4G (WiMAX) network, much of which took place during the three months
ended March 31, 2010, which had a favorable effect on our net sales during this period. Net sales in Asia increased by
$22,650, or 1,258.3%, to $24,450 for the three months ended March 31, 2011 from $1,800 for the corresponding
period of 2010. The increase in net sales was primarily due to higher revenue generated from engineering services for
FTI, which typically vary from quarter to quarter.

15
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GROSS PROFIT – Gross profit decreased by $1,461,190, or 34.3%, to $2,803,075 for the three months ended March
31, 2011 from $4,264,265 for the corresponding period of 2010.  The decrease was primarily due to lower revenue as
described above.

Gross profit as a percentage of net sales was 29.7% for the three months ended March 31, 2011 compared to 13.5%
for the corresponding period of 2010.  The increase in gross profit in terms of net sales for the three months ended
March 31, 2011 was due to several factors including a higher proportion of products supplied by our subsidiary FTI
(vs. third party suppliers) as well as the overall product and customer mix, which varies from quarter to quarter.

SELLING, GENERAL, AND ADMINISTRATIVE - Selling, general, and administrative expenses increased by
$38,805, or 1.9%, to $2,087,523 for the three months ended March 31, 2011 from $2,048,718 for the corresponding
period of 2010. 

OTHER INCOME (LOSS), NET - The net of other income (loss) increased by $1,644,117, to $1,697,179, for the
three months ended March 31, 2011 from $53,062 for the corresponding period of 2010. The increase was primarily
due to the payment from C-Motech in the amount of $1,873,065, of which $1,581,457 was booked to other income.
The portion booked to other income represented amounts owed to the Company for certain marketing funds for
products previously purchased by the Company from C-Motech.

NINE MONTHS ENDED MARCH 31, 2011 COMPARED TO NINE MONTHS ENDED MARCH 31, 2010

NET SALES - Net sales decreased by $20,344,186, or 32.9%, to $41,585,722 for the nine months ended March 31,
2011 from $61,929,908 for the corresponding period of 2010.  For the nine months ended March 31, 2011, net sales
by geographic region consisting of South America and the Caribbean, the United States and Asia were $9,971,171
(24.0% of net sales), $31,295,861 (75.2% of net sales) and $318,690 (0.8% of net sales) respectively.

The overall decrease in net sales was due to several factors including increased competition in the United States in the
dual-mode (3G and 4G) USB modem market and the fact that during the 2010 fiscal year, our largest customer was in
the process of rolling out a significant portion of its 4G (WiMAX) network, much of which took place during the nine
months ended March 31, 2010, which had a favorable effect on our net sales during this period..  Net sales in the
South American and Caribbean regions increased by $8,475,671 to $9,971,171 or 566.7% for the nine months ended
March 31, 2011 from $1,495,500 for the corresponding period of 2010.   The increase was due to the addition of a
new customer as well as the general nature of sales in these regions which often fluctuate significantly from quarter to
quarter due to timing of orders placed by a relatively small number of customers.  Net sales in the United States
decreased by $28,514,067, or 47.7%, to $31,295,861 for the nine months ended March 31, 2011 from $59,809,928 for
the corresponding period of 2010. The decrease in net sales was due to several factors including increased competition
in the dual-mode (3G and 4G) USB modem market which negatively affected volume and price. During the nine
months ended March 31, 2010, the company benefited from being the only supplier of dual-mode (CDMA Rev
A/WiMAX) USB modems in North America, which continued until approximately June, 2010 at which time a
competitor entered the market.  In addition, during the 2010 fiscal year, our largest customer was in the process of
rolling out a significant portion of its 4G (WiMAX) network, much of which took place during the nine months ended
March 31, 2010, which had a favorable effect on our net sales during this period. Net sales in Asia decreased by
$305,790, or 49.0%, to $318,690 for the nine months ended March 31, 2011 from $624,480 for the corresponding
period of 2010. The decrease in net sales was primarily due to lower revenue generated from engineering services for
FTI, which typically vary from quarter to quarter.

