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UNITED STATES SECURITIES

AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

x Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the quarterly period ended June 30,
2009, or

¨ Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
Commission file number 001-33860

HUGHES Telematics, Inc.
(Exact name of registrant as specified in its charter)

Delaware 26-0443717
(State or other jurisdiction of incorporation or

organization)

(I.R.S. Employer Identification Number)

41 Perimeter Center East, Suite 400

Atlanta, Georgia 30346
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (770) 391-6400

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 periods 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  ¨

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  ¨    No  ¨

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 definition 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  ¨ Accelerated filer  ¨ Non-accelerated filer  x Smaller reporting company  ¨
(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 Exchange Act).    Yes  ¨    No  x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

As of August 12, 2009, 84,585,957 shares of the registrant�s common stock were outstanding.

Edgar Filing: HUGHES Telematics, Inc. - Form 424B3

Table of Contents 3



Table of Contents

TABLE OF CONTENTS

PART I � FINANCIAL INFORMATION 1
Item 1. Financial Statements 1
Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations 18
Item 3. Quantitative and Qualitative Disclosures About Market Risk 31
Item 4. Controls and Procedures 31
PART II � OTHER INFORMATION 32
Item 1. Legal Proceedings 32
Item 1A. Risk Factors 32
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 39
Item 3. Defaults Upon Senior Securities 39
Item 4. Submission of Matters to a Vote of Security Holders 39
Item 5. Other Information 39
Item 6. Exhibits 39

i

Edgar Filing: HUGHES Telematics, Inc. - Form 424B3

Table of Contents 4



Table of Contents

PART I � FINANCIAL INFORMATION

Item 1. Financial Statements
HUGHES TELEMATICS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

(In thousands, except share data)

June 30, December 31,
2009 2008

Assets
Current assets:
Cash and cash equivalents $ 43,916 $ 17,837
Restricted cash �  5,333
Accounts receivable, net 4,768 5,697
Inventories 2,232 2,014
Prepaid expenses 2,427 967
Deferred income taxes 65 116
Other current assets 455 974

Total current assets 53,863 32,938
Restricted cash 3,950 3,750
Property and equipment, net 35,062 21,341
Capitalized software 26,791 16,749
Intangible assets, net 14,712 16,419
Goodwill 5,169 5,169
Debt issuance costs 5,441 6,086
Other assets 11,882 6,530

Total assets $ 156,870 $ 108,982

Liabilities and Stockholders� Equity (Deficit)
Current liabilities:
Accounts payable $ 15,286 $ 16,158
Accrued liabilities 9,050 6,237
Deferred revenue 313 480
Current portion of capital lease obligations 4,959 1,738
Other current liabilities 286 361

Total current liabilities 29,894 24,974
Series A Redeemable Preferred Stock (Note 6) �  62,092
Long-term debt 73,805 66,596
Capital lease obligations 7,957 5,593
Deferred income taxes 65 116
Other liabilities 786 281

Total liabilities 112,507 159,652
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Commitments and contingencies (Note 11)
Stockholders� equity (deficit):
Preferred stock, $0.0001 par value. Authorized 10,000,000 shares, no shares issued and outstanding at
June 30, 2009 �  �  
Common stock, $0.0001 par value. Authorized 155,000,000 shares; issued and outstanding 84,531,226 and
22,778,792 shares at June 30, 2009 and December 31, 2008, respectively 8 2
Additional paid-in capital 338,555 42,964
Accumulated deficit (294,200) (93,636) 

Total stockholders� equity (deficit) 44,363 (50,670) 

Total liabilities and stockholders� equity (deficit) $ 156,870 $ 108,982

The accompanying notes are an integral part of these condensed consolidated financial statements.
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HUGHES TELEMATICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

(In thousands, except share data)

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008

Revenues:
Services $ 5,585 $ 3,765 $ 10,905 $ 7,140
Hardware 2,721 3,235 4,950 5,835

Total revenues 8,306 7,000 15,855 12,975

Costs and expenses:
Cost of services 1,646 1,409 3,269 2,750
Cost of hardware sold 2,194 2,159 3,968 4,257
Research and development 9,413 8,053 18,461 15,198
Sales and marketing 2,715 1,694 5,059 3,333
General and administrative 9,339 4,713 16,962 8,566

Total costs and expenses 25,307 18,028 47,719 34,104

Loss from operations (17,001) (11,028) (31,864) (21,129) 
Interest income 29 328 53 486
Interest expense (2,617) (2,823) (6,190) (3,751) 
Change in fair value of derivative instruments �  �  (62,316) �  
Other income �  143 �  143

Loss before income taxes (19,589) (13,380) (100,317) (24,251) 
Income tax expense (55) �  �  �  

Net loss (19,644) (13,380) (100,317) (24,251) 
Deemed dividend on and accretion of convertible preferred stock �  �  (56,619) �  

Net loss attributable to common stockholders $ (19,644) $ (13,380) $ (156,936) $ (24,251) 

Basic and diluted loss per common share $ (0.82) $ (2.84) $ (10.85) $ (5.15) 

Basic and diluted weighted average common shares outstanding 23,901,891 4,712,501 14,465,427 4,712,501

The accompanying notes are an integral part of these condensed consolidated financial statements.
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HUGHES TELEMATICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(In thousands)

Six Months Ended June 30,
2009 2008

Cash flows from operating activities:
Net loss $ (100,317) $ (24,251) 
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 4,493 2,616
Change in fair value of derivative instruments 62,316 �  
Interest expense on Series A Redeemable Preferred Stock 496 1,434
Interest expense on long-term debt and capital leases 3,470 1,745
Amortization of debt issuance costs and discounts on long-term debt 2,224 572
Share-based compensation expense 435 243
Changes in assets and liabilities, net of acquisitions:
Accounts receivable, net 929 (58) 
Inventories (218) 740
Prepaid expenses and other assets (6,238) (5,993) 
Accounts payable and accrued and other liabilities 14,075 1,882
Deferred revenue (167) (77) 

Net cash used in operating activities (18,502) (21,147) 

Cash flows from investing activities:
Purchases of property and equipment (9,470) (1,950) 
Increase in capitalized software (8,137) (3,551) 
Decrease (Increase) in restricted cash 5,133 (10,490) 

Net cash used in investing activities (12,474) (15,991) 

