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ABoUuT THE COMPANY

omtech Telecommunlcatlons Corp. Is a global player In the i
growlng market for sophlsticated high technology microwave
and telecommunications products and systems. Its products

are used worldwlde In satellite, tropospheric scatter and wireless communi-

cations systems. Its solid state, high power amplifiers are also used to test

(EMC/EMS); for defense systems and for high power testing of electronlc

components and systems. . \
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Comtech’s over 200 products are targeted to meet the specific needs of
a broad base of customers that Include domestic and foreign common car-
riers and telephone companles, defense contractors, medical and automo-
tive suppliers, oil companles, private and wireless networks, broadcasters,
utilities and government entities. Its five independent operating subsidiaries

effectively address market niches while creating synergies between them.

The demand for improved telecommunications is increasing worldwide as
emerging economies seek to modernlze and as the communications needs
in developed countries contlnues to expand. Comtech’s established repu-
tation for high quality engineering and manufacturing, and Its diversifled

product and customer base, enabled it to achieve ifs fourth consecutive

vear of Improved performance. |




SuvBsSIDrary LOCATION

SERVICE/PRODUCTS

Deslgns and manufactures fiberglass
and alumlinum antennas.

Including fixed and moblile antenna
systems, speclallzed multl-beam antenna
systems, fold-up qulck erect INMARSAT
antenna systems, Fly-Away C-band and Ku-
band systems. and Inclined orbit tracking
antennas.

Deslgns and manufactures up-link and
down-link equipment for satellite earth sta-
tlons.

Including X-band and S-band frequency
converters, C-band and S-band high
power kiystron tube ampliflers, and related
control, monltoring and alarm compo-
nents.

Deslgns, manufactures and Installs com-
munications systems and equlpment.

Includling dlgital modems, frequency
converters, high power klystron ftube ampll-
flers, predetection comblners, analog
modulators and demodulators and control,
monitoring and alarm components.

Deslgns, develops and manufactures
solid state high power amplifiers and syn-
theslzed frequency converters.

Including a llne of broadband frequen-
cy ampliflers, with output powser leveis of
TW to 10KW for high power test applica-
tlons, amplifiers for testing of cellular and
wlreless systems and low phase nolse
microwave frequency converters operat-
Ing in L-, C- and Ku-band for satelllte com-
munication appllcatlons.

Comtech Antenna Systems, Inc. St. Cloud. FL
(CASD
Comtech Microwave Corp Melvllle, NY
(CMOC)
Comtech Systems, Inc, St. Cloud, FL
(Csh
7
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Power Systems Technology. Inc. Melville. NY
(PST)
Sclentiflc Power Systems, Inc. Melville. NY
(SPS)

Designs, develops and manufactures
state-of-the-art automated Instrumenta-
tlon.

Incorporates PST's solld state high
power ampliflers with SPS‘s automated sys-
tem and custom software.




Satellite and trophospheric scatter
communicatlons.

Video conferencing. broadcast T.V.,
satelllte teleports, corporate and unl-
verslty private satelllte networks and
Information and entertainment suppllers
and subscribers.

Cable and broadcast T.V., radlo and
other Information and entertalnment
organlzatlons. Domestlc and forelgn
prime contractors serving the satelllte
and tropospheric scatter markets.

SALES

Satelllte communications.
Weather monitoring and defense
communication satelllte earth stations.

Agencles of the U.S. and foreign gov-
ernments and prime contractors serving
the U.S. government, NATO and other
world governments’ telecomminlcations
needs.
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Net sales have increased 121
in fiscal 1993 and since 1989 have
risen at a compound rate of 20%.

During this time, the composition

of our sales base has moved
increasingly toward commercial
rather than defense markets.

OPERATING EARNINGS

Satelllte, tropospheric scatter and
line-of-sight microwave systems and
networks.

Telephone, telegraph and telecom-
munications; oll and natural gas pro-
ducer communlcations; U.S. defense
and forelgn defense telecommunica-
tions.

Oll and gas companles and domestic
and forelgn prime contractors serving
domestlc and foreign telecommunlica-
tlons and government needs.

Operating earnings grew 11%
In flscal 1993. Operating earnings

have grown at a compound
annual rate of 20% from a loss in
1989.

Satelllte communications-INTELSAT,
INMARSAT and DOMSAT: defense and
Intelligence; and electromagnetic com-
patibllity instrumentation systems.

Wilreless and cellular communlca-
tlons., physics research, and high power
test services.

Domestlc and foreign commerclat
users, government agencles and prime
confractors serving the satelilte,
electromagnetic compatibllity, and
high power test markets.

Electromagnetic compatibllity instru-
mentation.

Commerclal and consumer electronic
product testing, automotive. medical,
alrcraft and electronics testling and
defense related product testing.

Domestlc and forelgn commerclal
companles, government agencles and
prime conitractors serving the electro-
magnetic compatibllity markets.

STOCKHOLDERS’EQUITY/F

Stockheolders’ equity jumped
120% in fiscal 1993, largely due to |
the effect of our 1,000,000 share
offering, wlth book value per
share rising fo $§5.77 from $4.85
last year. Shareholders’ equity has
increased five-fold since 1989.

o—
EARNINGS PER SHARE
Fiscal 1993 marked Comtech’s
fourth consecutive year of prof-
itablllty. Earnings per share in 1993
rose 4%, and reflect a 7% increase L

in the number of weighted aver-
age shares outstanding as a result
of our successful common stock
offering and an increase in com-
mon share equlvalents.




Sales
(in millions)

Operating Earnings
(In thousands)
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FINANCIAL HIGHLIGHTS

Year Ended July 31,

1993 1992 1991 1990 1989 1988

Net Sales........civiiiviiiini s N T $22,265,000 $19.434,000 $18.,333.000 $18.215.000 $10.593.000 $15,770,000
Operating EArNiNgS.....ovvvviiiniinviesininsisiiasaeasas 1,753,000 1,672,000 1,177,000 1,022,000 (1,018,000) 761,000
Net INCOME. ..o et e e e 1,434,000 1,293,000 2,518,000 784,000 (612,000) 2,296,000
EPS 1) €2) toiveerinerieninenenereeeneeeee o st i B i 1.07%® 1.03 .87 .64 .50) .50
Morking Capital........ooviiinn 11,988,000 4,935,000 4,091,000 1.282.000 1,081,000 1.171.000
g Term Debt - Capltal Ledses. ...cceviiiriaciiiniiies 2,760,000 2,832,000 697,000 720,000 772,000 13,000
‘Long Term Debt - Other .............. —_ — — —_ 903,000 895,000
Stockholders” EqQuity ............oe Wi 13,214,000 5,999.000 4,705,000 2,185,000 1,400,000 2,008,000
Book Value Per Share................. T e E LTI r 5.77 4.85 3.81 1.77 1.13 1.63
BACKIOQ . covi i sl s e e N e 9,858,000 13,393,000 11,800,000 11,400,000 16,800,000 10,000,000
Orders Booked..........oiviiicn PR 18,730,000 21,027,000 18,733,000 12,815,000 17,393,000 7,600,000

(1) Excludes non-recurring and extraordinary items.
(2) EPS impacted by .07 per share reflecting a higher number of weighted average shares outstanding resulting from the July 1993 common stock

offering and an increase in common share equivalents.

These Financial Highlights should be read in conjunction with the Notes to Consolidated Financial Statements and Management’s Discussion
and Analysis of Financial Condition and Results of Operations.

Earnings Per Share Stockholders' Equity
(in millions)

* Excluding non-recurring and extraordinary items.

YXEPS impacted by $.07 per share reflecting a higher
number of weighted average shares outstanding
vesulting from the July 1993 common stock offering

and an increase in common share equivalents.

1990 1991 1992 1993
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To OUR SHAREHOLDERS!:

Y

am pleased to report that 1993 marked the fourth consecutive year of double-digit sales and

operating earnings increases for Comtech.

Revenues for the year grew to $22,265,000, a 14.6% Increase over 1992 revenues of

$19.434,000. Net income for the year was $1,434,000, or $1.07 per share, compared to last

year's $1,293,000, or $1.03 per share. Earnings per share for fiscal 1993 were impacted by $.07
per share reflecting a higher number of weighted average shares outfstanding resulting from our July
1993 common stock offering and an increase in common share equivalents.

Backlog at July 31, 1993 was $9.858,000 compared to $13,393,000 at July 31, 1992, reflecting book-
ing delays at our Power Systems Technology subsidiary and continuing deferrals in the award of sev-
eral major projects being pursued at our Comtech Systems subsidiary.

Last year we reported to you that Comtech had four principal infernal mandates; 1o continue to
emphasize our global capabillities, to increase the level of cross-marketing. and product and service
inclusion by our several operations, to heighten our customer satisfaction responses and to invest our
resources in a focused manner. This year we have added a fifth; to intensify further our marketing
efforts. Let me update you on our results thus far:

Emphasizing Our Global Capabilities — Comtech currently has over 200 products which it markets in
over 100 countries, including, among others, Australia, China, Italy, France, England, Germany, Turkey,
Israel, Brazil and Venezuela. Fiscal 1993 afforded us opportunities for further penetration into Pacific
Rim countries such as Malaysia, Taiwan, Indonesia and Thailand, as well as South American countries
like Peru, Chile and Ecuador.

Of special note are the following contracts awarded to and/or filed by Comtech during this time:

« Comtech Antenna Systems, Inc. (CASI) booked and shipped an order for 22 satellife antenna sys-
tems for operation with the Geostationary Operational Environmental Satellite (GOES) in
Canada, and received new orders for 340 of our 35" quick-erect fold-up type INMARSAT anten-
nas.

GOES satellite operated by the National Oceanic and Atmospheric Administration (NOAA).

« Comtech Systems, Inc. (CSI) filled an order for the Peoples Republic of China for 20 sets of fro-
pospheric scatter communication systems, shipped 4 fropospheric scatter terminails for use by the
Brazilian Air Defense and received an order for 8 tfropospheric scatter communication systems for
Taiwan.

+ Power Systems Technology, Inc. (PST) made its entry into the growing area of wireless communi-
cations with a contract for ultra-linear feed forward type high power solid state amplifiers and
recelved an order for a computer-controlled solid state linear feed forward VHF 1KW amplifier for
use in a multi-channel satellite communication system.

« Scientific Power Systems, Inc. (SPS), our newest subsidiary, received one of Its first contracts from
the U.S. Army, Aberdeen Proving Grounds, for an automated computer controlled Immunity and
Emission Test System.

Our global reach should be strengthened by our successful equity offering in July, 1993, through
which we raised approximately $6.5 million of additional capital for the Company. The proceeds will
enhance our ability to bid on more and larger contracts, invest in new products or acquisitions, and
to further build our infrastructure and incredase our sales force.

