UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

& ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2010
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT

OF 1934
For the transition period from to

RELM WIRELESS CORPORATION

(Exact name of registrant as specified in its charter)

Nevada 000-07336 59-3486297
(State of other jurisdiction of (Commission (I.R.S. Employer
incorporation or organization) file number) Identification No.)

7100 Technology Drive
West Melbourne, Florida 32904
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (321) 984-1414

Securities registered pursuant to Section 12(b) of the Act:
Title of Class Name of each Exchange on Which Registered

Common Stock, par value $.60 NYSE Amex LLC

Securities registered pursuant to Section 12(g) of the Act:
None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [0 No X

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [0 No

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 ¥ No [J

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part |11 of
this Form 10-K or any amendment to this Form 10-K. X

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 (8§ 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 [ 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 (Check one):

Large accelerated filer O Accelerated filer [J
Non-accelerated filer [ Smaller reporting company O
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [0 No

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant on June 30, 2010,
based on the closing price of such stock on the NYSE Amex on such date, was $24,956,489.

As of February 25, 2011, 13,508,815 shares of the registrant’s Common Stock were outstanding.

Documents Incorporated by Reference: Portions of the registrant’s definitive proxy statement for its 2011 annual stockholders’
meeting are incorporated by reference in Part 1l (Item 5(d)) and in Part 111 (Items 10-14) of this report. The registrant’s definitive proxy
statement will be filed with the Securities and Exchange Commission within 120 days after December 31, 2010.




TABLE OF CONTENTS

Y 3 I RSOSSN 1
Item 1 BIUSTNESS. ..ttttetiee ettt sttt ettt ettt ekttt R st et ekt Rt Rt Re Rt e e b e bRt eb e e Rt entenente e e 1
Item 1A. IS = Tod o TSROSO 7
Item 1B. Unresolved Staff COMIMENTS .........oiiiiiiii e 11
Item 2. PIOPEITIES ..ttt b et b et b bbbt h ekttt bt 11
Item 3. Legal PrOCEEAINGS ......cveiiiteiteieete ettt bbb bbbt b et 12
Item 4. [Removed and RESEIVE] .........co ittt bbb 12
Y 3 I 1 OSSOSO 12
Item 5 Market For Registrant’s Common Equity, Related Stockholders Matters and Issuer
PUrchases Of EQUILY SECUFTLIES .........civiiiiriiiiieieeste sttt 12
Item 6 Selected FINANCIAl DALA.........cccuiiviieieieie ettt sae e 14
Item 7 Management’s Discussion and Analysis of Financial Condition and Results of
(@] o T=T =[] 3L PSSRSO 14
Item 7A. Quantitative and Qualitative Disclosures About Market RisK ...........ccccovviviviiiciiciiiieiiecins 23
Item 8. Financial Statements and Supplementary Data..........c.ccoccveveeiiiiiiie e 24
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
DISCIOSUIE ...ttt bbbt b e bbbt b et et et s bt s b bt bt e bt et e e e b e b b 25
Item 9A. CoNLrolS AN PrOCEAUIES .......oitiiiiiiieieeieie ettt ettt bbbttt sae e e 25
Item 9B. (@] 11T g T3 0] 10T 14T ] o ST 25
N G 1 I ST 26
Item 10. Directors, Executive Officers and Corporate GOVEINANCE ..........c.ecveviereerieeiie e see s 26
Item 11. EXeCUtive COMPENSALION .....c.eiiiiiiieciiccie et ettt te e te e esaeesreenae s 26
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
SEOCKNOIART IMALEETS ...ttt bbbttt sae b 26
Item 13. Certain Relationships and Related Transactions, and Director Independence............cccccee... 26
Item 14. Principal Accountant FEES aNd SEIVICES ........coiiiiireiiiirieiee ettt 26
N G I A ST 27
Item 15. Exhibits and Financial Statement SChedules...........coooiiiiiiiiii 27
SIGNATURES ..ottt bttt ettt et e stk e b e Rt R e b e st e b e b e Rt e be b e R s e b e et e s e e Ee b e s s e b e s bt e s e e be b eneabe it e nent e 29



PART 1
Item 1. Business.
General

RELM Wireless Corporation (RELM) provides two-way radio communications equipment of the highest
quality and reliability.

In business for over 63 years, RELM (NYSE Amex: RWC) designs, manufactures and markets wireless
communications products consisting of two-way land mobile radios, repeaters, base stations, and related
components and subsystems. Two-way land mobile radios can be units that are hand-held (portable) or installed in
vehicles (mobile). Repeaters expand the range of two-way land mobile radios, enabling them to operate over a wider
area. Base station components and subsystems are installed at radio transmitter sites to improve performance by
enhancing the signal and reducing or eliminating signal interference and enabling the use of one antenna for both
transmission and reception. We employ both analog and digital technologies in our products. Our digital technology
is compliant with the Project 25 standard of the Association of Public Communications Officials (APCO Project 25,
or P-25). Our P-25 digital products and our analog products function in the VHF (136 MHz — 174MHz), UHF
(380MHz — 470MHz, 450MHz — 520MHz) and 800 MHz bands.

We offer products under two brand names: BK Radio and RELM. Generally, BK Radio-branded products
serve the government and public safety market, while RELM-branded products serve the business and industrial
market.

BK Radio-branded products consist of high-specification land-mobile radio equipment for professional
radio users primarily in government and public safety applications. These products have more extensive features and
capabilities than those offered in the RELM and RELM/BK lines. Our P-25 digital products are marketed under the
BK Radio brand, which includes the next-generation KNG product line that was launched in 2008 and is currently
being expanded.

RELM-branded products provide basic, inexpensive, yet feature-rich and reliable, two-way
communications for commercial and industrial concerns, such as hotels, construction firms, schools, and
transportation services. Typically these users are not radio professionals, and require easy, fast and inexpensive
communication among a defined group of users.

We provide superior products and value to a wide array of customers with demanding requirements;
including, for example, emergency, public safety, homeland security and military customers of federal and state
government agencies, as well as various commercial enterprises. Our two-way radio products excel in applications
with harsh and hazardous conditions. They offer high-specification performance, durability and reliability at a low
cost relative to comparable offerings.

Our principal executive offices are located at 7100 Technology Drive, West Melbourne, Florida 32904 and
the telephone number is (321) 984-1414.

Available Information

Our Internet website address is www.relm.com. We make available on our Internet website free of charge
our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and
amendments to these reports as soon as practicable after we electronically file and/or furnish such material with or to
the Securities and Exchange Commission. In addition, our Code of Business Conduct and Ethics, Audit Committee
Charter and Corporate Governance Guidelines are available at our website. The information contained on our
website is not incorporated by reference in this report. A copy of any of these materials also may be obtained, free of
charge, upon request from our investor relations department.