Cash flows from financing activities:
Proceeds from merger with Polaris Acquisition Corp. 97,242 �  
Proceeds from the issuance of Series B Convertible Preferred Stock 37,000 �  
Payment of fees related to issuance of Series B Convertible Preferred Stock (1,780) �  
Repayment of capital lease obligations (1,051) �  
Repurchase of common stock (74,356) �  
Proceeds from issuance of long-term debt �  52,500
Payments of debt issuance costs �  (2,366) 
Redemption of Series B Redeemable Preferred Stock �  (5,000) 

Net cash provided by financing activities 57,055 45,134

Net increase in cash and cash equivalents 26,079 7,996
Cash and cash equivalents, beginning of period 17,837 22,017

Cash and cash equivalents, end of period $ 43,916 $ 30,013

Supplemental noncash disclosure:
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Issuance of Series B Convertible Preferred Stock in exchange for a trade payable $ 13,000 $ �  
Issuance of common stock in connection with the exercise of warrants using shares of Series A Redeemable
Preferred Stock $ 207,218 $ �  
Issuance of common stock in exchange for Series A Redeemable Preferred Stock $ 20,000 $ �  
Issuance of common stock in exchange for Series B Redeemable Preferred Stock $ 109,750 $ �  
Property and equipment acquired by capital lease obligations $ 6,302 $ 8,026

The accompanying notes are an integral part of these condensed consolidated financial statements.
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HUGHES TELEMATICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS� EQUITY (DEFICIT)

(Unaudited)

(In thousands, except share data)

Common Stock Additional
Paid-In
Capital

Accumulated
Deficit

Stock
Repurchase
Obligation

Total
Stockholders�
Equity (Deficit)

Comprehensive
IncomeShares Amount

Balance, December 31, 2008 22,778,782 $ 2 $ 42,964 $ (93,636) $ �  $ (50,670) 
Cumulative effect of change in
accounting principle (see Note 4) �  �  (33,639) (100,247) �  (133,886) 
Issuance of warrant to advisor in
connection with the sale of the Series B
Convertible Preferred Stock �  �  2,099 �  �  2,099
Issuance of common stock and
recapitalization in connection with
merger with Polaris Acquisition Corp. 14,082,663 2 93,983 �  (74,356) 19,629
Issuance of common stock in connection
with the exercise of warrants 6,296,473 1 37,027 �  �  37,028
Issuance of common stock in connection
with the exercise of warrants using shares
of Series A Redeemable Preferred Stock 33,526,894 3 207,215 �  �  207,218
Issuance of common stock in exchange
for Series A Redeemable Preferred Stock 2,000,000 �  20,000 �  �  20,000
Extinguishment of Series A Redeemable
Preferred Stock prior to mandatory
redemption date �  �  (12,288) �  �  (12,288) 
Issuance of common stock in exchange
for Series B Convertible Preferred 12,500,000 1 109,749 �  �  109,750
Deemed dividend on and accretion of
Series B Convertible Preferred Stock �  �  (56,619) �  �  (56,619) 
Repurchase of common stock (7,439,978) (1) (74,355) �  74,356 �  
Issuance of common stock to advisors of
Polaris Acquisition Corp. 226,592 �  1,989 �  �  1,989
Share-based compensation expense 559,800 �  435 �  �  435
Costs incurred in connection with tender
offer �  �  (5) �  �  (5) 
Net loss �  �  �  (100,317) �  (100,317) $ (100,317) 

Balance, June 30, 2009 84,531,226 $ 8 $ 338,555 $ (294,200) $ �  $ 44,363

The accompanying notes are an integral part of these condensed consolidated financial statements.

4

Edgar Filing: HUGHES Telematics, Inc. - Form 424B3

Table of Contents 10



Table of Contents

HUGHES TELEMATICS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(1) Description of Business
HUGHES Telematics, Inc. (the �Company�) is an automotive telematics services company that currently provides and is further developing a
broad suite of real-time services and applications to serve drivers and owners of automobiles. The Company�s technology allows for two-way
communications with a vehicle which supports numerous applications including safety and security services, remote vehicle diagnostics, remote
emissions monitoring and other location-based services. Through its Networkfleet, Inc. (�Networkfleet�) subsidiary, the Company also provides an
aftermarket wireless fleet management solution targeted to the local fleet market.

On March 31, 2009, pursuant to the terms of the Agreement and Plan of Merger dated June 13, 2008 (as amended and restated on November 10,
2008 and March 12, 2009, the �Merger Agreement�), Hughes Telematics, Inc. (�Old HTI�), a privately held company, and Polaris Acquisition Corp.
(�Polaris�), a publicly held blank check company, consummated the merger (the �Merger�) whereby Old HTI merged with and into a wholly owned
direct subsidiary of Polaris with Old HTI as the surviving corporation, and immediately thereafter, Old HTI merged with and into Polaris, with
Polaris as the surviving corporation. In connection with the Merger, Polaris changed its name from �Polaris Acquisition Corp.� to �HUGHES
Telematics, Inc.� Notwithstanding the legal form of the Merger, Old HTI was deemed the acquiring entity for accounting purposes (see Note 2).
Accordingly, as used throughout these condensed consolidated financial statements, �HUGHES Telematics� or the �Company� refers to the
business, operations and financial results of (i) Old HTI prior to the closing of the Merger and (ii) HUGHES Telematics, Inc. subsequent to the
closing of the Merger, as the context requires.

(2) Merger with Polaris Acquisition Corp.
On March 31, 2009, pursuant to the Merger Agreement, Old HTI and Polaris consummated the Merger. Upon closing of the Merger, the
outstanding equity securities of Old HTI were exchanged for an aggregate of 77,102,149 shares of Company common stock, comprised of
19,854,018 initial shares and 57,248,131 earn-out shares. In addition, all options exercisable for Old HTI common stock issued and outstanding
immediately prior to the Merger were exchanged for options exercisable for an aggregate of 2,274,935 shares of Company common stock, which
includes 1,751,859 earn-out options. The earn-out shares, which were issued into escrow, will be released to the Old HTI stockholders and the
earn-out options will be eligible to be exercised, according to their terms, by the optionholders, each in three tranches, upon the trading share
price of the Company�s common stock reaching at least $20.00, $24.50 and $30.50 (as may be adjusted or amended in accordance with the
escrow agreement) within certain measurement periods over the five-year period following the closing of the Merger. The Old HTI stockholders
placed 5,782,661 shares of Company common stock, comprised of 1,489,053 initial shares and 4,293,608 earn-out shares, in escrow until
June 30, 2010 to indemnify the Company for the payment of indemnification claims that may be made as a result of breaches of Old HTI�s
covenants, representations and warranties in the Merger Agreement. Pursuant to the Merger Agreement, the Polaris founders agreed to deposit
an aggregate of 1,250,000 shares of their Company common stock into escrow at closing with such shares being released upon the achievement
of the first share price target between the first and fifth anniversary of closing. Upon consummation of the Merger, the Polaris founders also
transferred an aggregate of 168,000 shares of common stock to the Company, and such shares were cancelled.