GROSS PROFIT – Gross profit increased by $5,859,106, or 73.9%, to $13,792,661 for the nine months ended March
31, 2011 from $7,933,555 for the corresponding period of 2010.  The increase was primarily due to a higher
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proportion of products supplied by our subsidiary FTI (vs. third party suppliers) which, despite a decrease in net sales,
resulted in an increase in gross profit.
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The gross profit as a percentage of net sales was 33.2% for the nine months ended March 31, 2011 compared to 12.8%
for the corresponding period of 2010.  The increase in gross profit in terms of net sales for the nine months ended
March 31, 2011 was due to several factors including a higher proportion of products supplied by our subsidiary FTI
(vs. third party suppliers) as well as the overall product and customer mix that vary from quarter to quarter.

SELLING, GENERAL, AND ADMINISTRATIVE - Selling, general, and administrative expenses increased by
$3,452,099, or 84.5%, to $7,535,814 for the nine months ended March 31, 2011 from $4,083,715 for the
corresponding period of 2010.  This was primarily due to the consolidation of the FTI expenses (which began during
the three months ended December 31, 2009), as well as increases in expense related to the amortization of intangible
assets (due to the completion of capital projects), payroll expense (due to headcount growth), commissions paid to
third parties, R&D expense (due to the amount of costs being expensed vs. capitalized), shipping and handling
expense (due to a higher proportion of products supplied by FTI vs. third party suppliers who generally pay most or all
of the shipping costs), and share-based compensation expense (due to additional options granted).

OTHER INCOME (LOSS), NET - The net of other income (loss) increased by $1,677,143 to $1,776,953 for the nine
months ended March 31, 2011 from $99,810 for the corresponding period of 2010. The increase was primarily due to
the payment from C-Motech in the amount of $1,873,065, of which $1,581,457 was booked to other income. The
portion booked to other income represented amounts owed to the Company for certain marketing funds for products
previously purchased by the Company from C-Motech.

LIQUIDITY AND CAPITAL RESOURCES

Our principal liquidity requirements are for working capital and capital expenditures. We fund our liquidity
requirements with cash on hand and cash flow from operations.  We believe we will be able to fund our future cash
requirements for operations from our cash available, operating cash flows, bank lines of credit and issuance of equity
securities for the next twelve months.

OPERATING ACTIVITIES – Net cash used in operating activities for the nine months ended March 31, 2011 was
$795,999, and net cash provided by operating activities for the nine months ended March 31, 2010 was $4,000,128.
The $795,999 in net cash used in operating activities for the nine months ended March 31, 2011 was primarily due to
the increase in accounts receivable of $3,750,450, as well as decreases in accounts payable, income taxes payable and
accrued liabilities of $2,317,525, $929,538 and $468,780 respectively, which were partially offset by the favorable
effect of net income of $4,680,650 as well as the decrease in advanced payments to vendor of $390,889, the increase
in marketing funds payable of $356,487 and non-cash items including amortization and share-based compensation of
$643,219 and $642,185 respectively.  The $4,000,128 in net cash provided by operating activities for the nine months
ending March 31, 2010 was primarily due to the favorable effect of net income of $2,308,184 as well as the decrease
in inventory of $2,350,749 and increases in accounts payable, income taxes payable and accrued liabilities of
$911,742, $690,000 and $314,160 respectively, which were partially offset by the increase in accounts receivable of
$2,732,016.

INVESTING ACTIVITIES – Net cash provided by investing activities for the nine months ended March 31, 2011 was
$379,453, and net cash used in investing activities for the nine months ended March 31, 2010 was $1,171,682.  The
$374,585 in net cash provided by investing activities for the nine months ended March 31, 2011 was primarily due to
proceeds from the sale of property and equipment of $594,643, which was partially offset by the purchase of
intangible assets and property and equipment of $106,803 and $81,732, respectively.  The $1,171,682 in net cash used
in investing activities for the nine months ended March 31, 2010 was primarily due to purchases of intangible assets
and property and equipment of $964,875 and $206,807 respectively.
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FINANCING ACTIVITIES – Net cash used in financing activities for the nine months ended March 31, 2011 was
$2,278,337, resulting primarily from the repurchase of our Common Stock from C-Motech in the amount of
$1,873,065 as well as paying off the short-term and long-term borrowings associated with the building and land sold
by FTI. Net cash provided by financing activities for the nine months ended March 31, 2010 was $30,804.