Significant Events of 2010 and 2011

In February 2011, we announced the successful completion of P25 interoperability tests on P25 Trunking
Infrastructure provided by Tait and EADS corporations. Testing was completed on the TaitNet P25/ EADS COR
P25 Network at Tait Electronics’ Teltest Laboratories facility in Houston, TX. Teltest is recognized by the U.S.
Department of Homeland Security to conduct P25 interoperability testing as part of the P25 Compliance Assessment
Program (CAP). In November and March 2010, we also announced the successful completion of P25
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interoperability tests on Motorola’s and EF Johnson’s P25 Infrastructure. All of this testing was conducted as part
of the formal P25 Compliance Assessment Program (CAP). The P25 CAP is a result of legislation passed by the
U.S. Congress to improve communication interoperability for first responders and is a partnership of the Department
of Homeland Security’s (DHS) Command, Control and Interoperability Division, the National Institute of Standards
and Technology, radio equipment manufacturers, and the emergency response community. The P25 CAP
establishes a process for ensuring that equipment complies with P25 standards and is capable of interoperating
across manufacturers.

In January 2011, our newest P25 digital mobile radios, the BK Radio KNG M400 and M500, received
equipment authorization from the Federal Communications Commission (FCC) for use in the United States. The
KNG M400 and M500 provide interoperability under APCO Project 25.

In January 2011, we received a $1.5 million contract order from the U.S. Department of Agriculture Forest
Service (USFS) for portable and mobile radio units. The order, which includes our D-Series digital P-25 radios, will
be fulfilled through the first quarter of 2011.

In November 2010, we received a blanket purchase agreement (BPA) from the U.S. Navy. This BPA
includes our trunked KNG portable radios, mobile radios, repeaters and related accessories, operating in the VHF,
UHF and 700/800MHz frequency bands. The BPA has a maximum value of $5.5 million, with a term that
commenced on October 28, 2010 and expires on October 27, 2015. The BPA does not specify purchase dates or
quantities of equipment.

In October 2010, we amended our revolving credit facility with Silicon Valley Bank (SVB). Among other
changes, the maximum borrowing availability was increased to $5.0 million from $3.5 million, the maturity date
was extended to December 31, 2012, and the variable rate at which borrowings bear interest was reduced to prime
rate plus 50 basis points.

In September 2010, we introduced the first trunked versions of our KNG-line of digital P-25 radio models.
Trunked units were then immediately available in the VHF, UHF and 700-800 MHz frequencies. These products
expand our addressable market and enable us to compete for a wider range of opportunities.

In August and September 2010, we received orders totaling approximately $4.3 million from several
different branches of the U. S. Military, of which approximately $2.7 million was for our new P25 trunked portable
and mobile radios. These orders included products for all the major frequencies; VHF, UHF and 800MHz.

In July 2010, our KNG M150 mobile radio received equipment authorization from the FCC for use in the
United States. The KNG M150 provides interoperability under APCO Project 25.

In April 2010, we were awarded a contract from the USFS to service and repair our two-way land mobile
radios. The initial period of the contract is one year, which commenced on April 16, 2010, and may be extended for
up to four additional one-year periods. The estimated maximum value of the contract is $500,000 but may vary
depending on the agency’s needs. The contract provides for service on an as-needed and when-needed basis.

In April 2010, we were selected as one of several suppliers of P25 digital two-way radio subscriber
equipment to the City of Phoenix, AZ. The initial period of the contract spans five years, which commenced on
March 15, 2010, and may be extended for up to five additional one-year periods. The estimated total value of the
initial contract period is $6 million, but may be higher or lower depending on the city’s needs and budgets. The
contract did not specify purchase dates or quantities of equipment from any particular supplier.

In February 2010, we received an order totaling approximately $6.6 million from the USFS for our D-
Series digital P25 portable and mobile radios. We fulfilled this order during the first and second quarter of 2010.

Industry Overview

Land mobile radio (LMR) communications consist of hand-held (portable) and mobile (vehicle mounted)
two-way radios commonly used by the public safety sector (e.g., police, fire, and emergency responders),



commercial business concerns (e.g., corporate disaster recovery, hotels, airports, farms, transportation service
providers, and construction firms), and government agencies within the United States and abroad. LMR systems are
constructed to meet an organization’s specific communication needs. The cost of a complete system can vary widely
depending on the size and configuration. Likewise, the cost of radio sets can range from under $200 for a basic
analog portable, to thousands of dollars for a fully featured P-25 digital unit. Typically, there are no recurring
airtime usage charges. Accordingly, LMR usage patterns are considerably different from those for cellular and other
wireless communications tools. LMR usage is characterized by frequent calls of short duration. A typical user may
transmit and receive 20 to 50 calls per day, with most calls lasting less than 30 seconds. The average useful life of a
unit can vary, depending upon the application in which the unit is deployed and its handling.

LMR systems are the most widely-used and longest-used form of wireless dispatch communications in the
United States, having been first placed in service in 1921. LMR was initially used almost exclusively by law
enforcement, and all radio communications were transmitted in an analog format. Analog transmissions typically
consist of a voice or other signal modulated directly onto a continuous radio carrier wave. Over time, advances in
technology decreased the cost of LMR products and increased its popularity and usage by businesses and other
agencies. To respond to the growing usage, additional radio frequency spectrum was allocated by the Federal
Communications Commission (FCC) for LMR use.

In recent years the LMR industry has typically been characterized by slow growth, reflecting several factors:
. LMR is a mature industry, having been in existence for almost 90 years;
. some LMR users are in mature industry segments that have experienced slow growth rates; and

. most significantly, growth has been hampered by the lack of available radio frequency spectrum,
which has prevented existing users from expanding their systems and hindered efforts of many
potential new users from obtaining licenses for new systems.

Years ago, as a result of the limited spectrum availability, the FCC mandated that new LMR equipment
utilize technology that is more spectrum-efficient. This effectively meant that the industry had to migrate to digital
technology. Responding to the mandate, the Association of Public Safety Communications Officials (APCO), in
concert with several LMR manufacturers, including RELM, recommended a standard for digital LMR devices that
would meet the FCC spectrum-efficiency requirements and provide solutions to several problems experienced
primarily by public safety users. The standard is called Project 25. The primary objectives of Project 25 are to: i)
allow effective and reliable communication among users of compliant equipment, regardless of its manufacturer,
known as interoperability, ii) maximize radio spectrum efficiency, and iii) promote competition among LMR
providers through an open system architecture.

Although the FCC does not require public safety agencies or any radio users to purchase P-25 equipment or
otherwise adopt the standard, compliance with the standard is a primary consideration for government and public
safety purchasers. Accordingly, although LMR spending for many federal government agencies increased slightly
during 2010 following declines in 2009 and 2008, we anticipate that demand for P-25 equipment will steadily and
meaningfully increase and ultimately fuel LMR market growth as users upgrade equipment to achieve
interoperability and comply with the FCC mandate. Presently, the migration to P-25 equipment is primarily limited
to government and public safety agencies. Radio users in the business and industrial market continue to utilize
predominantly analog LMR products.