Immediately prior to the consummation of the Merger, Old HTI extinguished its outstanding shares of Series A Redeemable Preferred Stock (the
�Series A Preferred Stock�) through (i) the exercise by Communications Investors LLC (�Communications LLC�), an affiliate of Apollo Global
Management LLC (�Apollo�), of outstanding warrants to purchase common stock of Old HTI using shares of Series A Preferred Stock with an
aggregate face value of $55.0 million with such shares of Old HTI common stock being subsequently exchanged in connection with the Merger
for 33,526,894 shares of Company common stock, comprised of 7,708,863 initial shares and 25,818,031 earn-out shares and (ii) the exchange of
shares of Series A Preferred Stock with an aggregate face value of $20.0 million for shares of Old HTI common stock which were subsequently
exchanged in connection with the Merger for 2,000,000 shares of Company common stock, comprised of 459,861 initial shares and 1,540,139
earn-out shares. In connection with the Merger, all outstanding shares of Old HTI Series B Convertible Preferred Stock (the �Series B Preferred
Stock�) were exchanged for an aggregate of 12,500,000 shares of Company common stock, comprised of 5,000,000 initial shares and 7,500,000
earn-out shares.
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In order to consummate the Merger, the Company agreed to purchase an aggregate of 7,439,978 shares of Polaris common stock from a limited
number of institutional shareholders in separate and privately negotiated transactions which were executed prior to the conclusion of the special
meeting in which Polaris� shareholders voted on the Merger. In order to consummate these private purchases following the Merger, the Company
used funds released from the Polaris trust account and funds received from the sale of Series B Preferred Stock. In addition, Polaris stockholders
holding an aggregate of 4,499,337 shares of common stock exercised their right to convert their stock into a pro rata share of the funds held in
the trust account.

In connection with the Merger, pursuant to certain letter agreements dated March 12, 2009, the Company was obligated to issue, and certain of
Polaris� financial advisors agreed to accept, an aggregate of 226,592 shares of Company common stock in lieu of cash compensation to such
advisors for services rendered to Polaris. The obligation to issue such shares in lieu of cash payments was conditioned upon consummation of
the Merger and other factors that were not determinable until the conclusion of the special meeting. On May 6, 2009, the Company issued such
shares to the advisors.

Notwithstanding the legal form of the transaction, the Merger has been accounted for under the purchase method of accounting as a reverse
acquisition, equivalent to a recapitalization, through the issuance of stock by Old HTI for the net monetary assets of Polaris. The determination
of Old HTI as the accounting acquirer was made based on consideration of all quantitative and qualitative factors of the Merger, including
significant consideration given to the fact that following consummation of the Merger (i) the stockholders of Old HTI controlled a majority of
the voting power of the Company, (ii) the controlling stockholder of Old HTI prior to the Merger, together with its affiliates, controlled
approximately 72% of the voting power of the Company and had the right to select a majority of the members of the Company�s board of
directors and (iii) the management of Old HTI continued in all executive officer and other senior management positions of the Company and,
accordingly, had day-to-day authority to carry out the business plan after the Merger. Accordingly, the historical financial statements of the
Company prior to March 31, 2009 are the historical financial statements of Old HTI. The consolidated financial statements of Old HTI have
been retroactively restated to reflect the recapitalization of Old HTI with the 77,102,149 shares of Company common stock issued to Old HTI
equity holders in connection with the Merger.

The following table presents the net assets of Polaris acquired in connection with the Merger:

March 31, 2009
(in thousands)

Cash $ 97,242
Accounts payable and accrued liabilities (3,257) 

Net assets acquired $ 93,985

(3) Basis of Presentation
The accompanying condensed consolidated financial statements have been prepared by the Company in accordance with United States generally
accepted accounting principles (�GAAP�) for interim financial information and with the instructions to Form 10-Q and Rule 10-01 of Regulation
S-X and include the accounts of the Company and its wholly-owned subsidiary Networkfleet. Accordingly, they do not include all of the
information and footnotes required by GAAP for complete financial statements. In the opinion of management, the accompanying condensed
consolidated financial statements contain all adjustments, consisting only of those of a normal recurring nature, necessary for a fair presentation
of the Company�s financial position, results of operations and cash flows at the dates and for the periods indicated. While the Company believes
that disclosures presented are adequate to make the information not misleading, these condensed consolidated financial statements should be
read in conjunction with the audited consolidated financial statements for the year ended December 31, 2008 and the related notes thereto which
have been included in a Current Report on Form 8-K filed with the Securities and Exchange Commission (the �SEC�) on July 24, 2009. The
results of the three and six months ended June 30, 2009 are not necessarily indicative of the results to be expected for the full year. All
intercompany balances and transactions have been eliminated.

During the six months ended June 30, 2009, the years ended December 31, 2008 and 2007 and for the period from January 9, 2006 to
December 31, 2006, the Company incurred a net loss of approximately $100.3 million, $57.5 million, $32.3 million and $3.8 million,
respectively, and used cash in operations of approximately $18.5 million, $39.1 million, $23.6 million and $2.8 million, respectively. As a result
of the Company�s historical net losses and its limited capital resources, the Company�s independent registered public accounting firm�s report on
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the Company�s financial statements as of and for the year ended December 31, 2008 includes an explanatory paragraph expressing substantial
doubt about the Company�s ability to continue as a going concern. As of June 30, 2009, the Company had unrestricted cash and cash equivalents
of approximately $43.9 million and an accumulated deficit of approximately $294.2 million. Management believes that the cash and cash
equivalents on hand will allow the Company to continue operations through at least March 31, 2010. There is no assurance that the Company
will be successful in obtaining additional financing to fund its operations beyond such period. The financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

(4) Recent Accounting Pronouncements
Recently Adopted Pronouncements

In September 2006, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standard (�SFAS�) No. 157,
Fair Value Measurements (�SFAS 157�). This standard defines fair value, establishes a framework for measuring fair value in accordance with
GAAP and expands disclosures about fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007, and
interim periods within those fiscal years. In February 2008, the FASB issued Staff Position No. 157-2 (�FSP 157-2�) which delays the effective
date of SFAS 157 by one year for all nonfinancial assets and nonfinancial liabilities, except those recognized or disclosed at fair value in the
financial statements on a recurring basis. Those assets and liabilities measured at fair value under SFAS 157 as of June 30, 2009 and
December 31, 2008 did not have a material impact on the Company�s financial position or results of operations.