Increasing Joint Efforts By Our Combined Businesses — Since Comtech Is really five companies under
one umbrella, we have an opportunity and responsibility to have each contribute resources for the
ultimate benefit of the entire company. This is illustrated by the current interrelationship between PST
and SPS.

Due to the high levels of electrical interference emitted by computers, cellular phones, radios.
automobiles and aircraft (to name a few), a significant market exists for the testing of electromag-
netic compatibility (EMC). SPS’s products, which test for EMC, incorporate PST's solid state high power
amplifiers, resulting In systems and instrumentation that can test nearly any electronic product, at a
wide range of radio frequencies and power levels. We search out and press for these opportunities. :‘ :
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« Comtech Microwave Corp. (CMC) shipped a line of satellite transmitter systems for use with the )
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Satisfying Customer Needs — Our customers’ nheeds are becoming increasingly more complex at the
same time as competition, both domestic and international, intensifies. Working under these pressures,
Comtech’s dedicated teams seek to meet and exceed our customers’ expectations - striving where
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possible to be the first to market new or updated versions of our products that directly respond to cus-
tomer needs.

For example, our CASI subsidiary was recently awarded a contract for tropospheric scatter anten-
na systems capable of functioning under extreme environmental conditions. CASI also developed and
refined a line of C- and Ku-band Fly-Away antenna systems, to allow broadcast and other media to
transmit information and cover late-breaking or spot news. At PST, we developed our new generation
of thin-line computer-controlled frequency up and down converters for use in INTELSAT and DOMSAT
type satellite communication systems operating at C-band and Ku-band frequencies.

This year, Comtech moved further along foward obtaining an ISO 9000 Quality Certification by
implementing a program of quality management and quality assurance standards based on the
guidelines issued by the International Organization for Standardization. To qualify, a company must
have a standardized set of procedures and documentation that can be verified and audited. The
time and effort being expended to achieve this public recognition for our fotal quality management
will, we believe, be well-rewarded, particularly in our international activities.

Investing Our Resources — One of the things we do best is fargeting opportunities, and acting upon
them. With limited resources, we have learned to invest them in a particularly focused manner. For
example, a little over a year ago we created a new subsidiary, SPS, to address a potential demand
for systems and equipment that test for EMC. While we recognize that this new company will incur
start-up and research and development costs which are likely to continue to impact earnings until at
least the second half of fiscal 1994, we have high expectations for SPS and believe that entry into this
growing sector was important to Comtech’s future.

Intensifying Our Marketing Efforts — During fiscal 1993 we placed increased emphasis on marketing
and intend to continue to do so. Plans for a major expansion of both international and domestic sales
representation are under way. With more than half our sales derived internationally, and with new
markets opening up. one factor in our success will be increasing our distributors and sales staff. Qur pri-
ority will be to strategically locate representatives around the globe to serve our existing and poten-
tial customers with respect o our company-wide array of products and services.

In August 1993, we were pleased to announce the appointment of J. Preston Windus, Jr. to the posi-
tion of Vice President and Chief Financial Officer. "Pres” first came to Comtech in 1972 and rejoined
us affer spending 4 years as President of Fairchild Data Corp.. He succeeds recently retired Gerard R.
Nocita, who contributed his skill and expertise to Comtech for 26 years. We thank Jerry for his many
dedicated years of important service to Comtech. Comtech will continue to benefit from Jerry's wise
counsel as a result of his recent election to the Board of Directors. Jerry fills the vacancy created by
the resignation of Joe E. Davis, whose financial expertise, intuitiveness and quickness of mind, bene-
fitted Comtech over the last several years.

Additionally, | am pleased to announce that the Board of Directors was enhanced by the addition
of Dr. John B. Payne Ill. John is the President, CEO and founder of Nucomm Inc., which produces prod-
ucts for Satellite News Gathering Services. We welcome his insight
and experience.

Overall, while 1993 was a year of progress - and successes - on
many fronts, the challenges are there. Management will be judged
in part on how it responds to, among other things, the decline in
government defense spending, lower year-end backlog levels and
continuing booking delays.

But Comtech’s management team, as you know, has been
severely tested over the years in these and other areas, and on bal-
ance, we dre excited by the long-term opportunities we see., Qur
focus is clear and our energy level to do the job is high. i

As always, we appreciate and thank you for your ongoing sup-
port and encouragement.

74 Sy

Fred Kornberg
Chairman of the Board
November 2, 1993




COMTECH ANTENNA SYSTEMs, INc. (CASI)

Glenn Higgins
President
CAST

s the satellite communications industry expands, CASI's estab-

lished position as a designer and manufacturer of fiberglass

and aluminum antennas is growing. Our customers include a
variety of cable, broadcast t.v., radio and other information and entertain-
ment organizations.

Our broad range of over 50 products include fixed and mobile antenna
systems and specialized multi-beam satellite antenna systems, capable of
receiving signals simultaneously from several different satellites. The bulk of
our products are sold to distributors, prime contractors and end users, and
are often customized to fit specific requirements

Our growth opportunities will come from continued demand for our
fold-up. quick erect antenna system, used to communicate with International
Maritime Satellites (INMARSAT) and our lightweight, “"Fly-Away” C-band and
Ku-band antenna systems that connect users via Domestic (DOMSAT) and
International (INTELSAT) satellites. Our Fly-Away antenna can be carried by
commercial airlines anywhere and used for breaking or major on-the-spot
news coverage and a variety of temporary installations. Our inclined orbit
tracking antennas, infroduced last year, will also be an important area of
growth for CASI, as they track satellites which are allowed to wander in orbit,

thereby conserving fuel and extending the useful life of the satellites.

CASI CaAasE STUDY

INMARSAT (International Maritime Satellite)
network of satellites virtually provides coverage
around the entire world for voice, fax, data and
telex communications among vebicles moving on
sea, land and in the air, plus stationary tempo-
rary remove-ared installations.

CASI is @ major player in this worldwide net-
work with its 35-inch diameter, collapsible antenna
being supplied 1o, among others, Magnavox Nav-
Com, Inc. for use with their MAGNAPhone™
portable satellite earth terminal,

CASI has delivered over 700 of their antennas
with expectations of many more as the
INMARSAT network expands.

As stated in Magnavox Nav-Com, Inc. adver-

tisement, “When Steven Seagal was under siege,

be called on the MAGNAPhHone™”

Photo courtesy of Magnavox Nav-Com, Inc.




COMTECH MicRoOwWwWAVE CORP. (CMC)
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Michael D. Javits
President
CMC

CMC CASE STUuDyY

Weather satellites, such as GOES and TIROS,
have kept a waichful eye on weather around the
world for over 30 years. These satellites scan the
earth’s surface, gathering weather data and trans-
mitting this data to NOAA's processing center
near Washington, D.C., where it is computer
enhanced and formatted and then retransmitted
via Comtech’s S-Band Transmitter Uplink system
to users/subscribers.

Weather satellite derived data has helped save
hundyreds of thousands of lives and properties from
natural disasters and severe weather, has con-
tributed insights into the earth’s environmental
balance, made major contributions toward inter-
national search and rescue operations, and has
helped improve the efficiency of many sectors of
our national economy by predicting severe storms,
excessive ice conditions and other climatological
conditions that disrupt industrial productiviy,
consumer spending and property investment.

omtech Microwave's (CMC) satellite products are sold

chlefly to agencles of the United States Government for

detense appllcations. Our primary function Is to design and

manufacture telecommunication equipment for satelllte
earth stations.

Our products include the growing area of frequency up and down
converters, high power klystron tube amplifiers, as well as computerized
monltoring and control systems, all of which are marketed to U.S. gov-
ernment agencies and other prime contractors for end use by the U.S.
government.

During fiscal 1993, CMC Iinstalled S-Band Transmitter Systems for the
National Oceanic and Atmospheric Administration (NOAA) of the U.S.
Department of Commerce.

These systems will provide improved satellite up-link capability
between U.S. facilities and weather satellites located in equatorial
(GOES) and polar (TIROS) orbits. The systems will dlso be used with
weather satellites scheduled for future deployment and with foreign

satellites such as the European Meteosat.
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COMTECH SYSTEMS,

Inc. (CS1)

Richard L. Burt
President
CSI

s Comtech’s systems entity, CS| designs and integrates

telecommunication systems and equipment, manufac-

tured by it and other Comtech subsidiaries. The systems,
many of which are highly customized, are then marketed to domestic
and international customers, including commercial users, foreign
defense commands and systfem prime contractors.

Qur products include equipment for satellite, tropospheric scat-
ter and terrestrial line-of-sight microwave systems and networks.
Some of our recent sales have been to the oil and gas producing
companies, a large number of which are operafing in the North Sea
and South China Sea.

Qur tfropospheric scatter products, which use analog and digital
transmission technology. offer a wide range of choices from high
speed data to traditional analog fransmission. This ability to tailor
systems to specific needs, in conjunction with our extensive turnkey
systems experience, ongoing oil and gas projects and development
of satellite systems for developing nations, represent major opportu-

nities for CSI.

CSI CASsE STubpy

Most o0il and gas companies face the same
problem — how to effectively communicate with
off-shore facilities, given the separation of land
and ocean.

During 1993, CS1, under a contract from one
of the worlds largest oil and gas companies,
designed and installed the first ever Digital
Troposcatter Backbone Telecommunications sys-
tem network in the North Sea.

The system is comprised of long haul over-the-
horizon communication links connecting two
offshore gas production platforms with a shore-
based network managed by a United Kingdom
authority.

In an environment where safety is a major
concern, many oil and gas operators rely more on
unattended operation of the platform. Digital
remote control links handling voice and data
channels, using the latest adaptive tropospheric
scatter modem technology, provide automatic RF
power control and computer-based remote status

and fault alarm monitoring.




POWER SYSTEMS

TECHNOLOGY (PST)

William Liebman
President
PST

PST CASE SrTrupy

The development of wireless communications
products continues to explode. In March of 1993,
PST successfully entered this billion dollar mar-
ket with the award of a contract for bigh power
solid  stare  amplifiers  from  Interdigital
Communications Corporation (IDC).

Under the contract, PST will deliver broad-
band amplifiers for use in IDC’s U.S. and foreign
wireless telephone communications networks. The
PST amplifier will be part of a system consisting
of advanced digital radios and individual sub-
scriber stations.

We intend to become a major player in this

exciting arend.

mplifiers, which can be as tfiny as a microchlp In a hearing aid,

or as large as a multi-story building for transmission of signals

into space, are indispensable In the world of analog and digl-
tal signal processing. Their job is to amplify and falthfully reproduce signals to
greater power levels.