By some estimates, the North American LMR market for infrastructure and subscriber units is
approximately $5 billion in annual sales. Presently, the market is dominated by one supplier, Motorola Solutions,
Inc. However, the open architecture of the P-25 standard is designed to eliminate the ability of one or more
suppliers to lockout competitors. Formerly, because of proprietary characteristics incorporated in many analog LMR
systems, a customer was effectively precluded from purchasing additional LMR products from a supplier other than
the initial supplier of the system. Additionally, the system infrastructure technology was prohibitive for smaller
suppliers to develop. P-25 provides an environment in which users will increasingly have a wider selection of LMR
suppliers, including smaller suppliers such as RELM.

Description of Products

We design, manufacture, and market wireless communications equipment consisting of two-way land
mobile radios, repeaters, base stations, and related components and subsystems. We do not provide complete,



integrated, communications systems and infrastructure. Two-way land mobile radios can be units that are hand-held
(portable) or installed in vehicles (mobile). Repeaters expand the range of two-way land mobile radios, enabling
them to communicate over a wider area. Base station components and subsystems are installed at radio transmitter
sites to improve performance by enhancing the signal, reducing or eliminating signal interference and enabling the
use of one antenna for both transmission and reception.

We employ both analog and digital technologies in our products. Our digital products are compliant with P-
25 specifications. Our P-25 digital products and our analog products function in the VHF (136 MHz — 174MHz),
UHF (380MHz — 470MHz, 450MHz — 520MHz) and 800 MHz bands.

Description of Markets
Government and Public Safety Market

The government and public safety market includes the military, fire, rescue, law enforcement, homeland
security and emergency responder personnel. In most instances, BK Radio-branded products serve this market and
are sold either directly to end-users, or through two-way communications dealers. Government and public safety
sales represented approximately 92%, 94% and 86% of our total sales for 2010, 2009 and 2008, respectively.

Government and public safety users currently use products that employ either P-25 digital or analog
technology. However, public safety users in federal, state and local government agencies and certain other countries
are migrating at an increasing rate to digital P-25 products. The evolution of the standard and compliant digital
products is explained in the Industry Overview section starting on page 2 of this report.

Business and Industrial Market

This market includes enterprises of all sizes that require fast and affordable, push-to-talk communication
among a discrete group of users such as corporate disaster recovery, hotels, construction firms, schools, and
transportation service providers. Users in this market continue to predominantly utilize analog products. We offer
products to this market under the RELM brand name. Our sales in this market may be direct to end-users or to
dealers and distributors who then resell the products. Our sales to this market represented approximately 8%, 6%
and 14% of our total sales for 2010, 2009 and 2008, respectively.

Engineering, Research and Development

Our engineering and product development activities are conducted by a team of 20 employees combined
with contract engineering resources. Their primary development focus is the design of our line of next generation P-
25 digital products, the KNG Series, and related capabilities. The first models in the KNG line were introduced in
2008 and are included on our primary federal contract vehicles. Subsequently we added UHF and 800MHz products,
as well as P-25 trunking in 2010.

Our first P-25 digital product, named the DPH, was introduced to the market in 2003. Shortly thereafter, the
DPH was added to the contract to supply agencies of the U.S. Department of Interior with digital two-way
communications equipment.

A segment of our engineering team is responsible for product specifications based on customer
requirements and supervising quality assurance activities. They also have primary responsibility for applied
engineering, production engineering and the specification compliance of contract manufacturers.

For 2010, 2009 and 2008, our engineering and development expenses were approximately $4.9 million,
$3.6 million and $4.5 million, respectively.

Intellectual Property

We presently have no United States patents in force. We hold several trademarks related to the names
“RELM” and “BK Radio” and certain product names. We also rely on trade secret laws and employee and third
party non-disclosure agreements to protect our intellectual property rights.

Manufacturing and Raw Materials

Our manufacturing strategy is to utilize the highest quality and most cost effective resources available for
every aspect of our manufacturing. Consistent with that strategy, for many years we have successfully utilized



outside contract arrangements for different segments of our manufacturing operations. These arrangements, some of
which are with offshore concerns, have been managed and updated to meet our present requirements, and they
continue to be instrumental in controlling our product costs, allowing us to improve our competitive position and
manage our gross margins.

Contract manufacturers produce various subassemblies and products on our behalf. Generally, the contract
manufacturers procure raw materials from RELM-approved sources and complete manufacturing activities in
accordance with our specifications. Original Equipment Manufacturer (OEM) agreements govern the business
relationship with each contract manufacturer. These agreements typically have various terms and may be renewed
upon agreement by both parties. The scope of these agreements may also be expanded to include new products in
the future.

We plan to continue utilizing contract manufacturing where it furthers our business objectives. This
strategy allows us to focus on our core technological competencies of product design and development, and to
reduce the substantial capital investment required to manufacture our products. We also believe that our use of
experienced, high-volume manufacturers will provide greater manufacturing specialization and expertise, higher
levels of flexibility and responsiveness, and faster delivery of product; all of which contributes toward minimized
product costs. To ensure that products manufactured by others meet our quality standards, our production and
engineering team works closely with our ISO 9002 industry-qualified contract manufacturers in all key aspects of
the production process. We establish product specifications, select the components and, in some cases, the suppliers.
We retain all document control. We also work with our contract manufacturers to improve process control and
product design, and conduct periodic on-site inspections.

We rely upon a limited number of both domestic and foreign suppliers for several key products and
components. We place purchase orders from time to time with these suppliers and have no guaranteed supply
arrangements. In addition, we obtain certain components from a single source. During 2010, 2009 or 2008, our
operations were not materially impaired due to delays from single source suppliers. However, the absence of a single
source component could potentially delay the manufacture of finished products. We manage the risk of such delays
by securing secondary sources and redesigning products in response to component shortages or obsolescence. We
strive to maintain strong relations with all our suppliers. We anticipate that the current relationships, or others that
are comparable, will be available to us in the future.

Seasonal Impact

We experience seasonality in our results in part due to governmental customer spending patterns that are
influenced by government fiscal year-end budgets and appropriations. We also experience seasonality in our results
in part due to our concentration of sales to federal and state agencies that participate in fire-suppression efforts,
which are typically the greatest during the summer season when forest fire activity is heightened. In some years,
these factors may cause an increase in sales for the second and third quarters compared with the first and fourth
quarters of the same fiscal year. Such increases in sales may cause quarterly variances in our cash flow from
operations and overall financial condition.

Significant Customers

Sales to the United States Government represented approximately 70%, 60% and 42% of our total sales for
the years ended December 31, 2010, 2009 and 2008, respectively. These sales were primarily to various government
agencies, including those within the United States Department of Defense (DOD), the United States Forest Service
(USFS) and the United States Department of the Interior (DOI).

Backlog

Our backlog of unshipped customer orders was approximately $5.6 million, $3.2 million and $2.6 million
as of December 31, 2010, 2009 and 2008, respectively.

Competition

We compete with many domestic and foreign companies primarily in the North American market. One
dominant competitor, Motorola Solutions, Inc., holds a significant market share. We compete by capitalizing on our
advantages and strengths, which include price, product quality, and customer responsiveness.