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations (�SFAS 141(R)�), which revised the guidance contained in SFAS
No. 141, Business Combinations. Significant revisions include: (i) all transaction costs related to a business combination are to be expensed
when incurred; (ii) certain contingent assets and liabilities purchased in a business combination are to be measured at fair value; (iii) contingent
consideration (earn-out arrangements) paid in connection with a business combination are to be measured at fair value depending on the
structure of the arrangements; and (iv) subsequent material adjustments made to the purchase price allocation will be recorded back to the
acquisition date, which will cause revision of previously issued financial statements when reporting comparative period financial information in
subsequent financial statements. SFAS 141(R) is effective for business combinations that are completed on or after January 1, 2009. As of
December 31, 2008, the Company had incurred approximately $0.9 million in transaction costs related to the Merger which are included in other
current assets in the accompanying condensed consolidated balance sheets. Upon adoption of SFAS 141(R), the Company expensed such
transaction costs which are included in general and administrative expense in the accompanying condensed consolidated statements of
operations for the six months ended June 30, 2009.

In June 2008, the EITF issued Issue No. 07-5, Determining Whether an Instrument (or Embedded Feature) is Indexed to an Entity�s Own Stock
(�EITF 07-5�), which provides guidance on determining what types of instruments or embedded features in an instrument held by a reporting
entity can be considered indexed to its own stock. Under EITF 07-5, a company first evaluates any contingent exercise provisions based on the
guidance that was originally issued in EITF Issue No. 01-6, and second, evaluates the instruments� settlement provisions. EITF 07-5 is effective
for fiscal periods beginning after December 15, 2008. Based on an evaluation of EITF 07-5, the Company determined that the warrants issued in
connection with the issuance of the Series A Preferred Stock and the warrants issued in connection with the issuance of the senior secured term
indebtedness contained provisions which, in accordance with EITF 07-5, indicated that the warrants were not indexed to HUGHES Telematics
stock. Accordingly, upon the adoption of EITF 07-5, the Company reclassified the $133.9 million fair value of the warrants from equity to a
liability and recorded such amount as a cumulative effect of a change in accounting principle as of January 1, 2009. The Company also
determined that the automatic exchange feature of the Series B Preferred Stock pursuant to which the Series B Preferred Stock would be directly
exchanged for shares of Polaris common stock in connection with the Merger should be considered a separate derivative instrument as, pursuant
to guidance provided in EITF 07-5, the exchange provision was not considered indexed to HUGHES Telematics stock but rather indexed to
Polaris stock. The Company recognized a charge of approximately $62.3 million in the six months ended June 30, 2009 related to the increase in
fair market value of these instruments during such period. As the warrants were exercised and the Series B Preferred Stock was extinguished in
connection with the Merger, the Company will not record additional charges in future periods related to these instruments.

In June 2009, the FASB issued SFAS No. 165, Subsequent Events, (�SFAS 165�), SFAS 165 requires companies to recognize in the financial
statements the effects of subsequent events that provide additional evidence about conditions that existed at the balance sheet date, including the
estimates inherent in the process of preparing financial statements. An entity shall disclose the date through which subsequent events have been
evaluated, as well

7

Edgar Filing: HUGHES Telematics, Inc. - Form 424B3

Table of Contents 15



Table of Contents

as whether that date is the date the financial statements were issued. Companies are not permitted to recognize subsequent events that provide
evidence about conditions that did not exist at the balance sheet date but arose after the balance sheet date and before the financial statements are
issued. Some non-recognized subsequent events must be disclosed to keep the financial statements from being misleading. For such events a
company must disclose the nature of the event, an estimate of its financial effects or a statement that such estimate cannot be made. This
statement applies prospectively for interim or annual financial periods ending after June 15, 2009. The adoption of SFAS 165 did not affect the
consolidated financial position, results of operations or cash flows of the Company.

Recently Issued Pronouncements

In June 2009, the FASB issued SFAS 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles � A Replacement of FASB Statement No. 162, (�SFAS 168�) which established the �FASB Accounting Standards Codification�
(�Codification�) as the single source of authoritative non-governmental GAAP which was launched on July 1, 2009. The Codification does not
change current GAAP, but is intended to simplify user access to all authoritative GAAP by providing all the authoritative literature related to a
particular topic in one place. All existing accounting standard documents have been superseded and all other accounting literature not included
in the Codification will be considered non-authoritative. Rules and interpretative releases of the SEC under authority of federal securities laws
are also sources of authoritative GAAP for SEC registrants. The Codification is effective for interim and annual periods ending after
September 15, 2009 and will not have an impact on the Company�s financial condition, results of operations or cash flows.

(5) Long-Term Debt
The components of long-term debt were as follows:

June 30,
2009

December 31,
2008

(in thousands)
Senior secured term indebtedness $ 59,171 $ 53,572
Senior subordinated unsecured promissory note 14,634 13,024

Total long-term debt $ 73,805 $ 66,596

Senior Secured Term Indebtedness

On March 31, 2008, the Company entered into a credit agreement (as amended and restated, the �Credit Agreement�) pursuant to which it issued
in multiple tranches during the year ended December 31, 2008 for aggregate consideration of $60.0 million, senior secured term indebtedness
due March 31, 2013 with an original principal amount of $60.0 million and warrants to purchase the equivalent of 4,801,112 shares of Company
common stock, comprised of 1,103,922 initial shares and 3,697,190 earn-out shares, at an equivalent exercise price of less than $0.01 per share.
The Company deposited 25% of the gross proceeds into an escrow account which was released to the Company on a pro rata basis as it raised
additional debt and equity capital. If a balance remained in the escrow account on March 31, 2009, the Company would have been required to
make an offer to prepay outstanding term indebtedness with an aggregate principal amount equal to such remaining balance. As of December 31,
2008, the escrow account had a balance of approximately $5.3 million. On March 12, 2009, as a result of the issuance and sale of the Series B
Preferred Stock, the remaining balance was released from the escrow account.