PST is a designer, developer and manufacturer of solid state high power
amplifiers for applications in wireless communication, high power component
testing. electronic defense, communications and intelligence and electro-
magnetic compatibility systems. Our products are sold to %omes‘ric and for-
eign commercial users, government agencies and prime contractors. Roughly
half our products are off-the-shelf, and the other half are customized.

During 19923, PST expanded ifs satellite communication product line with
its new slim-line ultra low phase noise up and down frequency converters,
operating in the C- and Ku-band frequencies.

We see our growth coming from the replacement of conventional tube
amplifiers with solid state amplifiers, the expanding commercial applications
of solid state ampllfler technology to higher frequencles, the growing electromag-
netic compatibility market, and our new low phase noise microwave frequen-
cy up and down converters directed at the growing INTELSAT and DOMSAT

satellite earth station markets.
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SCIENTIFIC POWER SYSTEMS (SPS)
|

PS wdas born out of the growing need for systems that test for
Electromagnetic Compatibility (EMC), or interference between
electronic devices. Such tfesting assures that electronic devices
and systems will operate in harmony with each other and neither be an
unreasonable source of electromagnetic interference nor be unreasonably
susceptible when operated in an expected electromagnetic environment.
Our misslon is to develop and manufacture state-of-the-art, automat-
ed, EMC test systems for commercial and defense applications. To this end,
SPS combines its own unique software and special confrollers with PST
power amplifiers to produce comprehensive and rellable systems,
Driven by new international standards for quallty and performance,
manufacturers of even the simplest electronic devices will have to demon-
strate EMC compliance. These regulations, coupled with the expansion and

proliferation of wireless communications and digital electronlcs, in virtually

every imaglnable commercial and consumer product, such as computers,

cellular telephones, radios, t.v.’s, medical products, aircraft, automobiles

Timothy A. D’Arcangelis

President and more, assures the need for SPS systems and expertise well info the

SPS twenty flrst century. The potentlal for SPS is exciting and we look forward to

sSPS CASE STUDY

One of our first contracts was awarded this
past September, from the U.S. Army, Aberdeen
Proving Grounds, and establishes SPS as a recog-
nized source of EMC systems.

The contract calls for SPS to deliver a complete
EMC radiated and conducted Immunity Test
System, including software, power amplifiers and

e ——

support equipment. Our system will be integrated
with existing customer equipment and will be

used to test and evaluate various systems such as,

sophisticated radar, fire control, digital and
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advanced communications equipments. With the
goal of mission success and the potential for life
threatening consequences, the importance of such
testing for susceptibility vo high fields of varying

[frequencies and power levels is unquestioned,
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Comtech Telecommunications Corp. and Subsidiaries

MANAGEMENT'S Discussion AND ANALYsIs OF FINANcCIAL CONDITION AND REsuLTs oF OPERATIONS

1

Results of Operations
Comparison of the Fiscal Years 1993 and 1992

Net Sales. Net Sales were $22,265,000 and $19,434,000 for the
fiscal years ended July 31, 1993 and 1992, respectively, repre-
senting an increase of $2,831,000. or 14.6%. This increase was
principally attributable to a $3,5654,000, or 35.2%. increase in
international sales partially offset by a $713,000, or 13.7%.
decrease in domestic commercial sales. International sales
represented approximately 62% and 52% of total net sales for
fiscal 1993 and 1992, respectively, Sales to agencies of the
United States Government or to end users by such agencies
(Government Sales) represented approximately 18% and
21% of the total net sales during such respective periods.
Increased net sales were primarily the result of increases in the
amount of equipment and systems sold rather than Increased
unit prices.

The Company attributes the decline in Government Sales
and orders principally to reduced United States defense
spending. The Company anticipates that United States defense
spending will remain at reduced levels for the forseeable
future. The Company expects that international sales will
remain a substantial proportion of its total sales.

Gross Margin. Gross proflt was $6,487.000 and $6.257,000 in
the fiscal years ended July 31, 1993 and 1992, respectively,
representing an Iincrease of $230,000, or 3.7%. Gross margins
decreased from 32,2% in fiscal 1992 to 29.1% in flscal 1993. The
net decrease in gross margin was primarily attributable to
lower gross margins on Government Sales, changes in product
mix and lower margins on our solid state amplifier products,

artially offset by reductions in the provision for contract

djustments which were no longer required. Gross margins in
other product areas remained relatively stable.

In general, gross margins are higher for sales of equipment
and subsystems than those for tropospheric scatter and
satellite systems sales. Systems sales include a relatively high
percentage of subcontracted equipment and subsystems fo
which the Company adds less value and upon which custo-
mers allow minimal markup. The Company’s strategy includes
Increasing the proportion of its total sales represented by
equlpment and subsystems.

selling, General and Administrative. Selliing. general and
administrative expenses were $4,420,000 and $4,262,000 in
flscal 1993 and 1992, respectively, representing an increase of
$158.000, or 3.7%. The increase was malnly attributable to a full
year of expenses assoclated with our new subsldiary, Scientific
Power Systems, Inc. and increased marketing and bid and
proposal activity. Selling. general and administrative expenses
as a percentage of net sales were 19.8% and 21.9% for flscal
1993 and 1992, respectively.

In general, equipment salesrequlre relatively higher selling.
general and administrative expenses than system sales. The
Company anticipates that selling. general and administrative
expenses will increase if equipment sales come to represent a
higher percentage of the Company’s sales,

Research and Development. Research and development
expenses were $314,000 and $423,000 in the fiscal years ended
July 31, 1993 and 1992, respectively. representing a decrease
of $109.000, or 25.8%. Research and development expenses as
a percentage of net sales were 1,4% and 2.2% in fiscal 1993
and 1992, respectively. The decrease in expenditures was
primarily due to a higher level of customer-funded research
and development, the cost of which is recoverable under the

ontracts to which such expenses relate and is not includead in

 $¥asearch and development expenses for financial reporting

purposes.

Whenever possible, the Company seeks customer-funding
for research and development to adapt the Company’s
products to speciallzed customer requirements. During the
fiscal years ended July 31, 1993 and 1992, the Company was
reimbursed $364.000, and $139.000, respectively, by customers
for such activities. representing 1.6% and 0.7% of total sales,
respectively. In general, research and development expenses
in tropospheric scatter and satelllte systems and solid state
high power amplifier products are customer-funded and are
included in cost of products sold. The Company anticipates
that research and development expenses will generally
increase if equipment and subsystem sales increase.

Operating Earnings. As a result of the foregoing factors,
operating earnings increased to $1,753,000 in fiscal 1993 from
$1,572,000 in fiscal 1992, an increase of $181,000, or 11.6%.
Operating earnings as a percentage of net sales decreased
to 7.9% in fiscal 1993 from 8.1% in fiscal 1992.

Interest Expense. Interest expense was $321,000 and $233,000
in the fiscal years ended July 31, 1993 and 1992, respectively.
The increase of $88,000, or 37.8%, was the result of a full-year of
lease expense in fiscal 1993 versus seven months in fiscal 1992
for the Company’s headquarters and production facility in
Melville, New York. The lease is being accounted for as a
capitalized lease, which, stated generally, reqQuires the alloca-
tion of the lease payments to interest and depreciation
expenses. The lease was entered into in December 1991,

Interest Income. interest income for the fiscal year ended
July 31, 1993 was $47.000 compared with interest income of
$77.000 for the fiscal year ended July 31. 1992, This decrease
was primarily due to lower average cash balances throughout
fiscal 1993.

Provision for Income Taxes. The provision for income taxes
was $45.000 in fiscal 1993, compared to $123.000 in fiscal
1992. The Company’s effective tax rate of 3.0% and 8.7% in
flscal 1993 and 1992, respectively, principally relates to state
income taxes and a Federal provision for alternative minimum
taxes. In 1992 and 1993, the Company was able to use its net
operating loss carryforwards (NOL Carryforwards) for United
States Federal income tax purposes.

At July 31, 1993, for financial and tax purposes, the Company
has NOL Carryforwards of approximately $8.418,000 and
$8.,657.,000, respectively, which expire during the period 1999
to 2004. The difference between these two carryforward
amounts is princlpally a result of certain provisions estab-
lIshed for financial reporting purposes which are not currently
deductible for income tax purposes. The Company also has
general business tax credit carryforwards of approximately
$440,000 at July 31, 1993 which expire through 2002,

In accordance wlth Section 382 of the Internal Revenue
Code of 1986, as amended (the Code), as it applies to the
NOL Carryforwards and Section 383 of the Code (as it applies
to the general business tax credit carryforwards), a change in
more than 50% in the beneficial ownership of the Company
within a three-year period (an Ownership Change) will place
an annual limitation on the Company’s ability to utilize its
existing NOL Carryforwards and general business tax carry-
forwards (together, the Carryforwards) to offset Unlted States
Federal taxable income in the current and future years.
Generally, such limitation would be equal to the value of the
Company as of the date of the Ownership Change multiplied
by the Federal long-term tax exempt interest rate, as pub-
lished by the Internal Revenue Service. The United States
Treasury Department issued Proposed Regulations in Novem-
pber 1992 and Final Regulations in October 1993 which super-
sede previously issued Temporary Regulations interpreting
Section 382 and 383 and certaln Proposed Regulations issued
in November 1992 have not yet been adopted as Final Regula-
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flons. The Company does not believe that an Ownership
Change has occurred due to changes in the beneficial owner-
ship of the Company’'s Common Stock in the current three-
year testing period immediately prior to the completion in
July 1993 of the Company’'s Common Stock Offering (the
Offering) pursuant to either the Final, Temporary or Proposed
Regulations. Additionally, the Company does not believe that
the Offering resulted in an Ownership Change pursuant to
either the Final, Temporary or Proposed Reguiations. However,
the Offering increases the likelihocod that future changes in
stock ownership (including changes resulting from the exer-
cise of outstanding options and warrants) may result in limita-
tions on the Company’s ability fo use the Carryforwards in the
future. In the event the Offering caused an Ownership Change,
the Company believes that the maximum annual amount of
taxable income that could be reduced by the Carryforwards
would be approximately $450,000, in addition to any built-in
gains, NOLs and credits generated subsequent to the Owner-
ship Change.

At present, the Company accounts for income taxes under
SFAS 96 “"Accounting for Income Taxes.”’ In February 1992, the
FASB issued Statement 109, also titied “"Accounting for Income
Taxes.”” SFAS 109 is effective for years beginning after Decem-
ber 15, 1992 and earlier adoption is permitted. SFAS 109 can
be adopted by retroactively restating financial statements for
any number of consecutive years before the effective date. In
the earliest year restated, orin the year of adoption if no years
are restated, the effect of initially applying this new pro-
nouncement isreported as the cumulative effect of a change
in accounting principle in the results of operations.