Employees

As of December 31, 2010, we had 96 full-time employees, most of whom are located at our West
Melbourne, Florida facility; 50 of these employees are engaged in direct manufacturing or manufacturing support,
20 in engineering, 17 in sales and marketing, and 9 in headquarters, accounting and human resources activities. Our
employees are not represented by any collective bargaining agreements, nor has there ever been a labor-related work
stoppage. We believe our relations with our employees are good.

Information Relating to Domestic and Export Sales

The following table summarizes our sales of LMR products by customer location:

2010 2009 2008

(in Millions)
United States $ 253 $ 279 % 18.8
International 0.6 0.1 0.4
Total $ 259 $ 280 $ 19.2




Item 1A. Risk Factors

Various portions of this report contain forward-looking statements that involve risks and uncertainties.
Actual results, performance or achievements could differ materially from those anticipated in these forward-looking
statements as a result of certain risk factors, including those set forth below and elsewhere in this report.

Our industry is characterized by rapidly changing technology

Our business could suffer if we are unable to keep pace with rapid technological changes and product
development in our industry. The market for our LMR products is characterized by ongoing technological
development, evolving industry standards and frequent product introductions. The LMR industry is experiencing a
transition from analog LMR products to digital LMR products. In addition, the APCO Project 25 standard is being
increasingly adopted.

We depend on the success of our LMR product line

We currently depend on our LMR products as our sole source of sales. A decline in the price of and/or
demand for LMR products, as a result of competition, technological change, the introduction of new products by us
or others or a failure to manage product transitions successfully, could have a material adverse effect on our
business, financial condition and results of operations. In addition, our future success will largely depend on the
successful introduction and sale of new digital LMR products. Even if we successfully develop these products, we
cannot guarantee that they will achieve market acceptance.

We are engaged in a highly competitive industry

We face intense competition from other LMR suppliers, and the failure to compete effectively could
materially and adversely affect our market share, financial condition and results of operations. The largest supplier
of LMR products in the world, Motorola Solutions, Inc., currently is estimated to have well in excess of half the
market for LMR products. This supplier is also the world’s largest supplier of P-25 products. Some of our
competitors are significantly larger and have longer operating histories, greater name recognition, larger customer
bases and significantly greater financial, technical and marketing resources than we have. Some also have
established reputations for success in developing and supplying LMR products. These advantages may allow them:

. to respond more quickly to new or emerging technologies and changes in customer requirements
which may render our products obsolete or less marketable;

. to engage in more extensive research and development;

. to undertake more far-reaching marketing campaigns;

. to be able to take advantage of acquisitions and other opportunities;

. to adopt more aggressive pricing policies; and

. to be more attractive to potential employees, strategic partners and advertisers.

Many of our competitors have established extensive networks of sales locations and multiple distribution
channels, and thus enjoy a competitive advantage over us in these areas as well. We may not be able to compete
successfully and competitive pressures may materially and adversely affect our business, results of operations and
financial condition.

An increase in the demand for P-25 products could benefit competitors who are better financed and have
inventories on-hand that will meet such demand. P-25 products have been brought to the market by an increasing
number of our competitors. Our first P-25 portable radio was brought to market in 2003, and we introduced a new
line of P-25 products, the KNG Series, starting in 2008 and have since expanded the product line and expect to
continue doing so in the future. Bringing such products to market and achieving a significant market penetration
for these products will continue to require time and expenditures of funds. There can be no assurance that we will be
successful in developing and marketing, on a timely basis, fully functional product enhancements or new products
that respond to these and other technological advances, or that our new products will be accepted by customers. An
inability to successfully develop and/or market products could have a material adverse effect on our business, results
of operations and financial condition.



We face a number of risks related to the current economic conditions

Current economic conditions in the United States remain uncertain. These uncertain economic conditions
could materially and adversely impact our business, liquidity and financial condition in a number of ways,
including:

. Potential Deferment or Reduction of Purchases by Customers: Significant budget deficits and
limited appropriations confronting our federal, state and local government customers may cause them
to defer or reduce purchases of our products. Furthermore, uncertainty about current and future
economic conditions may cause customers to defer purchases of our products in response to tighter
credit and decreased cash availability.

. Customers’ Inability to Obtain Financing to Fund their Operations: Some of our customers require
substantial financing in order to fund their operations. Insolvencies of our customers could materially
and adversely impact our business and financial condition.

) Negative Impact from Increased Financial Pressures on Third-Party Dealers and Distributors: We
make sales to certain of our customers through third-party dealers and distributors. If credit pressures
or other financial difficulties result in insolvencies of these third parties and we are unable to
successfully transition the end customers to purchase our products from other third parties, or directly
from us, it could materially and adversely impact our operating results and financial condition.

. Limited Access by Us to Credit and Capital: Although we do not anticipate needing additional
capital in the near term, the constrained credit markets may limit our access to credit and impair our
ability to raise capital, if needed, on acceptable terms or at all.

The availability of our credit facility is conditioned upon our being in compliance with certain covenants

We have a $5.0 million secured credit facility with Silicon Valley Bank (SVB). As of December 31, 2010
and as of the date of this report, there were $2.0 million in borrowings outstanding under the facility. The loan and
security agreement, as amended, governing the credit facility contains certain financial maintenance and restrictive
covenants. For instance, we are required to maintain at all times, tested on the last day of each month: (1) a ratio of
“quick assets to current liabilities” minus “deferred revenue” (all as defined in the loan and security agreement) of at
least 1.75:1.00 and (2) “tangible net worth” (as defined in the loan and security agreement) of at least $25.3 million
increasing by (i) 50% of quarterly net profits and (ii) 75% of net proceeds derived from issuances of equity and
issuances of subordinated debt. Failure to comply with any of these covenants would constitute an event of default
that would permit SVB to accelerate repayment of any outstanding borrowings at the time of occurrence. We are
currently in compliance with all of these covenants. However, there is no assurance that we will be able to comply
with these covenants in the future or, in the event we fail to do so, that we will be able to either obtain a waiver from
SVB or refinance the credit facility in a timely manner on acceptable terms or at all.

We depend on a limited number of manufacturers and on a limited number of suppliers of components to
produce our products

We contract with manufacturers to produce our products and our dependence on a limited number of
contract manufacturers exposes us to certain risks, including shortages of manufacturing capacity, reduced control
over delivery schedules, quality assurance, production yield and costs. If any of our manufacturers terminate
production or cannot meet our production requirements, we may have to rely on other contract manufacturing
sources or identify and qualify new contract manufacturers. The lead-time required to qualify a new manufacturer
could range from approximately two to six months. Despite efforts to do so, we may not be able to identify or
qualify new contract manufacturers in a timely and cost effective manner and these new manufacturers may not
allocate sufficient capacity to us in order to meet our requirements. Any significant delay in our ability to obtain
adequate quantities of our products from our current or alternative contract manufacturers could have a material
adverse effect on our business, financial condition and results of operations.