As additional consideration for services provided by the lead arranger in connection with the issuance and syndication of the term indebtedness,
the Company issued warrants to an affiliate of the lead arranger to purchase the equivalent of an aggregate of 1,181,244 shares of common stock,
comprised of 271,604 initial shares and 909,640 earn-out shares, at an equivalent exercise price of less than $0.01 per share.

The senior secured term indebtedness is guaranteed by all of the Company�s existing and future domestic subsidiaries and is secured by all of its
tangible and intangible assets. At the election of the Company, the term indebtedness bears interest at (i) the Prime Lending Rate plus 10.00% or
(ii) for Eurocurrency borrowings, 11.00% plus the greater of London Interbank Offered Rate (�LIBOR�) or 3.00%. In accordance with an
agreement between the Company and one of the senior secured note holders, the interest rate on term indebtedness with an initial principal
amount of $5.0 million will have an interest rate of no higher than 14.00% for the term of the debt. With respect to Eurocurrency borrowings, the
Company may elect interest periods of one, two, three, or six months (or nine or twelve months if approved by each senior secured note holder),
and interest is payable in arrears at the end
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of each interest period but, in any event, at least every three months. With respect to any interest period ending on or prior to March 31, 2010
and unless the Company elects at least three days prior to the beginning of any such interest period, the interest accrued on the term indebtedness
will be paid in kind in arrears with such accrued interest being added to the outstanding principal balance of the term indebtedness. With respect
to all interest periods ending after March 31, 2010, the accrued interest will be paid in cash in arrears. As of June 30, 2009 and December 31,
2008, senior secured term indebtedness with an aggregate principal amount, including the accrued interest which had been paid in kind, of
approximately $69.8 million and $65.4 million, respectively, was outstanding. As of June 30, 2009, the Company had elected that all
outstanding amounts consist of Prime Lending borrowings which resulted in the term indebtedness bearing an interest rate of 13.25%.

The Credit Agreement requires the Company to comply with negative covenants which include, among others, limitations on the Company�s
ability to incur additional debt; create liens; pay dividends or make other distributions; make loans and investments; sell assets; redeem or
repurchase capital stock or subordinated debt; engage in specified transactions with affiliates; consolidate or merge with or into, or sell
substantially all of its assets to, another person; and enter into new lines of business. The Company may incur indebtedness beyond the specific
limits allowed under the Credit Agreement, provided it maintains a leverage ratio of 5.0 to 1.0. In addition, the Company may incur limited
indebtedness secured by junior and subordinated liens to the liens created under the Credit Agreement. Noncompliance with any of the
covenants without cure or waiver would constitute an event of default. An event of default resulting from a breach of a covenant may result, at
the option of the note holders, in an acceleration of the principal and interest outstanding. The Credit Agreement also contains other events of
default (subject to specified grace periods), including defaults based on the termination of the Company�s contract with either Chrysler LLC, now
known as Old Carco LLC (�Old Chrysler�), or Mercedes-Benz USA, LLC (�Mercedes-Benz�), events of bankruptcy or insolvency with respect to
the Company and nonpayment of principal, interest or fees when due. On June 26, 2009, the Company obtained a waiver from the senior secured
lenders under the Credit Agreement providing that the termination of the Old Chrysler contract would not constitute an event of default under
the Credit Agreement. The Credit Agreement also requires the Company to use 25% of the net cash proceeds from certain equity issuances for
the repayment of senior secured term indebtedness.

In accordance with Accounting Principles Board Opinion No. 14, Accounting for Convertible Debt and Debt Issued with Stock Purchase
Warrants, as of each issuance date, the Company ascribed value to the senior secured term indebtedness and the related warrants based on their
relative fair values. As such, an aggregate of $46.9 million was allocated to the senior secured term indebtedness and an aggregate of $12.1
million was allocated to the warrants. The resulting discount from the face value of the senior secured term indebtedness resulting from the
ascribed value to the warrants will be amortized as additional interest expense over the term of the senior secured term indebtedness using the
effective interest rate method.

In connection with the issuance of the senior secured term indebtedness to Apollo Investment Fund V (PLASE) LP (�AIF V PLASE�), an affiliate
of Apollo, on December 12, 2008, the Company recorded a deemed capital contribution of approximately $1.0 million related to the difference
between (i) the fair value of the note using an estimated interest rate the Company would have paid an unrelated third party on a similar note and
(ii) the fair value of the note using the stated interest rate. The Company determined the estimated fair value amount by using available market
information and commonly accepted valuation methodologies. However, considerable judgment is required in interpreting market data to
develop estimates of fair value. Accordingly, the fair value estimates presented herein is not necessarily indicative of the amount that the
Company or holders of the instruments could realize in a current market exchange. The use of different assumptions and/or estimation
methodologies may have a material effect on the estimated fair value. The discount from the face value of the senior secured term indebtedness
resulting from the deemed capital contribution will be amortized as additional interest expense over the term of the senior secured term
indebtedness using the effective interest rate method.

Based on an evaluation of EITF 07-5, the Company determined that the warrants issued in connection with the issuance of the senior secured
term indebtedness contained provisions which, in accordance with EITF 07-5, indicated that the warrants were not indexed to HUGHES
Telematics stock and thus required the Company to account for the warrants as a derivative instrument which was marked to market with the
change in fair value of the warrant being recognized as a gain or loss in the Company�s consolidated statements of operations. Specifically, the
provision which indicated that the warrants were not indexed to HUGHES Telematics stock was an anti-dilution provision which allowed for a
reduction in the exercise price of the warrant to the extent an affiliate of HUGHES Telematics who also held warrants received a more favorable
anti-dilution adjustment than the adjustment otherwise provided for in the lender warrants. Accordingly, upon the adoption of EITF 07-5, the
Company reclassified the
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$26.7 million fair value of the warrants from equity to a liability and recorded such amount as a cumulative effect of a change in accounting
principle as of January 1, 2009. The Company recognized a charge of approximately $10.3 million in the six months ended June 30, 2009 related
to the increase in fair market value of these instruments during such period. Such charge is included in change in fair value of derivative
instruments on the accompanying condensed consolidated statements of operations. As the warrants were automatically exercised in accordance
with their terms upon consummation of the Merger, the Company will not record additional charges in future periods related to these warrants.