Upon adoption in fiscal 1994, the Company plans to apply
the provisions of the statement without restating prior years’
financial statements. It is anticipated that adoption of State-
ment 109 will not have a material impact on the resulits of
operations, as the deferred tax asset resulting from the effect
of the NOL Carryforward would be subject to a 100% valuation
allowance, as a result of the potential limitation of their
utillzation under Section 382 and 383 of the Internal Revenue
Code.

During fiscal 1991, the Company received an income tax
refund from the Internal Revenue Service of approximately
$817.000 relating to certain tax adjustments made for one of
the Company’s previously owned subsidiaries. Accordingly,
the Company recorded the income tax refund as a reduction
of income tax expense of $351,000 and approximately $466,000
as interest income.

Comparison of Fiscal Years 1992 and 1991

Net Sales. Net sales were $19,434,000 and $18.333,000 for the
fiscal years ended July 31, 1992 and 1991, respectively, repre-
senting an Increase of $1,101,000, or 6.0%. This increase was
principally attributable to a $1.990,000, or 24,4% increase in
international sales and a $151,000, or 3.9%, increase in sales to
agencies of the United States Government or to contractors
or subcontractors with such agencies (Government Sales).
This increase was partially offset by a $1,040,000, or 16.6%,
reduction in domestic commercial sales. International sales
represented approximately 52% and 45% of total net sales for
fiscal 1992 and 1991, respectively. Government Sales repre-
sented approximately 21% of the total net sales in both fiscal
1992 and 1991. Increased net sales were primarily the result of
increases in the volume of equipment and systems sold rather
than increased unit prices.

Gross Margin. Gross profit was $6,257,000 and $5,766,000 in
the fiscal years ended July 31. 1992 and 1991, respectively,
representing an 8.5% increase, The increase in gross profit
was due to an increass in both total net sales and in gross
marglins. Gross margins increased from 31.5% in fiscal 1991 to
32.2% in fiscal 1992, The increase in gross margin was due to
both a change In product mix (a greater proportion of higher
margln satellite communication equipment sales) and
increased margins on specific product lines. While gross
margins declined on sales of tropospheric scatter systems,
satellite communications equipment margins improved.
Gross margins on the sales of the solid state high power
amplifier product line in fiscal 1992 were relatively consistent
with fiscal 1991.

Selling, General and Administrative. Selling. general and
administrative expenses were $4,262,000 and $4,365,000 in
fiscal 1992 and 1991, respectively, representing a decrease of
$103,000, or 2.4%. Selling., general and administrative expenses
as a percentage of net sales were 21.9% and 23.8% for fiscal
1992 and 1991, respectively. This decrease was mainly attribo-
utable to a reduction in product sales subject to sales com|
missions. which weare primarily sales of solid state high power
amplifier products.

Research and Development. Research and development
expenses were $423,000 and $224,000 in the fiscal years ended
July 31. 1992 and 1991, respectively, representing an increase
of 88.8%. Research and development expenses as a percent-
age of net sales were 2.2% and 1.2% in fiscal 1992 and 1991,
respectively. The increase in research and development
expenditures was due primarily to development of light-weight
“Fly Away’” C-band and Ku-band satellite antenna systems
that communicate with DOMSAT and INTELSAT satellites used
for breaking or major news coverage, low phase nolse micro-
wave frequency synthesizers for use in satellite frequency up
and down converters, and a feasibility development study of
a digital adaptive modem for troposcatter communications
applications.

Operating Income. As a result of the foregoing factors,
operating income increased to $1,5672,000 In fiscal 1992 from
$1,177.000 in fiscal 1991, an increase of $395,000, or 33.6%,
and operating Income as a percentage of net sales increased
to 8.1% in fiscal 1992 from 6.4% for fiscal 1991.

Interest Expense. Interest expense was $233,000 and $137,000
in the fiscal years ended July 31, 1992 and 1991, respectively.
The increase of $96,000, or 70.1%, was the result of accounting
for the leass for the Company’s new corporate headquarters
and production facility in Melville, New York as a capitaiized
lease which, stated generally, requires the allocation of the
lease payments to intferest and depreciation expenses. The
lease was entered into in December 1991.

Interest Income. Interest income for fiscal yaears ended July

31, 1992 was $77.000 compared with interest Income 0,19

$597.,000 for the filscal year ended July 31, 1991. This decrease
of $520,000, or 87.1%, was principally the result of $466,000 in
interest received In fiscal 1991 from an Income tax refund
from the Internal Revenue Service relating to certain tax
adjustments made for a previously owned subsidiary,

Provision for Income Taxes. The provision for income taxes
was $123.,000 in fiscal 1992, compdared to a net tax benefit of
$241,000 in fiscal 1991. The fiscal 1991 tax benefit resulted
from the income taxrefundreceived from the Internal Revenue
Service noted above, which resulted in a $351,000 reduction
of the provision forincome taxes. The Company’s effective tax
rate of 8.7% in fiscal 1992 principally relates to state income
taxes. as the Company was able to use its net operating loss
carryforwards (NOL Carryforwards) for United States Federal
income tax purposes, At July 31, 1992, the NOL Carryforwards
available for financial reporting and Federal income tax
purposes were $9,897,000 and $9,437.000, respectively.

Liquidity and Capital Resources

For the fiscal year ended July 31, 1993, the Company’s cash
position increased by $7.893.000, from $398,000 at July 31,
1992 to $8,291.000 at July 31, 1993, Operating activities
provided $2,888,000 in cash, as a result of net earnings. as
adjusted for depreciation and other non-cash charges, the
release of restricted cash securing letter of credit obligations
and a reduction in accounts receivable, which were partially
offset by reductions in accounts payable and accrued
expenses. For the fiscal year ended July 31, 1993, the release
of restricted cash securing letter of credit obligations resulted
in a $1,036,000 increase in cash.

Accounts receivable were $4,694,000 at July 31, 1993 as
compared to 57,806.000 at July 31. 1992 net of an allowance
for doubtful accounts of $136.000 and $152.000, respectively|
Of these amounts, $2.384,000 and $3,181.000. respectively,
represented amounts due from customers for products and
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services rendered as of July 31, 1993 and July 31, 1992, and
the balances of $2,308.000 and $4,625,000. respectively.
represented unbilled amounts for sales recorded on a
percentage-of-completion basis as of such dates. Of the
$3.112,000 decrease In accounts recelvable, $795,000 repre-
~sented a netreduction In bllled accounts receivable, and the
mainder of $2,317,000 represented a net reduction in unbilled
accounts receivable. These reductions were primarily attribut-
able to the completion of several major contracts in fiscal
year 1993, which contracts had resulted in significant bllled
and unbilled accounts recelvable balances outstanding at
July 31, 1992, The portion of accounts receivable represented
by unbilled accounts receivable will vary at any time as a
function of the volume of contracts being performed by the
Company that are accounted for on a percentage-of-com-
pletion basis. The Company believes that its allowance for
doubtful accounts is sufficient based on past experience and
the Company’s credit standards. Additionally, the Company
generally requlres international customers to secure their
obligations by letters of credit.

Inventory leveis of materials and components and work-in-
process were relatively constant, with balances of $3,261,000
and $3.522,000, at July 31, 1993 and July 31, 1992, respec-
tively, The Company generally operates on a job-order cost
basis; that is, costs are incurred as work-in-process inventory
for specific contracts or "jobs” and, accordingly. will vary as a
function of the Company’s order backiog. The only general
Inventory that the Company maintains is for basic compo-
nents which are common for most of its products. The value of
this general inventory was $421,000 and $321,000 at July 31,
1993 and July 31, 1992, respectively.

Accrued expenses and other current liabllities were
$1.671,000 at July 31, 1993 and $4,341,000 at July 31, 1992,
representing a reduction of $2,670.000. Accounts payable
were $2,337.000 at July 31, 1993 and $3,249,000 at July 31,
1992, representing a net decrease of $912,000. The primary
reason for the decrease in accrued expenses and other
current liabilities was a reduction in the customer advances
account of $2,235,000 due to the shipment of the equipment
and services for which the advances had been received. The
halance of 5435,000 results primarily from reductions In pre-

lously provided provislons for contract adjustments which
were no longer required. The entire $912,000 net decrease in
accounts payable, resuited from the application of the funds
provided by collection of accounts receivable.

Investing activities generated $5,351.,000 of cash, principally
resulting from the Company’'s offering of common stock in
which it sold 1.000.000 shares, generating net proceeds of
$5,657,000 net of underwriter’'s commissions and other
expenses,

SeELecTtep ConsoLiDATED FinanciaAL DATA

Netsales................o.coia

Operating earnings (ioss)
Earnings (loss) before extraordinary gain and
provision or benefit forincome taxes .............cco..
Net inComMe (108S) .ttt ettt r i naaeans
Earnings (loss) per share (1)
Earnings (loss) before extraordinary gain .
EXTraordinary GGl .. oottt eien e iatnarnns

Net income (1088 ). .. i it et eiee e

TOTA| ASSOTS i wivaie 5o s « o v v v vroasens o BRAHOIERERIE « Ba B )
Working cApit@l ..o e e
Long-term debt, excluding current installments.. e

‘ Stockholders equUity ..ottt i it e eai i aaeas

All of the Company’s cash Is Invested in instruments maturing
in 90 days or less. At July 31, 1992, $1,036.000 of cash was
restricted. Of this amount, $866,000 was being used to secure
a letter of credit established to secure a down payment the
Company recelved on one of Its contracts. These funds, which
are usually proportionally released as shipments are made,
were fully released during fiscal 1993. The balance of the
restricted cash of $170.000 was used to secure a letter of credit
which collateralized a performance bond required under
another contract. This performance bond expired in April
1993.

From time to time the Company utilizes short-termm bank
flnancing to fund its working capital requirements. During the
fiscal year ended July 31, 1993, the Company increased its
credit facility with its bank. The $4,500,000 facillty will remain
in effect until November 30, 1993 and is secured by liens on all
corporate personal property, as defined in the credit facllity
agreement. The Company expects to renew or replace the
facility prior to its expiration:; however, there can be no
assurance that the Company will be able to renew orreplace
such facility on terms acceptable to the Company or at all.
The current facility is comprised of two components: a
$3.000.000 working capital line and $1,500.000 for standby
letters of credit. The interest rate for this facility Is at 1% above
the alternate base rate which Is defined as a rate per annum
equal to the higher of the prime rate In effect on such day or
the Federal Funds rate in effect on such day pius 1/2%. The
Company is required to pay a facility fee equal to 1/4% per
annum of the unused portion of the working capital line. In
addition, the Company is required to pay a fes of 1-3/4% per
annum of the aggregate outstanding balance of any standby
letters of credlIt. The facility contains a covenant requlring the
maintenance of a minimum debt/equlty ratio. Any advances
in excess of $1,000,000 under the working capltal iine must be
approved by the bank and be used exclusively to fund
speclfic contracts. At July 31, 1993, the interest rate for the
facility was 7% and there were no direct borrowings or letters
of credit outstanding.