In addition, our dependence on limited and sole source suppliers of components involves several risks,
including a potential inability to obtain an adequate supply of components, price increases, late deliveries and poor
component quality. Approximately 55.1% of our material, subassembly and product procurements in 2010 were
sourced from one supplier. Disruption or termination of the supply of these components could delay shipments of



our products. The lead-time required for orders of some of our components is as much as six months. In addition, the
lead-time required to qualify new suppliers for our components is as much as six months. If we are unable to
accurately predict our component needs, or if our component supply is disrupted, we may miss market opportunities
by not being able to meet the demand for our products. This may damage our relationships with current and
prospective customers and, thus, have a material adverse effect on our business, financial condition and results of
operations.

We depend heavily on sales to the U.S. Government

We are subject to risks associated with our reliance on sales to the U.S. Government. For the year ended
December 31, 2010, approximately 70% of our sales were to agencies and departments of the U.S. Government.
These sales were primarily to agencies of the DOD, USFS and the DOI. There can be no assurance that we will be
able to maintain this government business. Our ability to maintain our government business will depend on many
factors outside of our control, including competitive factors, changes in government personnel making contract
decisions, spending limits, and political factors. The loss of sales to the U.S. Government would have a material
adverse effect on our business, financial condition and results of operations.

We have deferred tax assets that we may not be able to utilize under certain circumstances

If we incur future operating losses, we may be required to provide some or all of our deferred tax assets
with a valuation allowance, resulting in additional non-cash income tax expense. The change in the valuation may
have a material impact on future results. If we do not achieve sufficient federal taxable income in future years to
utilize all or some of our net operating loss carry forwards, they will expire.

Retention of our executive officers and key personnel is critical to our business

Our success is largely dependent on the personal efforts of our President and Chief Executive Officer, our
Chief Financial Officer, and our Chief Technology Officer, as well as other key executives and employees. We do
not have employment agreements with these individuals, and we cannot be sure that we will retain their services.
We carry key-man life insurance of $5 million on the life of our President and Chief Executive Officer.
Notwithstanding such life insurance, the loss of services from any of our executive officers or these other key
employees due to any reason whatsoever could have a material adverse effect on our business, financial condition
and results of operations.

Our success is also dependent upon our ability to hire and retain qualified operations, development and
other personnel. Competition for qualified personnel in our industry is intense. There can be no assurance that we
will be able to hire or retain necessary personnel. The inability to attract and retain qualified personnel could have a
material adverse effect on our business, financial condition and results of operations.

We may not be able to manage our growth

Acquisitions and other business transactions may disrupt or otherwise have a negative impact on our
business and results of operations. There can be no assurance that we will complete any asset purchases or other
business transactions or that any such transactions which are completed will prove favorable to our business. We
intend to seek stockholder approval for any such transactions only when so required by applicable law or regulation.
We hope to grow rapidly, and the failure to manage our growth could materially and adversely affect our business,
operations and financial condition. Our business plan contemplates, among other things, continued development of
our product lines through internal development and growth in our customer base. This growth and continued
development, if it materializes, could significantly challenge our management, employees, operations and financial
capabilities. In the event of this expansion, we have to continue to implement and improve our operating systems
and to expand, train, and manage our employee base. If we are unable to manage and integrate our expanding
operations effectively, our business, results of operations and financial condition could be materially and adversely
affected.

We are subject to government regulation

Failure to comply with government regulations applicable to our business could result in penalties. Our
products are regulated by the FCC. As a public company, we are subject to regulations of the Securities and
Exchange Commission. We believe that we are in substantial compliance with all applicable federal regulations
governing our business and we believe that we have obtained all licenses necessary for the operation of our business.
Failure to comply with these requirements and regulations or to respond to changes in these requirements and



regulations could result in penalties on us such as fines, restrictions on operations or a temporary or permanent
closure of our facility. These penalties could have a material adverse effect on our business, operating results and
financial condition. In addition, there can be no assurance that we will not be materially and adversely affected by
existing or new regulatory requirements or interpretations.

We engage in business with manufacturers located in other countries

We engage in business with manufacturers located in other countries. Approximately 66% of our material,
subassembly and product procurements in 2010 were sourced internationally. Accordingly, we are subject to special
considerations and risks not typically associated with companies operating solely in the United States. These include
the risks associated with the political, economic and legal environments, among others. Our business, operating
results and financial condition may be materially and adversely affected by, among other things, changes in the
political and social conditions in foreign countries in which we maintain sourcing relationships, and changes in
government policies with respect to laws and regulations, anti-inflation measures and method of taxation.

We carry substantial quantities of inventory

We carry a significant amount of inventory to service customer requirements in a timely manner. If we are
unable to sell this inventory over a commercially reasonable time, in the future we may be required to take inventory
markdowns, which would reduce our net sales and/or gross margins. In addition, it is critical to our success that we
accurately predict trends in customer demand, including seasonal fluctuations, in the future and do not overstock
unpopular products or fail to sufficiently stock popular products. Both scenarios could materially harm our business,
operating results and financial condition.

We rely on a combination of contract, trademark and trade secret laws to protect our intellectual property rights

Currently, we hold no United States patents. We hold several trademarks related to the “RELM” and “BK
Radio” names and certain product names. As part of our confidentiality procedures, we generally enter into non-
disclosure agreements with our employees, distributors and customers, and limit access to and distribution of our
proprietary information. We also rely on trade secret laws to protect our intellectual property rights. Although we
believe that trademark protection, trade secret laws and non-disclosure agreements should prevent another party
from manufacturing and selling competing products under one or more of our trademarks or otherwise violating our
intellectual property rights, there can be no assurance that the steps we have taken to protect our intellectual property
rights will be successful. It may also be particularly difficult to protect our products and intellectual property under
the laws of certain countries in which our products are or may be manufactured or sold.

Our fluctuating quarterly operating results could cause volatility in our stock price

Our quarterly operating results may fluctuate significantly from quarter to quarter and may be below the
expectations of securities analysts and investors, resulting in volatility for the market price for our common stock.
Other factors affecting the volatility of our stock price include:

L] future announcements concerning us or our competitors;

. the announcement or introduction of technological innovations or new products by us or our
competitors;

. changes in product pricing policies by us or our competitors;
. changes in earnings estimates by us or our competitors or by securities analysts;
) additions or departures of our key personnel; and
. sales of our common stock.
Acts of war or terrorism could have a material adverse effect on our operations and financial condition

Terrorist acts or acts of war (wherever located around the world) may cause damage or disruption to our
business, employees, suppliers, manufacturers, and customers that could have a material adverse effect on our
operations and financial condition. While we cannot predict what impact a prolonged war on terrorism will have on
the United States economy, we plan to prudently manage expenses, while continuing to invest in our business and
make capital expenditures when they will increase productivity, profitably, or sales.
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Any infringement claim against us could have a material adverse affect on our financial condition

Although we believe our products and technology do not infringe on any proprietary rights of others, as the
number of competing products available in the market increases and the functions of those products further overlap,
the potential for infringement claims may increase. Any such claims, with or without merit, may result in costly
litigation or require us to redesign the affected product to avoid infringement or require us to obtain a license for
future sales of the affected product. Any of the foregoing could have a material adverse effect upon our business,
results of operations and financial condition. Any litigation resulting from any such claim could require us to incur
substantial costs and divert significant resources, including the efforts of our management and engineering
personnel.