Senior Subordinated Unsecured Promissory Notes

On March 31, 2008, the Company issued to Communications LLC a senior subordinated unsecured promissory note with a principal amount of
$12.5 million and a maturity date of October 1, 2013. The note bears interest at a rate of 15.00% per annum which is compounded and added to
the principal amount annually and is payable at maturity. In connection with the issuance of the note, the Company recorded a deemed capital
contribution of approximately $2.4 million related to the difference between (i) the fair value of the note using an estimated interest rate the
Company would have paid an unrelated third party on a similar note and (ii) the fair value of the note using the 15.00% stated interest rate. The
discount from the face value of the note resulting from the deemed capital contribution will be amortized as additional interest expense over the
term of the note using the effective interest rate method.

On December 12, 2008, the Company issued to AIF V PLASE an additional senior subordinated unsecured promissory note with a principal
amount of $3.5 million and a maturity date of October 1, 2013. The note bears interest at 15.00% per annum which is compounded and added to
the principal amount annually and is payable at maturity. In connection with the issuance of the note, the Company recorded an additional
deemed capital contribution of approximately $2.4 million related to the difference between (i) the fair value of the note using an estimated
interest rate the Company would have paid an unrelated third party on a similar note and (ii) the fair value of the note using the 15.00% stated
interest rate. The discount from the face value of the note resulting from the deemed capital contribution will be amortized as additional interest
expense over the term of the note using the effective interest rate method.

At the time of issuance of each promissory note, the Company determined the estimated fair value amount by using available market information
and commonly accepted valuation methodologies. However, considerable judgment is required in interpreting market data to develop estimates
of fair value. Accordingly, the fair value estimates presented herein is not necessarily indicative of the amount that the Company or holders of
the instruments could realize in a current market exchange. The use of different assumptions and/or estimation methodologies may have a
material effect on the estimated fair value.

(6)    Series A Redeemable Preferred Stock

In July 2006, the Company issued and sold to Communications LLC, for an aggregate purchase price of $40.0 million, 4,000 shares of Series A
Preferred Stock and a warrant to purchase the equivalent of 12,191,598 shares of Company common stock, comprised of 2,803,223 initial shares
and 9,388,375 earn-out shares, at an equivalent exercise price of $0.82 per share. In June 2007, the Company issued and sold to Communications
LLC, for an aggregate purchase price of $15.0 million, an additional 1,500 shares of Series A Preferred Stock and a warrant to purchase the
equivalent of 9,143,698 shares of Company common stock, comprised of 2,102,417 initial shares and 7,041,281 earn-out shares, at an equivalent
exercise price of $1.64 per share. In November 2007, the Company issued and sold to Communications LLC, for an aggregate purchase price of
$20.0 million, an additional 2,000 shares of Series A Preferred Stock and a warrant to purchase the equivalent of 12,191,598 shares of Company
common stock, comprised of 2,803,223 initial shares and 9,388,375 earn-out shares, at an equivalent exercise price of $2.46 per share. The
Series A Preferred Stock was non-voting, had a liquidation preference of $10,000 per share and was senior in priority to the HUGHES
Telematics common stock. As of December 31, 2008, there were 7,500 shares of Series A Preferred Stock outstanding, and the aggregate
liquidation preference of the Series A Preferred Stock was $75.0 million. On October 1, 2013, the Company was to be required to redeem the
Series A Preferred Stock at a redemption price equal to $10,000 per share.

As of each sale date, the Company ascribed value to the Series A Preferred Stock and the warrant based on their relative fair values. As such, an
aggregate of $54.8 million was allocated to Series A Preferred Stock and an aggregate of $20.2 million was allocated to the warrants. The Series
A Preferred Stock was accounted for in
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accordance with SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and Equity (�SFAS 150�),
with the accretion of the book value of the Series A Preferred Stock up to the $75.0 million redemption amount being recorded as interest
expense on the accompanying condensed consolidated statements of operations.

Based on an evaluation of EITF 07-5, the Company determined that the warrants issued in connection with the issuance of the Series A Preferred
Stock contained provisions which, in accordance with EITF 07-5, indicated that the warrants were not indexed to HUGHES Telematics stock
and thus required the Company to account for the warrants as a derivative instrument which are marked to market with the change in fair value
of the warrant being recognized as a gain or loss in the Company�s consolidated statements of operations. Specifically, the provisions which
indicated that the warrants were not indexed to HUGHES Telematics stock were (i) an anti-dilution provision which allowed for a reduction in
the exercise price of the warrant if the Company either issued equity shares for a price that was lower than the exercise price of the warrant or
issued new warrants or convertible instruments that had a lower exercise price and (ii) a provision which allowed for an adjustment to the
anti-dilution provisions to the extent the Company issued new warrants or convertible instruments that contained more favorable anti-dilution
provisions. Accordingly, upon the adoption of EITF 07-5, the Company reclassified the $107.2 million fair value of the warrants from equity to
a liability and recorded such amount as a cumulative effect of a change in accounting principle of January 1, 2009. The Company recognized a
charge of approximately $45.0 million in the six months ended June 30, 2009 related to the increase in fair market value of these instruments
during such period. Such charge is included in change in fair value of derivative instruments on the accompanying condensed consolidated
statements of operations. As the warrants were exercised in connection with the Merger, the Company will not record additional charges in
future periods related to these warrants.

Immediately prior to the consummation of the Merger, the outstanding shares of Series A Preferred Stock were extinguished through (i) the
exercise by Communications LLC of the warrants issued in connection with the Series A Preferred Stock using 5,500 shares of Series A
Preferred Stock with an aggregate face value of $55.0 million and (ii) the exchange of 2,000 shares of Series A Preferred Stock with an
aggregate face value of $20.0 million for shares of Old HTI common stock which were subsequently exchanged in connection with the Merger
for 2,000,000 shares of Company common stock, comprised of 459,861 initial shares and 1,540,139 earn-out shares. In connection with the
extinguishment of the Series A Preferred Stock, the Company recorded an approximately $12.3 million decrease in additional paid in capital for
the difference between (i) the fair value of the shares of Company common stock issued and (ii) the carrying value of the Series A Preferred
Stock and the warrants.