The Company believes that its current cash position, funds
generated from operations and funds available from its
existing credit facility, collectively. would be adequate to
meet the Company’s requirements for worklng capital and
capital expendltures at current operating levels at least
through the end of the 1994 fiscal year. The Company intends
to use the net proceeds from its recent sale of common stock,
principally for working capital purposes, including the general
expansion of Its business, the development of new products,
the acquisitlon of additional product lines and/or companies
in allied or synergistic businesses and other general business
purposes,

Year Ended July 31,

(in thousands except per share amounts)

1993 1992 1991 1990 1989
$ 22,265 $19.434 $18.333 $18,215 $10.593
1,753 1.572 1,177 1,022 (1.018)
1,479 1,416 1.637 809 (612)
1,434 1,293 2,518 784 (612)
1.07 1.03 1.54 .64 (.50)
— a— .52 —_ —
1.07 1.03 2.06 .64 (.50)
20,397 16,761 8,506 13,562 8,804
11,988 4,935 4,091 1.282 1.081
2,760 2,832 697 720 1.675
13,214 5,999 4,705 2,185 1.400

No cash dividends bave been declared on the Company's Common Stock during any period presented.

(1) Earnings per share data presented bhas been adjusted retroactively for the Company's 1 for S share reverse stock split on January 8, 1991,




Comtech Telecommunications Corp. and Subsidiaries
ConsoLIDATED BALANCE SHEETS

Assets

Current assets:
Cash and cash eqQuUIVAIENTS ... i e s it
Restricted cash securing letter of credit obligations.............ociiiiiiiiiiiiiiiianiinann
Accounts receivable, less allowance for doubtful accounts of

$136,000 in 1993 and $152,000 iN 1992 .. i ittt iia et asiiaaaiaseanaiannis

INVENTOIIES, NOT L e e et i iiien e i eaearann s aliee o alee e en s sa0aNaTsbslnma 66 5140 5w Sa 608 TS
Prepaid expenses and other current Assets .......... i ittt irirrrnrrrrsssrararanararas

Total current assets ........... e i e

Property, plant and equlpment, net........ T —
OTNOF ASSOTS L mnrromnsmnmsrmme s s s Ers=ams s riisbogtssssastnssessssassssstssssrsasassnsranssvisasessasssns

Total ASSOTS wiminuim swisammmis vy e e s amle ey e R R S e e R e e e

Liabilities and Stockholders’ Equity
Current llabilities:
Current installments of long-term debt (including payable to related
party of $263,000 in 1993 and $239,000 in 1992)
ACCOUNTS PAYADIE .yt ca ittt i e ia e e e s e gt i e e s e s e ey

Accrued expenses and other current liabilitieos........... oo Ve
TotaAl CUrrent [1ABINTIES iz siamiamsmimivsse e e e s iy e s ey yaene s o e s s s

Long-term debt. tess current Installments (including payable to
related party of $2,471,000 in 1993 and $2,734.,000 iNn 1992) ... ciciieiiianeniiiinaiiaanns

Commitments and contingencies (note 12)

Stockholders’ equity:
Preferred stock, par value $.10 per share; shares authorized and
unissued 2,000,000 .., .. ottt ar e e e e
Common stock, par value $.10 per share; authorized 4,000,000 shares; issued
and outstanding 2,292,144 shares in 1993 and 1,235,844 shares in 1992 .....
Additional paid-in cApital.... ..o i i i i i i e e e e
Accumulated defiCIT .. cu. . @i oo e e b eTivio e SBieeee iss oo GBige s (il eaeabBlessssensnnnenss i EREAIEEFT

Less:
Treasury stock (15,000 shares in 1993 AN 1992, . .iuuiiriariniririeraiisssssriiarinerienes
Deferred cOmMpPensAtioN EXOENSE ... . ittt iiiiaariieistearineisasissssssasssinns T

Total llabllities and stockholders’ equity......

See accompanying notes to consolidated financial statements.

July 31.
1993 1992
$§ 8,291,000 S 398,000
—_ 1,036,000
4,694,000 7.806,000
3,261,000 3.5622,000
165,000 103,000
16,411,000 12,865,000
3,913,000 3.809,000
73,000 87,000
$20,397,000 $16,761.000
$ 415,000 S 340,000
2,337,000 3.249,000
1,671,000 4,341,000
4,423,000 7.930,000
2,760,000 2,832,000
D

229,000 124,000
20,617,000 14,788,000
(7,299,000) (8.733.000)
13,547,000 6.179,000
(180,000) (180,000)
(153,000) —
13,214,000 5,999,000
$20,397,000 $16,761.000
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Comtech Telecommunications Corp. and Subsidiaries

CONSOLIDATED STATEMENTS OF OPERATIONS

Costs and expenses:
Cost Of 8AlES .. it e e
Selling, general and administrative................
Research and development.......c.cooiviiieieeeinn.s

Operating earnings ... .. iasssanesesi i vivirs iy

Other expenses (income):
Interest expense ............... i
Interest income ............... T B e

Earnings before extraordinary gain and provision (benefit)

forincome taxes........... E O Y g R S
Provision (benefit) for income taxes

Earnings before extraordinary gain ...................
Extraordinary gain, net of income taxes.............

Net iNnCoOmMe. ... i aenaias

Earnings per share:
Earnings before extraordinary gain ................

Extraordina@ry gain. ..o iiiii e

Net earningspershare ..........ooooviiiiiiiiienn .

Weighted average number of common and
common equivalent shares ocutstanding.........

See accompanying notes to consolidated financial statements,

Years ended July 31.

1993 1992 1991
$22,265,000 $19.434,000 $18.333,000
15,778,000 13.177.000 12,567,000
4,420,000 4,262,000 4,365,000
314,000 423,000 224.000
20,512,000 17.862,000 17,166,000
1,753,000 1,572,000 1,177,000
324,000 233.000 137.000
(47,000) (77.,000) (697.000)
1,479,000 1.416,000 1.637,000
45,000 123.000 (241.000)
1,434,000 1,293,000 1,878,000
—_ — 640,000
$ 1,434,000 $ 1,293,000 $ 2.518.000
1.07 1.03 1.54
— — .52
$ 1.07 $ 1.03 $ 2.06
1,346,000 1.256,000 1,220,000




Comtech Telecommunications Corp. and Subsidiaries
ConsoLIDATED STATEMENTS oF CaAsH FLows

Cash flows from operating activities:
NeT IMC O ORFEFEEETET: FEEEERTE: FIEEEITEE: T A T T e e FL T T e ah
Adjustments to reconcile net Income to net cash provided by
(used in) operating activities:
Depreciatlon and amortizatlon ... ..o iiiiiiiaiin i cian i
Provision for (recovery of Ybad debts .............ooiiiiiiiiii e
Provision for (reduction of) reserve for inventory
obsolescence. ... ... e e
Amortization of deferred compensation ..........ccooiiiiiiiiiiin
Issuance of warrants In connection with settlement of
Premier litigation .........oooioiiiiiiia ol .
Gain on extingulshmentofdebt. ...

Changes in assets and liabilities:
Restricted cash securing letter of credit obligations ..........
Accountsreceivable ........... ..o i

L LY =T Y o 1 =T
Advances to subcontractors

Prepaid expenses and other current assets................ ...
Otherassets . ...t e

Accounts payable
Accrued expenses and other current llabilitles .................
(@ oY= T T 1 1=

Net cash provided by (used in) operating activitles .......

Cash flows from investing activities:
Purchases of property, plant and equipment..... R PRI Y =y Th
Purchases of short-term Investments............c.oiiiiiii e
Proceeds from maturity of short-term investments .....................

Net cash (used in) provided by investing activities.........

Cash flows from financing activities:
Borrowlngs under ilne of credlt faclllty ........ooooiiiiiiiiiiii i eiiniina
Repayments of borrowings under line of credit facility ...............
Principal payments on long-termdebt ........ oo

Princlpal payments on short-term borrowings

Proceeds from Issuance of common stock:
U] =] Ko oY i =Y 51 o ¥ T R
3 e T o T o & i o o T 3 O e
Restricted stock .

Net cash provided by (used in) flnancing activitles........

Net Increase (decrease) in cash and cash equivalents ................
Cash and cash equivalents at beginning of perlod......................

Cash and cash equivalentsatend of period ............cooiiiiiiiiiiinnn,

Supplemental cash flow disclosure
Cash pald during the period for:
INTEIEST . .. o v oiwms 7T mrer e o o s ma S i £ e, T SR TR S TF o, B s e vy s

INCOMO TAXOS unniam bt sobsnmaio b s a:ekess B e e NS4 40T @A e 8N S

See accompanying notes to consolidated financial statements.

Years ended July 31,

1993 1992 19914

$ 1,434,000 $ 1,293,000 $ 2,518,000
591,000 411,000 328,000
€16,000) 12,000 24,000
(40,000) 53,000 —
34,000 = —
50,000 =5 i

s = (686,000)
1,036,000 (817,000) 1,093,000
3,128,000 (4.244.000) (743.000)
301,000 (1.335,000) 23,000

= —= 1,104,000

(62,000) 13,000 28,000
14,000 (7.000) 268,000
(912,000) 2,455,000 (1.670.000)
(2,670,000) 2,220,000 (2.279.000)
- (63,000) (65,000)
2,888,000 (9.000) (57.000)
(346,000) (343,000) (95,000)

- — (778.000)

- 778,000 =
(346,000) 435,000 (873.000)
1,700,000 = =
(1.700,000) - -
(346,000) (234,000) (800,000)

— — (1.200,000)
5,657,000 == ==
15,000 1,000 2,000
25,000 — =
5,351,000 (233,000) (1.998,000)
7,893,000 193,000 (2,928,000)
398,000 205,000 3,133,000

$ 8,291,000 $ 398,000 $ 205,000
$ 321,000 S 233,000 $ 137.000
$ 125,000 $ 88,000 $ 131.000




Comtech Telecommunications Corp. and Subsidiaries
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EauiTty

P

Years ended July 31, 1993, 1992 and 1991

- : " Addltional T Deferred Stock-
ommon Stec paid-in Accumulated reasury stock compen- holders’
Shares Amount capital deficit Shares Amount sation equlty

Balance July 31,

1990, 6,174,221  $ 617,000 $14,292,000 $(12.544,000) 75,000 §$ (180.000) $ — S 2,185,000
Shares issued in

connection with

stock option

agreement ......... ..., 600 —_ 2,000 — — == — 2,000
One for five

reverse stock

spllt, January 8,

199 Nssswzam. - Lierawan veven (4,939.377) (493,000) 493,000 — (60,000) — — —
Net income ,........co0nuin . — — — 2,5618.000 — — — 2,618,000