Certain provisions in our charter documents and Nevada law may discourage a potential takeover

Certain provisions of our articles of incorporation and Nevada law could discourage or prevent potential
acquisitions of our company that stockholders may consider favorable. Our articles of incorporation authorize the
issuance of 1,000,000 shares of “blank check” preferred stock with such designations, rights and preferences as may
be determined from time to time by our board of directors. Preferred stock could be issued, under certain
circumstances, as a method of discouraging, delaying or preventing a change in control of our company, which
could be unfavorable to our stockholders.

We may not be able to maintain our NYSE Amex listing

Our common stock has been listed on the NYSE Amex (formerly known as the American Stock Exchange)
since October 14, 2005. There is no assurance that we will be able to satisfy the NYSE Amex’s continued listing
standards, which include, among others, minimum stockholders’ equity, market capitalization, pre-tax income and
per share sales price. If our common stock is de-listed from the NYSE Amex, we would be forced to list our
common stock on the OTC Bulletin Board or some other quotation medium, depending on our ability to meet the
specific requirements of those quotation systems. Selling our common stock would be more difficult because
smaller quantities of shares would likely be bought and sold and transactions could be delayed. These factors could
result in lower prices and larger spreads in the bid and ask prices for shares of our common stock. If this happens,
we will have greater difficulty accessing the capital markets to raise any additional necessary capital.

Future sales of shares of our common stock may negatively affect our stock price and impair our ability to raise
equity capital

Approximately 2.0 million of our shares of outstanding common stock as of December 31, 2010 are owned
by certain of our executive officers and directors and their affiliates, and may be resold publicly at any time subject
to the volume and other restrictions under Rule 144 of the Securities Act of 1933. Approximately 85% of our
outstanding shares of common stock as of December 31, 2010 are freely tradable without restriction.

Sales of substantial amounts of shares of our common stock, or even the potential for such sales, could
lower the market price of our common stock and impair our ability to raise capital through the sale of equity
securities.

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties Owned

We do not own any real estate.

Leased

We lease approximately 54,000 square feet of industrial space at 7100 Technology Drive in West
Melbourne, Florida. The original lease, which expired on June 30, 2005, was renewed for an additional five years. In
December 2008, we executed the first amendment to the lease, which reduces the amount of the monthly base rent
payment and extends the expiration date to June 30, 2015. Rental, maintenance and tax expenses for this facility
were approximately $447,000, $422,000 and $503,000 in 2010, 2009 and 2008, respectively. We also lease 8,100
square feet of office space in Lawrence, Kansas, to accommodate a segment of our engineering team. The lease,
which expired on December 31, 2009, was renewed for an additional five years with an expiration date of December
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31, 2014. Rental, maintenance and tax expenses for this facility were approximately $92,000, $81,000 and $81,000
in 2010, 2009 and 2008, respectively.

Item 3. Legal Proceedings

From time to time we may be involved in various claims and legal actions arising in the ordinary course of
our business. There were no pending material claims or legal matters as of December 31, 2010.

Item 4. |Removed and Reserved]
PART II

Item S. Market For Registrant’s Common Equity, Related Stockholders Matters and Issuer Purchases
of Equity Securities

(a) Market Information.

Our common stock trades on the NYSE Amex (formerly known as the American Stock Exchange) under
the symbol “RWC.” The following tables set forth the high and low closing sales price for our common stock for the
quarterly periods for the years ended December 31, 2010 and 2009, as reported by the NYSE Amex.

Common Stock

High Low
2010 Quarter Ended
First Quarter $4.63 $2.86
Second Quarter 3.75 2.17
Third Quarter 2.57 1.72
Fourth Quarter 2.18 1.61
High Low
2009 Quarter Ended
First Quarter $0.95 $0.48
Second Quarter 1.69 0.52
Third Quarter 3.30 131
Fourth Quarter 4.00 2.06

(b) Holders.
On February 25, 2011, there were 1,038 holders of record of our common stock.
(c) Dividends.

We did not pay any cash dividends on our common stock during 2010 or 2009 and have no intention of
doing so in the foreseeable future. The declaration and payment of cash dividends, if any, is subject to our board of
directors discretion and final determination based upon its consideration of our operating results, financial condition
and anticipated capital requirements, as well as such other factors it may deem relevant. In addition, our credit
facility prohibits us from paying cash dividends on our common stock.

(d) Securities Authorized for Issuance under Equity Compensation Plans.

The information required by this item is incorporated by reference to our definitive proxy statement to be
filed within 120 days of our fiscal year end in connection with solicitation of proxies for our 2011 meeting of
stockholders.
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(e) Performance Graph.

The following graph compares the five-year cumulative total stockholder return on our common stock with
the five-year cumulative total return of The NYSE Amex Composite Index (the “NYSE Amex Composite™) and The
NYSE Arca Technology Index (the “NYSE Arca Technology”). The comparisons cover the five years ended
December 31, 2010 and are based on an assumed investment of $100 as of December 31, 2005 and the reinvestment
of any dividends. The comparisons in the graph are based upon historical data and are not indicative of, nor intended
to forecast future performance of our common stock.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among RELM Wireless Corporation, the NYSE Amex Composite Index
and the NYSE Arca Technology Index

$160 -
$140 - P N -
$120 - ___.-';@"/'--..\ \ A’/

$100 i .
$80 -
$60 -
$40 1

$20 -

$0
12/05 12/06 12/07 12/08 12/09 12/10

—+8— RELM Wireless Corporation — A — NYSE Amex Composite - - O - -NYSE Arca Technology

*$100 invested on 12/31/05 in stock or index, including reinvestment of dividends.
Fiscal year ending December 31.

NYSE Amex | NYSE Arca

Composite | Technology RELM
12/31/2005 $100.00 $100.00 $100.00
12/31/2006 119.54 122.07 82.08
12/31/2007 144.62 104.16 47.89
12/31/2008 87.02 46.28 11.25
12/31/2009 118.50 61.96 47.74
12/31/2010 152.13 65.38 27.37

The foregoing stock performance information, including the graph, shall not be deemed to be “soliciting
material” or to be filed with the Securities and Exchange Commission nor shall this information be incorporated by
reference into any of our filings under the Securities Act of 1933 or the Securities Exchange Act of 1934.
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Item 6. Selected Financial Data

The following table summarizes selected financial data and balance sheet data of RELM for its last five
fiscal years, which are derived from our historical financial statements and should be read in conjunction with our
Consolidated Financial Statements and “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” included elsewhere in this report:

Statement of Operations Data (In Thousands, except per share data)

Years ended December 31

2010 2009 2008 2007 2006
Sales, net $ 25,954 $ 27,989 $19,175 $ 26976 $ 32,445
(Loss) income before income taxes $ (653) $ 3454 $(2912) $ 2817 $ 5925
Net (loss) income $ (660) $ 2,363 $(1,626) $ 1846 $ 3,427
Net (loss) income per share-basic $ (005 $ 018 $ (0.12) $ 014 $ 0.26
Net (loss) income per share-diluted $ (005 $ 017 $ (0.12) $ 013 $ 0.24

. Non-cash tax expense of approximately $7, $1,100, $1,000 and $2,300 is included in the results for
2010, 2009, 2007 and 2006, respectively. Tax benefit of approximately $1,300 is included in the
results for 2008. The tax expense, benefits and related deferred tax asset are more fully explained
under “Management’s Discussion and Analysis of Financial Condition and Results of Operations -
Income Taxes” included elsewhere in this report.