(7)    Series B Convertible Preferred Stock

On March 12, 2009, the Company issued and sold 5,000,000 shares of Series B Preferred Stock for an aggregate purchase price of $50.0 million.
AIF V PLASE purchased 1,200,000 of such shares of Series B Preferred Stock for $12.0 million of cash, and Hughes Communications, Inc.
(�HCI�) parent of Hughes Network Systems, LLC (�HNS�) and an affiliate of Apollo, purchased 1,300,000 of such shares of Series B Preferred
Stock through the conversion of $13.0 million of trade accounts payable transferred from HNS. The remaining 2,500,000 shares of Series B
Preferred Stock were purchased by unrelated institutional investors for $25.0 million of cash. As a result of sale of Series B Preferred Stock, the
remaining approximately $5.3 million was released from the escrow account held for the benefit of the senior secured note holders. For
consulting and financial advisory services provided in connection with the sale of the Series B Preferred Stock, the Company paid Trivergance,
LLC (�Trivergance�), an affiliate of a member of the Company�s board of directors, approximately $1.3 million of cash and issued Trivergance a
warrant to purchase the equivalent of 314,117 shares of common stock, comprised of 72,224 initial shares and 241,893 earn-out shares, at an
equivalent exercise price of approximately $0.167 per share.

The Series B Preferred Stock had an initial liquidation preference of $10.00 per share which was to increase quarterly at a rate of 8.0% per
annum and was senior in priority to each of the Series A Preferred Stock and the HUGHES Telematics common stock. The Series B Preferred
Stock was convertible at any time at the option of the holder into shares of HUGHES Telematics common stock and was subject to redemption
at the option of the holder at any time after October 1, 2013. Pursuant to the terms of the Series B Preferred Stock, in connection with the
Merger, the Series B Preferred Stock was automatically exchanged for 12,500,000 shares of Company common stock, comprised of 5,000,000
initial shares and 7,500,000 earn-out shares.

The Company evaluated the Series B Preferred Stock to determine whether any of the features included in the Series B Preferred Stock should
be treated as an embedded derivative which would be accounted for as a separate instrument under SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities. The
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Company determined that the automatic exchange feature of the Series B Preferred Stock pursuant to which the Series B Preferred Stock would
be directly exchanged for shares of Polaris common stock in connection with the Merger should be considered a separate derivative instrument
as, pursuant to guidance provided in EITF 07-5, the exchange provision was not considered indexed to HUGHES Telematics stock but rather
indexed to Polaris stock. Accordingly, at the time of issuance, the Company estimated the fair value of the exchange feature by using available
market information and commonly accepted valuation methodologies and ascribed approximately $7.1 million of the proceeds from the issuance
of the Series B Preferred Stock to the exchange feature and recorded a liability in such amount. During the six months ended June 30, 2009, the
Company recognized a charge of approximately $7.0 million related to the increase in fair market value of the exchange feature during the
period. Such charge is included in change in fair value of derivative instruments on the accompanying condensed consolidated statements of
operations. As the Series B Preferred Stock was extinguished in connection with the Merger, the Company will not record additional charges in
future periods related to this derivative instrument.

The remaining $42.9 million of proceeds from the issuance of the Series B Preferred Stock was accounted for in accordance with EITF Issue
No. 98-5, Accounting for Convertible Securities with Beneficial Conversion Features, as adapted by EITF Issue No. 00-27, Application of Issue.
No.98-5 to Certain Convertible Instruments. Accordingly, a discount on the Series B Preferred Stock was recorded for the entire balance of the
remaining proceeds, with that amount allocated to a beneficial conversion feature resulting from the ability of the holders of the Series B
Preferred Stock to convert the shares of Series B Preferred Stock into shares of HUGHES Telematics common stock at a conversion price lower
than the fair value of the HUGHES Telematics common stock at such time. As this conversion feature was immediately available to the holders
of the Series B Preferred Stock, the related discount on the Series B Preferred Stock was immediately accreted and a deemed dividend of
approximately $42.9 million was recorded on the date of issuance. The Company recorded an additional deemed dividend of approximately $0.1
million in the six months ended June 30, 2009 representing the accretion of the discount on the Series B Preferred Stock related to the embedded
derivative and issue costs over the 4.5 year period through October 1, 2013 when the Series B Preferred Stock first became redeemable at the
option of the holder. Upon consummation of the Merger and the exchange of the Series B Preferred Stock for Company common stock, the
Company recorded an additional deemed dividend of approximately $13.6 million related to the difference between (i) the fair value of the
Company common stock received by the holders of the Series B Preferred Stock and (ii) the carrying value of the Series B Preferred Stock, the
amount allocated to the beneficial conversion feature and the embedded derivative for the automatic exchange provision. Each of these deemed
dividends have been reflected in the accompanying condensed consolidated statements of operations in determining the net loss attributable to
common stockholders.

(8)    Share-Based Compensation

The Company�s 2006 Stock Incentive Plan (�2006 Plan�) provides for share-based compensation awards, including incentive stock options,
non-qualified stock options and share awards, to the Company�s officers, employees, non-employee directors and non-employee consultants.
There are 3,047,900 shares of common stock authorized for issuance under the 2006 Plan. The 2006 Plan is administered by the Company�s
board of directors which determines eligibility, amount, and other terms and conditions of awards. Options awarded under the 2006 Plan
generally have a term of ten years and an exercise price equal to or greater than the fair value of the underlying shares of common stock on the
date of grant. Generally, half of each award vests in equal parts over a period of three years of continued employment or service to the Company.
The remaining half of each award vests upon the achievement of certain pre-established performance goals set by the Company�s board of
directors. In the event an option holder�s service to the Company is terminated for either (i) other than good reason, as defined in the 2006 Plan,
before the fifth anniversary of the holder�s service to the Company or (ii) cause, the Company may repurchase any stock obtained through the
exercise of a stock option within 180 days of such holder�s termination date at a price equal to the lesser of the fair market value of the stock on
the date of termination or the exercise price of the stock option. In the event an option holder�s service to the Company is terminated for any of
(i) good reason, as defined in the 2006 Plan, (ii) other than cause or (iii) following the fifth anniversary of such holder�s service to the Company,
the Company may repurchase any stock obtained through the exercise of a stock option within 180 days of such holder�s termination date at a
price equal to the fair market value of the stock on the date of termination. As of June 30, 2009, options to purchase 2,274,935 shares of
common stock were outstanding under the 2006 Plan, and there were 712,007 shares of common stock available for future grants.
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In March 2009, the Company adopted the 2009 Equity and Incentive Plan (the �2009 Plan�) which provides for the grant of equity-based awards,
including restricted common stock, restricted stock units, stock options, stock appreciation rights and other equity-based awards, as well as cash
bonuses and long-term cash awards to directors, officers, employees, advisors and consultants of the Company and its subsidiaries who are
selected for participation in the 2009 Plan. There are 2,500,000 shares of common stock authorized for issuance under the 2009 Plan. The 2009
Plan is administered by the compensation committee of the Company�s board of directors which determines eligibility, amount, and other terms
and conditions of awards. During the three months ended June 30, 2009, the Company granted, under the 2009 Plan, options to purchase an
aggregate of 1,327,486 shares of common stock, 543,000 shares of restricted common stock and 16,800 shares of unrestricted common stock. As
of June 30, 2009, all of such stock options and shares of restricted common stock were outstanding, and there were 612,714 shares of common
stock available for future grants under the 2009 Plan.