1991, ..o ieens cuwiny 1,235.444 124,000 14,787,000 (10,026,000) 15,000 (180.,000) —_ 4,706,000
Shares issued in

connection with

stock option

agreement ..o 400 — 1.000 — —_ —_ —_ 1.000
Net Income ,......coovivinis — — — 1,293,000 — — — 1.293.000

Balance July 31,

1992, ... 1.235.844 124,000 14,788,000 (8.733,000) 15,000 (180.000) — 5,999,000
Shares Issued In

connection with

public offering

‘ of common

stock... q. ... s 1.000,000 100,000 5,557,000 — — — - 5,657,000
Warrants issued in

connectlion with

seftlement of

Premier

litigation ..o — —_ 50,000 — — — _ 50,000
Restricted shares

issued pursuant

to employment

agreement ....... 50,000 5,000 207,000 — — — (187,000) 25,000
Amortization of

deferred

compensation........... — - —_ — —_ —_ 34,000 34,000
Shares issued in

connection with

stock option

agreements ......oo.iin 6,300 —_ 156,000 - —_ - —_ 15,000
Net Income .....covvinnannss —_ —_ — 1,434,000 — — — 1,434,000

Balance July 31,
1993, cvrisnnsssiinss ey 2,292,144  $ 229,000 $20.617.000 $ (7.299,000) 15,000 $ (180,000) $(153,000) $13,214,000

See accompanying notes to consolidated financial statements,




Conitech Telecommunications Corp, and Subsidiaries

NoTtes To ConsoLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting and Reporting Policies

(a) Principles of Consolidation

The accompanying consolidated financial statements in-
clude the accounts of Comtech Telecommunications Corp.
and its subsidiaries (the Company), all of which are wholly-
owned. All signiflcant intercompany balances and trans-
actions have been eliminated.

(b) Nature of Business

The Company is engaged in the design, development,
manufacture and installation, for commercial and govern-
ment applications, of high technology communications and
radio frequency amplifier equipment.

(c) Revenue Recognition

Saies on long-term, fixed price contracts, including pro-
rata profits, are generally recorded based on the relationship
of total costs incurred to date to total projected final costs or,
alternatively, as progress billings or deliveries are made. Sales
under cost relmbursement contracts are recorded as costs
are incurred.

Sales on other contract orders are recognized under the
units of delivery method. Under thils method, sales are re-
corded as units are dellvered with the related cost of sales
recognized on each shipment based upon a percentage of
estimated final contract costs. Contract costs include materlal,
direct labor, manufacturing overhead and other direct costs.
Retainages and estimated earnings in excess of amounts
billed on certaln multi-year programs are reported as unbllled
receivables.

Sales not associated with long-term contracts are generally
recognized when the earnings process is complete, generally
upon shipment or customer acceptance.

Provision for estlmated losses on uncompleted contracts
are made in the period in which such losses are determined.

(d) Cash Equivalents

Cash equivalents consist of highly liquid direct obligations
of the United States government with a maturity at acquisi-
tion of three months or less. These investments are carried at
cost plus accrued interest, which approximates market.

(e) Statement of Cash Flows

In December 1991, the Company entered into a ten-year
lease agreement for its corporate headquarters and Melville
production facility. For financial reporting purposes, the Com-
pany has capitaiized this lease at Inception In the amount of
$2,450.000, net of deferred interest of $1,345,000. Additionally,
the Company acquired equipment financed by capital leases
in the amounts of $349,000, $133,000 and $124.000 in 1993,
1992 and 1991, respectively. In July 1993, the Company issued
a warrant to purchase up to 100,000 shares of common stock
in connection with the settlement of the Premler Microwave
litigation (note 12(c)).

(f) Restricted Cash Securing Letter of Credit Obligations

At July 31, 1992, the Company was contingently liable
under outstanding letters of credit, which wers required under
the terms of certain contracts. In 1993, upon contract com-
pletion, the letters of credit were released.

(g) Inventories

Work in process inventory reflects all accumulated pro-
duction costs, which are comprised of direct production costs
and overhead, reduced by amounts attributable to units
delivered. These Inventories are reduced to their estimated
net realizable value by a charge to cost of sales in the period
such excess costs are determined.

Raw materials and components and work-in-process inven-
tory associated with short-term contracts and purchase orders
are stated at the lower of cost or market, computed on the
first-in, first-out (FIFO) method.

(h) Depreciation and Amortization

The Company’'s plant and equipment, recorded at cos‘ﬂ.\

r
are depreclated or amortized over their estimated usef

lives (building and Improvements - 40 years, equipment -
three to eight years) under the straight line method. Capital-
ized values of properties under leases are amortized over the
lIfe of the lease or the estimated life of the asset, whichever is
less.

(i) Research and Development Costs

The Company charges research and development costs to
operations as incurred, except in those cases In which such
costs are reimbursable under customer-funded contracts,

(i) Income Taxes

The Company has adopted Statement of Financial Ac-
counting Standards No. 96 “Accounting for Income Taxes’’ for
financial reporting purposes. Where appropriate, the Com-
pany provides deferred income taxes for the tax effects of
transactions which are reported in dlfferent periods for finan-
cial reporting purposes than for income tax purposes. At July
31. 1993 and 1992, no deferred taxes are recorded because
of the exlstence of net operating loss carryforwards. Benefit
for such carryforwards Is recorded when utilized and is ac-
counted for as a reduction of the provision for income taxes.

(k) Earnings Per Share

Earnings per share are based on the weighted average
number of common and common equivalent shares (if dilu-
tive) outstanding during each year. The assumed exercise of
warrants and options was not reflected in the computation
for the year ended July 31, 1991 because the impact of such
assumed exercise would have been Immaterial. Fully diluted
per share information has been omitted because It does not
differ materlally from primary earnings per share.

() Reclassifications
Certain reclassifications have been made to the prior perlod
financial statements to conform to the 1993 presentation.

(2) Accounts Receivable ‘ 'e)
Trale

Accounts receivable consist of the following at July 31,
1993 and 1992;

1993 1992

Accounts recelvable from
commerclal customers ............ eaa $4,924,000 $3,080,000
Unbllied receivables (Including

retalnages) on contracts-in-progress ... 2,308,000 4,625,000
Amounts receivable from the Unlted

States Government and its agencies ... 601,000 253,000

4,830,000 7,958,000

Less allowance for doubtful accounts ,, .. 136,000 152,000

Accounts recelvable, net ..... vesss 54,694,000 S$7.806.000

Substantially all of the unbilled balances will be billed and
collected during fiscal 1994,

(3) Inventories

Inventories consist of the following at July 31, 1993 and
1992:

1993 1992
Raw materials and components .......4. $ 421,000 $ 321,000
WOTK-iN-ProCoesS v vvieivenneens ey Wi e 3,568,000 3,301,000
3,989,000 3,622,000
Less:
Progress payments ....eesesessnnannns 668,000 —
INnventory reserves .......oevees - 60,000 100,000

Inventories,. net ...uvuvuens Tesessens $3,261,000 $3.522,000

R




(4) Property, Plant and Equipment

Property, plant and equipment consists of the following:

1993 1992

Land ........... i ee e e Vinee 8 40,000 - 40.000
Midings and ImMmprovements «...oeenas . 320,000 320.000
wlpment oL i i 6,380,000 6,124,000
Leasehold Improvements .. ........ wuaa 247,000 481,000
Facllities flnanced by capltal leases ., ... 3,365,000 3,365,000
Equipment financed by capitai leases ... ... 1,652,000 1,303,000
14,974,000 11,633,000

Less accumulated depreclation
and amortzation «....ve e A 8,061,000 7.824,000
$ 3,943,000 $ 3.80%.000

Depreciation and amortization expense on property, plant
and equipment amounted to approximately $591.000, $411,000
and $328,000 for the years ended July 31, 1993, 1992 and
1991, respectively.

(5) Accrued Expenses and Other Current Liabilities

Accrued expenses and other current llabllities consist of
the followlng at July 31, 1993 and 1992:

1993 1992
Customer advances and deposits veuveeseas $ 145,000 $2.350.000
Accrued wages and beneflts .....veereans 795,000 463,000
Provislon for contract adjustments ........ 50,000 520,000
Other «..vvauu. s e e eae 741,000 B80E.000

$4.,674,000 $4,341,000

(6) Line of Credit Facility

The Company has a $4.5 million credit facility with a
financial institution which explres on November 30, 1993. The
facility is comprised of two components: a $3,000,000 working
capital Ilne and $1,500,000 for standby letters of credlt. The
working capltal line Is secured by all corporate personal

roperty, as defined in the facllity agreement and the out-
z}_':ndlng balance of standby letters of credit must be fully

ycured by cash deposits held in accounts domiciled In the
financial institution. The Interest rate for this facility is at 1%
above the alternate base rate, which is a rate per annum
equal to the higher of the prime rate In effect on such day or
the Federal Funds rate in effect on such day plus %%. The
Company is requlred to pay a facility fee equal to %% per
annum of the unused portion of the working capital line. In
addition, the Company is required to pay a fee of 14% per
annum on the aggregate outstanding balance of any stand-
by letters of credit. The facility contains a covenant requiring
the maintenance of a minimum debt/equity ratio. Any
advances in excess of $1.000,.000 under the working capital
line must be approved by the financial Institutlon and be
used exclusively to fund speclfic contracts. At July 31, 1993,
the interest rate for the facility was 7% and there were no
dlrect borrowings or letters of credit outstanding.

(7) Long-Term Debt

Long-term debt consists of the following at July 31, 1993
and 1992:

1993 1992

Obllgations under capltal 16Qses . ..vvevvss $3,175,000 $3,172.000

Less current Installments ...... Ceeraasasas 415,000 340,000

$2,760,000 $2,832.000

The obligations under capltal leases relate to the St. Cloud,
Florida and Melville, New York facllities, as well as certain
equipment, the net carrying value of which was $3,118,000 at
July 31, 1993.