. Share-based employee compensation expense totaling approximately $281, $55 and $64 is included
in the results for 2010, 2009 and 2008, respectively.

. In September 2007, our Board of Directors authorized and declared a special cash dividend of $0.50
per share of common stock, which was paid on October 22, 2007 to stockholders of record on
October 10, 2007.

Balance Sheet Data (In Thousands)

As of December 31
2010 2009 2008 2007 2006
Working Capital $ 19,744 $ 17,798 $ 16,633 $ 20,634 $ 25597
Total assets 34,792 31,421 30,622 30,145 35,306
Long-term debt 2,000 -0- 1,500 -0- -0-
Total stockholders’ equity 28,390 28,662 26,244 27,794 32,301
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Executive Summary

Our financial and operating results for 2010 declined compared with the prior year. This included
decreases in total sales and gross margins, while selling, general and administrative expenses increased. These
factors resulted in an operating loss for 2010 compared with operating income for 2009. The year marked the
completion and introduction of a number of new products, the most significant of which was P25 Trunking. We
believe that these new products position us for sales growth in the future.

Total sales for 2010 decreased 7.3% to approximately $26.0 million compared with approximately $28.0
million for the prior year. Lower sales to the U.S. Department of Defense (DoD) as well some other federal and
state agencies were partially offset by sales gains with legacy customers and products. Sales of P-25 digital products
increased 1.6% to approximately $16.6 million in 2010 from $16.3 million in 2009. Improved P25 sales were fueled
by new products and customers associated with our expanding KNG line of radios, including our new P25 trunking
products, which enabled us to enter segments of the market previously outside the scope of our capabilities.
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Gross margins as a percentage of sales in 2010 were 43.6% compared with 48.8% for the prior year. The
decline in gross margins reflects a combination of factors including additional manufacturing costs, some of which
relate to new product production, and competitive pricing pressures.

Selling, general and administrative expenses for 2010 increased approximately $1.8 million (17.6%) to
approximately $12.0 million compared with last year. This increase is primarily the result of engineering expenses
for the development of P25 trunking and other of our new KNG products. We also incurred additional sales and
marketing expenses primarily to promote the KNG line. KNG products are expected to increase our addressable
markets. We anticipate adding more new products to the KNG line in the future.

We reported a pretax loss for 2010 of $653,000 compared with pretax income of approximately $3.5
million last year. For 2010, we recognized income tax expense of approximately $7,000 compared with income tax
expense of approximately $1.1 million last year. Our income tax benefit and expense are largely non-cash, relating
to deferred items including NOL carryforwards.

Net loss for 2010 was approximately $660,000 ($0.05 per basic share), compared with net income of
approximately $2.4 million ($0.18 per basic and $0.17 per diluted share) for the prior year.

As of December 31, 2010, working capital totaled approximately $19.7 million, of which $9.0 million was
comprised of cash and trade receivables. As of the end of the prior year, working capital totaled approximately
$17.7 million, of which $11.4 million was comprised of cash and trade receivables. Also, as of December 31, 2010,
we had $2.0 million in borrowings outstanding under our revolving credit facility, compared with no borrowings
outstanding as of the end of the prior year.

We experience seasonality in our results in part due to governmental customer spending patterns that are
influenced by government fiscal year-end budgets and appropriations. We also experience seasonality in our results
in part due to our concentration of sales to federal and state agencies that participate in fire-suppression efforts,
which are typically the greatest during the summer season when forest fire activity is heightened. In some years,
these factors may cause an increase in sales for the second and third quarters compared with the first and fourth
quarters of the same fiscal year. Such increases in sales may cause quarterly variances in our cash flow from
operations and overall financial condition.

Results of Operations

As an aid to understanding our operating results, the following table shows items from our consolidated
statements of operations expressed as a percent of sales:

Percent of Sales
for Years Ended December 31

2010 2009 2008
Sales 100.0%  100.0 ¥ 100.0 %
Cost of products (56.4) (51.2) (52.7)
Gross margin 43.6 48.8 47.3
Selling, general and administrative expenses (46.0) (36.3) (63.2)
Net interest (expense) income (0.1) (0.2) 0.7
(Loss) income before income tax (expense) benefit (2.5) 12.3 (15.2)
Income tax (expense) benefit (0.0 (3.9) 6.7
Net (loss) income (2.5)% 8.4 Y (8.5)%

Fiscal Year 2010 Compared With Fiscal Year 2009
Sales, net

Sales in 2010 decreased $2.0 million (7.3%) to approximately $26.0 million compared with $28.0 million
for the prior year. Sales of P-25 digital products in 2010 increased $0.3 million (1.6%) to approximately
$16.6 million, compared with $16.3 million for 2009.
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The decrease in total sales compared with the prior year was attributed primarily to a decline in orders from
agencies of the DoD as well as some other federal and state agencies. Various agencies of the DoD remain an
important part of our strategic plans for growth. The overall decrease in total sales was partially offset by increased
sales with legacy customers such as the USFS and DOI purchasing our D-series P25 digital radios.

During 2010, we added several products to our KNG line of P25 digital radios. Most important was the
fourth quarter launch of our P25 digital trunked products; the first such products in RELM’s history. This now
enables us to address a significant portion of the land mobile radio market that previously was beyond the scope of
our product line. We anticipate bringing to market additional new P25 products and features in coming quarters.
We believe these products will increase our addressable market and, accordingly, improve our prospects for gaining
market share and sales growth.

Cost of Products and Gross Margins

Cost of products as a percentage of sales for 2010 was 56.4% compared with 51.2% in 2009. Our cost of
products and gross margins are primarily related to product mix, manufacturing volumes and pricing. Compared
with last year, our gross margins for the year reflected reduced sales and the impact of additional manufacturing
costs, some of which relate to the start of new product production. Competitive pricing considerations and a change
in the mix of products sold were also contributing factors.

We continue to utilize contract manufacturing relationships to maximize production efficiencies and
minimize material and labor costs. We also regularly consider manufacturing alternatives to improve quality, speed
and to reduce our product costs. We anticipate that the current contract manufacturing relationships or comparable
alternatives will be available to us in the future. Leveraging increased sales volumes and P-25 product sales
combined with improved effectiveness in the production of new products, we believe, should result in cost
improvements and efficiencies. We anticipate that product cost and competitive pricing pressures will continue in
the future, however, the extent of their impact on gross margins is uncertain.

Selling, General and Administrative Expenses

Selling, general and administrative (SG&A) expenses consist of marketing, sales, commissions,
engineering, product development, management information systems, accounting, headquarters expenses and non-
cash share-based employee compensation expense.