In accordance with SFAS 123(R), the Company records compensation expense for all share-based awards issued. For the three months ended
June 30, 2009 and 2008, the Company recorded approximately $0.3 million and $0.1 million of compensation expense, respectively, related to
share-based grants. For the six months ended June 30, 2009 and 2008, the Company recorded approximately $0.4 million and $0.2 million of
compensation expense, respectively, related to share-based grants. Such compensation expense is included in research and development, sales
and marketing and general and administrative expense in the accompanying condensed consolidated statements of operations.

Stock Options

The following table reflects stock option activity:

Number
of

Shares

Weighted
Average
Exercise
Price

Aggregate
Intrinsic
Value

(in thousands)
Outstanding at December 31, 2008 2,302,366 $ 2.20
Granted 1,327,486 $ 5.19
Forfeited (27,431) $ 2.47

Outstanding at June 30, 2009 3,602,421 $ 3.30 $ 7,934

Exercisable at June 30, 2009 154,043 $ 522

The following table provides information about stock options that are outstanding and exercisable as of June 30, 2009:

Stock Options Outstanding Stock Options Exercisable

Exercise
Price

Number
of

Shares

Weighted
Average
Exercise
Price

Weighted
Average
Remaining
Life (Yrs)

Number of
Shares

Weighted
Average
Exercise
Price

Weighted
Average
Remaining
Life (Yrs)

$1.65 767,455 $ 1.65 7.8 67,766 $ 1.65 7.7
$2.47 1,507,480 $ 2.47 8.5 86,267 $ 2.47 8.5
$5.19 1,327,486 $ 5.19 9.9 �  n/a n/a
For stock option awards outstanding as of June 30, 2009, the Company expects to recognize approximately $6.1 million of additional
compensation expense over the remaining average service period of approximately 2.9 years.
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Restricted Stock

The following table reflects restricted stock activity:

Number of
Shares

Weighted

Average
Fair Value

Outstanding at December 31, 2008 �  $ �  
Granted 543,000 $ 4.56

Outstanding at June 30, 2009 543,000 $ 4.56

For restricted stock awards outstanding as of June 30, 2009, the Company expects to recognize approximately $2.4 million of additional
compensation expense over the remaining average service period of approximately 2.3 years.

(9)    Loss Per Common Share

Basic loss per common share is computed by dividing net loss attributable to common stockholders by the weighted average number of common
shares outstanding for the period. Diluted loss per common share reflects the potential dilution from the exercise or conversion of securities into
common stock. During all periods presented, the Company had potential common shares, including shares issuable upon the exercise of
outstanding stock options and warrants and shares held in escrow pending satisfaction of a contingency, which could potentially dilute basic loss
per common share in the future but have been excluded from the computation of diluted loss per common share as the effect would have been
anti-dilutive. For the three and six months ended June 30, 2009 and 2008, there were 83,089,605 and 56,105,816 potential common shares,
respectively, excluded from the computation of diluted loss per share, consisting of shares (i) issuable upon the exercise of outstanding stock
options and warrants, (ii) held in escrow be released to the Old HTI stockholders upon achievement of the specified price targets and (iii) held in
escrow to indemnify the Company for the payment of indemnification claims that may be made as a result of breaches of Old HTI�s covenants,
representations and warranties in the Merger Agreement. For the three and six months ended June 30, 2009, the Company excluded the
7,439,978 shares of common stock which the Company repurchased following consummation of the Merger from the calculation of the
weighted average number of common shares outstanding during such period.

(10)    Related Party Transactions

Apollo Global Management LLC

Communications LLC and AIF V PLASE are investment funds affiliated with Apollo. As of June 30, 2009, Apollo, through Communications
LLC and AIF V PLASE, owned approximately 68% of the Company�s outstanding common stock. HCI, also an affiliate of Apollo, owned an
additional approximately 4% of the Company�s outstanding common stock.

On March 31, 2008, the Company issued to Communications LLC a senior subordinated unsecured promissory note with a principal amount of
$12.5 million and a maturity date of October 1, 2013 (see Note 5). The note bears interest at a rate of 15.00% per annum which is compounded
and added to the principal amount annually and is payable at maturity. In connection with the issuance of the note, the Company recorded a
deemed capital contribution of approximately $2.4 million related to the difference between (i) the fair value of the note using an estimated
interest rate the Company would have paid an unrelated third party on a similar note and (ii) the fair value of the note using the 15.00% stated
interest rate.

On December 12, 2008, the Company issued AIF V PLASE, for aggregate consideration of $5.0 million, additional senior secured term
indebtedness with a principal amount of $5.0 million and warrants to purchase the equivalent of 402,993 shares of Company common stock,
comprised of 92,660 initial shares and 310,333 earn-out shares, at an equivalent exercise price of less than $0.01 per share (see Note 5). In
connection with the issuance of the note, the Company recorded a deemed capital contribution of approximately $1.0 million related to the
difference between (i) the fair value of the note using an estimated interest rate the Company would have paid an unrelated third party on a
similar note and (ii) the fair value of the note using the stated interest rate.
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On December 12, 2008, the Company issued to AIF V PLASE a senior subordinated unsecured promissory note with a principal amount of $3.5
million and a maturity date of October 1, 2013 (see Note 5). The note bears interest at a rate of 15.00% per annum which is compounded and
added to the principal amount annually and is payable at maturity. In connection with the issuance of the note, the Company recorded a deemed
capital contribution of approximately $2.4 million related to the difference between (i) the fair value of the note using an estimated interest rate
the Company would have paid an unrelated third party on a similar note and (ii) the fair value of the note using the 15.00% stated interest rate.

On the date of each issuance, the Company determined the estimated fair value amount by using available market information and commonly
accepted valuation methodologies. However, considerable judgment is required in interpreting market data to develop estimates of fair value.
Accordingly, the fair value estimates presented herein is not necessarily indicative of the amount that the Company or holders of the instruments
could realize in a current market exchange. The use of different assumptions and/or estimation methodologies may have a material effect on the
estimated fair value.
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