CONTRACTUAL OBLIGATIONS AND OTHER COMMITMENTS

Change of Control Agreements

On September 21, 2009 we entered into Change of Control Agreements with OC Kim, our President and Acting Chief
Financial Officer, Yun J. (David) Lee, our Chief Operating Officer, and Yong Bae Won, our Vice President,
Engineering. Each Change of Control Agreement provides for a lump sum payment to the officer in case of a change
of control of the Company. The term includes the acquisition of Common Stock of the Company resulting in one
person or company owning more than 50% of the outstanding shares, a significant change in the composition of the
Board of Directors of the Company during any 12-month period, a reorganization, merger, consolidation or similar
transaction resulting in the transfer of ownership of more than fifty percent (50%) of the Company's outstanding
Common Stock, or a liquidation or dissolution of the Company or sale of substantially all of the Company's assets.

17

Edgar Filing: FRANKLIN WIRELESS CORP - Form 10-Q

31



The Change of Control Agreement with Mr. Kim is for three years and calls for a payment of $5 million upon a
change of control; the agreement with Mr. Lee is for two years and calls for a payment of $2 million upon a change of
control; and the agreement with Mr. Won is for two years and calls for a payment of $1 million upon a change of
control.

OFF-BALANCE SHEET ARRANGEMENTS

None.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

As a “smaller reporting company,” the Company is not required to respond to this item.

ITEM 4. CONTROLS AND PROCEDURES.

Disclosure Controls and Procedures

The Company’s president and acting chief financial officer have concluded, based on an evaluation of the Company’s
disclosure controls and procedures (as defined in the Securities Exchange Act of 1934 Rules 13a-15(e) and
15(d)-15(e)), that such disclosure controls and procedures were effective as of the end of the period covered by this
report.

Changes in Internal Control Over Financial Reporting

There has been no change in the Company’s internal control over financial reporting during the three months ended
March 31, 2011 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

PART II – OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

We are from time to time involved in certain legal proceedings and claims arising in the ordinary course of
business.  On June 18, 2009, MSTG, Inc. filed a complaint in the United States District Court for the Northern District
of Illinois, Eastern Division against one of our customers as one of several defendants. The complaint alleges that
certain wireless devices, including devices provided by the Company, infringe on U.S. Patent Nos. 5,920,551;
6,198,936 and 6,438,113. All of the Company provided devices were purchased by the Company from one of its
suppliers. On February 25, 2011, this matter was dismissed with respect to our customer.

On December 10, 2010, Novatel Wireless, Inc. filed a complaint in the United States District Court for the Southern
District of California, against us and one other defendant. The complaint alleges that certain products, including, but
not limited to, mobile data hot spots and data modems, infringe on U.S. Patent Nos. 5,129,098; 7,318,225; 7,574,737
and 7,319,715. Due to the preliminary nature of these proceedings, we do not believe an amount of loss, if any, can be
reasonably estimated for this matter. We have filed a motion to dismiss this case and a hearing is scheduled for June 6,
2011. We intend to vigorously defend ourselves against these allegations.

ITEM 1A. RISK FACTORS.
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Our Annual Report on Form 10-K for the fiscal year ended June 30, 2010, filed with the SEC on October 12, 2010 and
the amendments thereto (the “Annual Report”), include a detailed discussion of our risk factors under the heading “PART
I, ITEM 1A – RISK FACTORS.”  You should carefully consider the risk factors discussed in our Annual Report, as well
as other information in this quarterly report.  Any of these risks could cause our business, financial condition, results
of operations and future growth prospects to suffer.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES.

None.

ITEM 4. (REMOVED AND RESERVED).

ITEM 5. OTHER INFORMATION.

None.

ITEM 6. EXHIBITS.

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Acting Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification of Acting Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

SIGNATURES

In accordance with Section 13 of 15(d) of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

Franklin Wireless Corp.

By: /s/ OC Kim

OC Kim, President and Acting Chief
Financial Officer

Dated: May 13, 2011
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