For 2010, SG&A expenses increased approximately $1.8 million (17.6%) to approximately $12 million or
46.0% of sales compared with approximately $10 million or 36.3% of sales for the prior year.

Engineering and product development expenses in 2010 increased by $1.3 million (36.6%) compared with
last year. This increase was largely the result of efforts to advance the completion and launch of our P25 trunking
capability, as well as other P25 radios and features in our expanding KNG product line. Additional new products in
our KNG line are in the development process, and are planned for introduction in the future.

Marketing and selling expenses in 2010 increased by approximately $373,000 (9.6%) compared with last
year. During the year we increased sales staffing and incurred additional sales and marketing expenses focused on
raising the profile of our new KNG product line and capabilities, and penetrating new markets and customers.

General and administrative expenses in 2010 increased by approximately $114,000 (4.2%) compared with
last year primarily due to non-cash share-based employee compensation expense.

Operating (Loss) Income

We reported an operating loss of approximately $628,000 for 2010, compared with operating income of
approximately $3.5 million last year. During 2010, total sales decreased $2.0 million, or 7.3%, from the previous
year and there were additional manufacturing costs, some of which were associated with production of hew
products. Also, the mix of product sales was less favorable.
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Interest Expense, net

For 2010, we incurred approximately $29,000 in net interest expense compared with approximately
$41,000 for the prior year. We earn interest income on our cash balances and incur interest expense on borrowings
from our revolving line of credit. We had $2.0 million in borrowings outstanding under the credit facility as of
December 31, 2010, compared with no borrowings outstanding as of the end of the prior year. The interest rate on
such revolving credit facility as of December 31, 2010 was 3.75% per annum. This rate is variable based on the
prime rate plus 50 basis points.

Income Tax Expense

We recorded net income tax expense of approximately $7,000 for 2010 compared with approximately $1.1
million last year. Our income tax expense is largely non-cash as a result of the deferred tax asset related primarily to
federal and state net operating loss carryforwards.

As of December 31, 2010, we had deferred tax assets of approximately $7.8 million, which was materially
unchanged from the start of the year. These assets are primarily composed of net operating loss carry forwards
(NOLs), which are available to offset federal and state taxable income. The NOLSs expire starting in 2017 through
2028.

In order to fully utilize the net deferred tax assets, we will need to generate sufficient taxable income in
future years to utilize our NOLSs prior to their expiration. ASC Topic 740, “Income Taxes”, requires us to analyze all
positive and negative evidence to determine if, based on the weight of available evidence, we are more likely than
not to realize the benefit of the net deferred tax assets. The recognition of the net deferred tax assets and related tax
benefits is based upon our conclusions regarding, among other considerations, estimates of future earnings based on
information currently available, current and anticipated customers, contracts and product introductions, as well as
recent operating results during 2010, 2009 and 2008, and certain tax planning strategies.

We have evaluated the available evidence and the likelihood of realizing the benefit of our net deferred tax
assets. From our evaluation we have concluded that based on the weight of available evidence, we are more likely
than not to not realize a portion of the benefit of our net deferred tax assets recorded at December 31, 2010.
Accordingly, we established a valuation allowance totaling approximately $320,000 for the portion of benefit of
deferred tax assets that more likely than not will not be realized. We cannot presently estimate what, if any, changes
to the valuation of our deferred tax assets may be deemed appropriate in the future. If we incur future losses, it may
be necessary to record a valuation allowance related to the deferred tax assets recognized as of December 31, 2010.

Accounting for Income Taxes

We account for income taxes using the asset and liability method specified by ASC Topic 740 “ Income
Taxes”, as modified by ASC Topic 740-10-05. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using the enacted tax rates
expected to apply in the period in which the deferred tax asset or liability is expected to be realized. The effect of
changes in net deferred tax assets and liabilities is recognized on our consolidated balance sheets and consolidated
statements of income in the period in which the change is recognized. Valuation allowances are provided to the
extent that impairment of tax assets are more likely than not. In determining whether a tax asset is realizable, we
consider among other things, estimates of future earnings based on information currently available, current and
anticipated customers, contracts and new product introductions, as well as recent operating results during 2010,
2009 and 2008, and certain tax planning strategies. If we fail to achieve the future results anticipated in the
calculation and valuation of net deferred tax assets, we may be required to adjust our valuation allowance related to
our deferred tax assets in the future.
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Fiscal Year 2009 Compared With Fiscal Year 2008
Sales, net

Sales in 2009 increased $8.8 million (46.0%) to approximately $28.0 million compared with $19.2 million
for the prior year. Sales of P-25 digital products in 2009 increased $8.4 million (104.6%) to approximately
$16.3 million, compared with $8.0 million for 2008.

Orders announced in 2009, primarily for P-25 digital products from the U.S. Departments of Defense
(DOD), Agriculture and Interior during the year contributed to our sales growth. The orders from the DOD were
particularly important, as they represent sales to new customers, and for products in frequencies that we historically
did not offer. These larger orders were supplemented by a strengthened flow of smaller run-rate procurements and
an expanded addressable market made possible by our line of KNG products. We believe our late-2008 inclusion in
a blanket purchase agreement (BPA) from the U.S. General Services Administration was a contributing factor. The
total estimated value of this BPA was $500 million to various suppliers over a maximum term of five years, and it is
being utilized by various federal government agencies for the purchase of a wide range of analog and P25 digital
radio equipment. We realized market share gains in 2009 with several federal agencies. According to procurement
information published by the federal government, total spending by these agencies decreased in 2009 compared to
2008, however their purchases of RELM products increased.

During the year we significantly expanded our P25 digital product offerings with the introduction of new
radio models, some of which addressed customers and markets that were previously outside the scope of our
products.

Cost of Products and Gross Margins

Cost of products as a percentage of sales for 2009 was 51.2% compared with 52.7% in 2008. Our cost of
products and gross margins were primarily related to product mix, manufacturing volumes and pricing. Our gross
margins for the year reflected increased manufacturing volumes and an improved sales-mix of higher margin P25
digital products. As a consequence of higher manufacturing volumes, we more fully utilized and absorbed our base
of manufacturing and support expenses, favorably impacting product unit costs and gross margins. These
improvements were partially offset by competitive pricing pressures.

We utilized contract manufacturing relationships to maximize production efficiencies and minimize
material and labor costs. We also regularly considered manufacturing alternatives to improve quality, speed and to
reduce our product costs. We anticipate that these contract manufacturing relationships or comparable alternatives
will be available to us in the future.

Selling, General and Administrative Expenses

Selling, general and administrative (SG&A) expenses consist of marketing, sales, commissions,
engineering, product development, management information systems, accounting, headquarters expenses and non-
cash share-based employee compensation expense.

For 2009, SG&A expenses declined $2.0 million (16.1%) to approximately $10.2 million or 36.3% of sales
compared with approximately $12.1 million or 63.2% of sales for the prior year.

Engineering and product development expenses in 2009 declined by $968,000 (21.4%) compared with last
year. The completion of several digital development initiatives and the related new product introductions enabled us
to reduce the associated engineering costs com