¢

Future minimum lease payments under capltal leases as of
July 31, 1993 are:

Years ending July 31.;

1994 ... . IR P RN R csssaee S 693,000
1995 (.oiienaen e veesreensemn BT 651,000
1996 tiiveeieiiiieannanas PR S 1 TYU TPty e 620,000
1997 ..oovne . . . Crereeean wiealainie el 564,000
1998 ...... Ceitiicerrecen s e mE s we 534,000
Thereafter ........v0veees seesen s T T s aa 1,319,000
Total mIinlmum Iease payments ...... swe s e e v 4,381,000
Less amounts representing Interest
(at rates varylng from 6.8 t0 13.4%) .. veuens R 1,206,000
3.175.000
Less current INnstallments fieeesaiariavnesasamuianssssss 415,000

Obllgations under capltal leases, net
of current instaliments ........ Cenmraserserr s s 200,000

In September 1988, the Company sold and simultaneously
leased back its St. Cloud, Florida facllity for $600,000, com-
prised of $450,000 in cash and a $150,000 Interest-bearing
note payable. The buyer/lessor is a partnership in which one
of the Company’s officers Is a general partner. The $150,000
note provided for a five-year term with semi-annual install-
ments of principal and interest. which was satlsfled at July
31, 1993. The lease |Is for a ten-year period and provides for
annual rentals of approximately $167.000 for fiscal 1993,
subject to annual adjustment. For financlal reporting pur-
poses, the Company has capltalized this lease at Inception
In the amount of $840.,000, net of deferred interest of $492.000.
The outstanding balance at July 31, 1993 and 1992 approx-
imated $536,000 and $611.,000, respectively.

In December 1991. the Company and a partnership con-
trolled by the Company’s Chairman and Chlef Executlve
Offlcer entered into an agreement in which the Company
leases from the partnership its corporate headquarters and
Melville production facility. The lease is for a ten-year period
and provides for annual rentals of approximately $387.000 for
filscal 1993 subject to annual adjustments equal to the lesser
of 5% or the change in the Consumer Price Index. For financial
reporting purposes, the Company has capitalized this lease
at inceptlon in the amount of $2,450.000, net of deferred
interest of $1,345,000. The outstanding balance at July 31,
1993 and 1992 approximated $2,198,000 and $2.362.000,
respectively.

(8) Income Taxes

The provision (benefit) for income taxes conslsts of the
following:

Years ended July 31,

1993 1992 1991
Federal ........ Ve se e e $ 8,000 $ 45,000 $ 35,000
State and local .isssssassssn 37,000 78,000 75,000
Refund of Federal
INCOMOe tAxXes v vssssnes —_ —_ (351,000)
$ 45,000 $123,000  $(241,000)

The dIfference between the Company’s statutory tax rate

and effective tax rate is as foliows: <
1993 1992 1991
Amount Lte Amount RLfe Amount m
Statutory
taxrate .... $ 503,000 34.0% S 481,000 34.0% $ 557,000 34.0%

State and local

Income tax,

net of

Federal

benefit .... 24,000 1.6
Tax benefit

51.000 3.6 50.000 3.1

carry-
forward .... (482,000) (32.6) (409.,000) (28.9) (497.000) (30.4)
Refund of

prior year

faxes ......

Effective
tax rate

(benefit) ... $ 45,000 3.0% $ 123,000 8.7% $(241,000) (14.7)%

@



Comtech Telecommunications Corp. and Subsidiaries

NoTtes To ConsoLIDATED FINANCIAL STATEMENTS

At July 31, 1993, for financial and tax purposes, the Com-
pany has net operating loss carryforwards of approximately
$8,418.,000 and $8.657.,000, respectively, which expire during
the period 1999 to 2004. The difference between these two
carryforward amounts is principally a result of certain provi-
sions established for flnancial reporting purposes which are
not currently deductibie for income tax purposes. The Com-
pany also has general business tax credit carryforwards of
approximately $440,000 at July 31. 1993 which expire through
2002,

In accordance with Section 382 of the Internal Revenue
Code of 1986, as amended (the Code), as it applies to the
NOL Carryforwards and Section 383 of the Code (as it applies
to the general business tax credit carryforwards), a change
in more than 50% in the beneficlal ownership of the Company
within a three-year period (an Ownership Change) wili place
an annual limitation on the Company’s ability to utilize Its
existing NOL Carryforwards and general business tax credit
carryforwards (together, the Carryforwards) to offset Unlted
States Federal taxable income in the current and future years,
Generally, such [Imitation would be equal to the value of the
Company as of the date of the Ownership Change multipiled
by the Federal long-term exempt Interest rate., as published
by the internal Revenue Service. The United States Treasury
Department issued Proposed Regulations in November 1992
and Final Regulations in October 1993 which supersede
previously issued Temporary Regulations interpreting Section
382 and 383 and certain Proposed Regulations issued in
November 1992 have not yet been adopted as Final Regula-
tions. The Company does not believe that an Ownership
Change has occurred due to changes in the beneficial
ownership of the Company’'s common stock in the current
three-year testing period immediately prior to the completion
in July 1993 of the Company’s common stock offering (the
Offering) pursuant to either the Final, Temporary or Proposed
Regulations. Additionally, the Company does not believe
that the Offering resulted in an Ownership Change pursuant
to either the FInal, Temporary or Proposed Regulations. How-
ever, the Offering increases the likelihood that future changes
in stock ownership (including changes resulting from the
exerclse of outstanding options and warrants) may result in
limitations on the Company’s abillty to use the Carryforwards
In the future. In the event the Offering caused an Ownership
Change, the Company believes that the maximum annual
amount of taxable income that could be reduced by the
Carryforwards would be approximately $450,000, in addition
to any built-in gains, NOLs and credits generated subsequent
to the Ownership Change.

At present, the Company accounts for Income taxes under
SFAS 96 "Accounting for Income Taxes”. In February 1992, the
FASB issued Statement 109, also titled “Accounting for Income
Taxes’. SFAS 109 is effective for years beginning after Decem-
ber 15, 1992 and earlier adoption is permitted. SFAS 109 can
be adopted by retroactively restating financial statements
for any number of consecutive years before the effective
date. In the earliest year restated, or in the year of adoption
if no years are restated, the effect of initially applying this
new pronouncement is reported as the cumulative effect of
a changs in accounting princlple in the results of operations.

Upon adoptlon in fiscal 1994, the Company plans to apply
the provisions of the statement without restating prior years’
financial statements. It is anticipated that adoption of State-
ment 109 will not have a material impact on the results of
operations, as the deferred tax asset resulting from the effect
of the net operating loss carryforward would be subject to a
100% valuation allowance, as a result of the potential limita-
tlon of their utilization under Section 382 and 383 of the
Internal Revenue Code.

During fiscal 1991, the Company received an income tax
refund from the Internal Revenue Service of approximately
$817.000 relating to certain tax adjustments made for one of
the Company’s previously owned subsidiaries. Accordingly.
the Company recorded the income tax refund as a reduction
of income tax expense of $351,000 and approximately $466.000
as interest income.

(9) Stockholders’ Equity '
(@) Reverse Stock Split (;

On January 8, 1991, an amendment to the Compcuny“..
Certificate of Incorporation was approved and adopted to
offect a 1 for 5 reverse stock spllt which provided that (i)
each five outstanding shares of the Company’s common
stock was combined into one share and (ii) authorized
shares of common stock was reduced to 4,000.000 shares
from 20,000.000. The number of shares outstanding at January
8. 1991 of 6,174,221 was reduced to approximately 1,234,844
subject to adjustment for fractlonal shares. All references in
the accompanying financial statements and notes thereto,
relating to 1991 per share and share data have been adjusted
retroactively to reflect the stock split.

(b) Option and Warrant Plans and Agreements
The Company has several option and warrant plans and
agreements.

1982 Incentlve Stock Option Plan - The 1982 Incentive Stock
Option and Appreciation Plan provided for the granting to
key employees and officers of Incentive stock options to
purchase up to 160,000 shares of the Company’'s common
stock through September 29, 1992 at prices not less than the
fair market value of such shares on the date the option is
granted.

The Plan also provided that Stock Appreclation Rights (SARs)
may be issued in conjunction wlith the options. The SARs
entitle the holder to recelve payment in exchange for the
surrender, in whole or in part of the related option, of an
amount equal to the excess of the fair market value at the
time of surrender over the aggregate option price of such
shares. Such payment may be made in shares of common
stock of the Company, in cash, or a combination thereof, as
determined by the commilittee administering the plan. For
financial reporting purposes, a difference between the ag-
gregate market value and exerclse price of outstanding SARs
is considered compensation expense to the Company. K

No compensation expense relating to the SARs was incurre\
during any of the years in the three-year perlod ended July
31, 1993.

1993 Incentive Stock Option Plan - On January 20, 1993,
the stockholders of the Company ratified the adoption of the
1993 Incentive Stock Option Plan (“'the Plan’). The Plan is
infended to replace the 1982 Incentive Stock Option Plan
which expired on September 29, 1992, but options granted
under this plan to purchase an aggregate of approximately
148,000 shares of common stock remain outstanding. Up to
125,000 shares of common stock have been reserved for
Issuance under the Plan. Both incentive and non-qualifled
stock options may be granted under the Plan. The term of the
options may be no more than ten years except for incentive
stock optlons granted to any employee who. prior to the
granting of the option. owns stock representing more than
10% of the voting power, for whom the option term may be no
more than five years. The exerclse price for incentive stock
options can generally be no less than the fair market value
at the date of grant, with the exception of any employee
who. prior to the granting of the option, owns stock repre-
senting more than 10% of the voting power, as to whom the
exercise price cannot be less than 110% of the fair market
value of the Company’s common stock at the date of grant.
The Plan expires in 2002, unless terminated earlier by the
Board of Directors under conditions specifled in the Plan. As
of July 31, 1993, no options granted under the Plan have
been exercised.

As of July 31, 1993, the Company had granted incentive
stock options representing the right fo purchase an aggregate
of 28,700 shares at prices ranging between $4.25-$7.13 per
share, of which 17,400 options were canceled and 11,300 are
outstanding. The options are exercisable ratably over a flve-
year period commencing one year from the dates of grant.

Directors’ Option Plan - The 1987 Directors’ Stock Optiony
Plan provides for the granting of options to purchase up
2,000 shares to each of the Company’s four outside director
at an option price of not less than the fair market price per
share at the date of grant, Options become exerclsable at
the rate of 20 percent per year commencing one year from
the date of grant. At July 31, 1993, options to purchase 8,000
shares of the Company’s common stock are outstanding.

)
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Publlc Warrants - In February 1983. the Company sold
160.000 warrants in connection with the issuance of the 13%
subordinated notes, which were redéemed in November 1987.
Each warrant entitles the holder t¢ purchase one share of the
Company’s common stock at ,'ci price of $55, subject to

/ﬁdjusfmen’r, until January 31, 1992, The warrants expired un-
{ Jercised effective January 31, .’| 902,

Warrant Held by Storage Technology Corp. (STC) - STC held
a warrant, pursuant to a debt agreement. to purchase 90,000
shares of the Company’s common stock at an exerclse price
of $10.00 per share through March 8. 1990. No portion of this
warrant was exercised. In September 1990, STC agreed to
accept a cash payment of $708.000, Including accrued
Interest of $22,000, in full satisfaction of the outstanding
principal balance of approximately $1,372.000. As part of the
settlement, the Company agreed to reissue a warrant which
provides for the purchase of up to 90.000 shares of the
Company’s common stock for $7.50 per share. The warrant
expires on September 26, 1995 and shares purchased through
the exercise of this warrant contain restrictions in voting and
transferability. For financial reporting purposes, no value was
ascribed to this warrant. In flscal 1991, the Company recog-
nized an extraordinary gain on this settflement in the amount
of $640,000, net of applicable income taxes of $46.000.

Warrant Soid to the Purchaser of Premler Microwave Divi-
sion (Premler) - As part of the sale of Premler's net assets,
Comtech issued a warrant to purchase 100,000 shares of the
Company’s common stock at a price of $10.00 per share

" exercisable through July 1992, For flnancial reporting pur-
' poses. this warrant was valued at $50,000. The warrant expired
unexercised on July 31, 1992,

Pursuant to a settlement of the litigation arising from the
sale of the Company’s former Premier Microwave Division, the
Company issued to PMCC Acquisition Corporation a warrant
to purchase 100,000 shares of the Company’s common stock
at an exercise price of $8.40. The warrant is exerclsable for a
period of five years, commencing August 1, 1993 and shares
purchased through the exercise of this warrant contain both
voting and transferability restrictions.

Underwriter Warrants - Pursuant to the Company’s common
'(f*-ock offering completed on July 14, 1993 (note 2(e)). the
. derwriter recelved warrants to purchase 100,000 shares of

—ommon stock at a price of 140% of the offering price, or
$9.80. for a term of four years beginning on July 14, 1994.

(c) Option and Warrant Activity
The following tabie sets forth summarized informatlon con-
cerning the Company’s stock options and warrants:

Number Optlon price
of shares range per share

Outstanding at July 31, 1990 ... vvvnnans 456,580 $2.50-55.00
Granted ............ e e e C R 163.800 2.20-4.00
Explred/canceled ......vv... rrsasesss (130,100) 2.50-7.95
Exerclised ........... s« iseses s (600) 2.50
Outstanding at July 31,1991 . .ouvunnnns 489,680 2.20-55.00
Granted ..., ... W0 edsie 16.940 4.25-519
Explred/canceled ...ssieessrsssnsanns (260,000) 10.00-55.00
Exerclsead .......weresamsnreies s e 5 e (400) 2.50-3.185
Outstanding at July 31,1992 . .vvuuun.. 246,220 2.20-7.95
Granted ........... CEE e 236.680 4.13-9.80
EXplred/caAncelod . .uueeer ot snsses (19.060) 3.15-4.25
Exercised ......... SRR U wreiela (6.300) 2.35-4.70
Qutstanding at July 31, 1993 . .uvvinna. . 457,540 2.20-9.80
Optlons/warrants exercisable at

July 31,1993 .. iiiinnn.n 24,940 2,20-7.95

Options/warrants avaliable for grant at
JUIY 31, 1993 goresnisynimininssiwin o/ s its e s s 113,700

(d) Restricted Common Stock
As part of an amended and restated employment agree-
ment dated August 20, 1992, the Company sold 50,000 shares
of its common stock, par value $.10 per share, to its president
=ind chief executive officer at a purchase price of $.50 per
. are. which was ratified by the stockholders, The market
~-value of the Company’s common stock at the date of grant
was $4.25 per share. The employment agreament requires the
forfeiture of these shares, if the recipient ieaves the employ of
the Company, as defined in the agreement, prlor to August

31, 1997,

(e) Common Stock Offering

On July 14, 1993, the Company completed a public offering
of its common stock in which it sold 1,000,000 shares at an
offering price of $7.00 per share. The net proceeds from the
offering. after deducting Underwriter’'s commissions and other
expenses of approximately $1,343,000, were $5,657,000.

On August 5, 1993, the Underwriter exercised its overallot-
ment option to purchase an additlonal 150,000 shares of
common stock at the offering price, resutting in additional
proceeds to the Company, net of Underwriter’s commilssions
and other expenses, of $913,500.

(10) Segment and Principal Customer Information

For the purposes of segment reporting, management con-
siders Comtech to operate in one Industry, the communica-
tions equipment Industry.

During fiscal 1993, sales to two foreign customers amounted
to $4.035.000 and $2,520.000 or 18% and 11% of consolidated
net sales, respectively. During fiscal 1992, sales to another
foreign customer amounted to $5,065,000 or 26% of consol-
idated net sales. During the fiscal years ended July 31, 1993,
1992 and 1991, approximately 18%, 21% and 21%, respectively.
of the Company’s net sales resulted from contracts with the
United States government and its agencies. Export sales com-
prised 62%, 52%. and 45% of net sales in fiscal 1993, 1992 and
1991,

(11) Postretirement Benefits Other Than Pensions

Statement of Financial Accounting Standards No. 106 “Emn-
ployers Accounting for Postretirement Benefits Other Than
Pensions” (SFAS 106) is effective for fiscal years beginning
after December 15, 1992. Under SFAS 106, the cost of post-
retirement beneflts other than pensions must be recognized
on accrual basis as employees perform services to earn
benefits. Management believes the Implementation of SFAS
106 will not have a material impact on the Company.

(12) Commitments and Contingencies

(a) Operating Leases

The Company Is obligated under noncancellable operating
lease agreements for equipment. At July 31, 1993, the future
minimum lease payments under operating leases are as
follows:

1994 oo iiiviinnn Prrsassarersssssanarnassssasranrnsnannns S 43,000
1995 ...... vasssseaa e 35.000
1998 & iiii i 30.000
Thereafter sasssssesseunn verar s e aaaees 18,000

$126,000

Lease expense charged to operations was $40,000, $130.000
and $147.000 in fiscal 1993, 1992 and 1991, respectively.

(b) United States Government Contracts

Certain of the Company’s contracts are subject to audit by
applicable governmental agencies. Untll such audlts are
completed. the ultimate profit on these contracts cannot be
determined: however, it is management’s belief that the final
contract settlements will not have a material adverse sffect
on the Company’s consolldated financial condition.

(c) Litigation

The Company is subject to certain legal actions which arlse
out of the normal course of business. It is management’s
belief that the outcome of these actions wlll hot have a
material adverse effect on the Company’s consolidated
flnancial position.

On July 9, 1993, the Company, its Chairman, Chief Executive
Officer and President, and former auditors settled a litigation
arising from the sale of the Company’s former Premier Micro-
wave Division (Premier). The plaintiffs had alleged, among
other charges, fraud, misrepresentation and breach of con-
tract relating to the acquisltion of Premier and sought com-
pensatory and punitive damages in excess of $10,000,000.
Pursuant to the settlement agreement, among other things.
the parties exchanged releases and the Company paid
$561,000 to PMCC Acquisitlon Corporation (PMCC), canceled
PMCC’s promissory note to the Company in the principal
amount of $1,000,000. plus accrued interest of $418,000 (which
amounts had been fully reserved by the Company). and
issued to PMCC a warrant to purchase up to 100,000 shares
of Common Stock (note 9(b)). For financial reporting pur-
poses, this warrant was valued at $50,000.

(1)
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In November 1990, the Company entered into a settlement
agreement relating to a contract dispute. The Company’s
obligatlon was fully satisfied in exchange for a $200,000 cash
payment. As a result, the Company recognized a gain of
approximately $348,000, which has been recorded as a
reduction of cost of sales In the accompanying statement of
earnings for the year ended July 31, 1991,

(13) Quarterly Financial Data (Unaudited)

Summarized quarterly financlal data for the fiscal years
ended July 31, 1993 and 1992 is as follows:

Year ended July 31, Quarter

First Second Third Fourth Total

(In thousands except per share data)

1993:
Net sales ..... e $4,873 $6.272 $4.845 $6.275 $22,265
Gross profit ...... 1,516 1.681 1.733 1,658 6,487
Net earnings ..... 232 396 454 3562 1.434
Earnings
pershare ........ $ .18 $ .30 $ .34 $ 25 $ 1.07
1992:
Netsales ........ $3,668 $4,255 84,674 $6.837 $19.434
Gross profit ..... . 1,267 1.220 1.637 2,133 6,257
Net earnings ..... 138 249 353 5583 1.293
Earnings
pershare ........ s 11 $ .21 s .29 $§ .42 § 1.03
PrRice RANGE OF COMMON STOCK

The Company’s common stock has traded on the NASDAQ
National Market System since Febuary 18, 1992 under the sym-
bol “CMTL", and prlor thereto was quoted on NASDAQ's small
capital markets.

The following table sets forth the range of high and low clos-
Ing bld prices for the Common Stock for the period August 1,
1991 through Febuary 17, 1992 and thereafter the high and low
closing sales prices for the Common Stock, in each case as
reported by NASDAQ. Such prices do not Include retall markups,
markdowns, or commisslons, and with respect to the period
August 1, 1991 through Febuary 17, 1992, do not necessarlly
reflect actual transactions.

Common Stock

High Low

Fiscal Year Ending 7-31-92

First QUArter .viieiviiimasisssave kbt sivsvii 57/8 2 3/4

Second Quarter ...... seieEiai 5 51/4 37/8

Third QUArtE Fasii.divsnssnisanspsus siorrein rassassss 7 1/2 5

Fourth QUArter . .ccvseeessiiesnsarenssisarenares 6 1/8 4
Fiscal Year Ending 7-31-93

First Quarter ...........ocovvmiisliaiinrnsrssanss 5 3/4 4

Second Quarter..,..... e R 7 51/8

Third Quarter.........coo i e 7 1/4 5

Fourth Quarter ..o i, 8 1/4 55/8
Fiscal Year Ending 7-31-94

First Quarter ......oiviiiiiiiiiieineinn 13 1/2 71/4

(through October 19, 1993)

As of October 19, 1993, the closing sale quotation of the
Common Stock was $10.00 per share. There were 1,500 holders
of the Company’'s Common Stock. Such number of record own-
ers was determined from the Company shareholder’s records
and does not include beneficial owners of the Company’s
Common Stock, which are held in the names of various security
holders, dealers and clearing agencies,

MANAGEMENT'S RESPONSIBILITY FOR THE
ConsoLIiDATED FINANCIAL STATEMENTS

The management of Comtech Telecommunications Corp.
is responsible for the preparation and integrity of the CuF -,
solidated Financial Statements and all other informati 4
whether audited or unaudited, In this annual report. The
financial statements have been prepared In accordance
with generally accepted accounting principles and, where
necessary, are based on management’s best estimates and
judgements. The financial information contained elsewhere
in this annual report is conslstent with that in the Con-
solldated Financlal Statements.

Comtech Telecommunications Corp.’s independent auditors
have been engaged to perform an audlt of the Consolidated
Financial Statements In accordance with generally accepted
auditing standards and the auditors’ report expresses their
opinion as to the fair presentation of the Consolidated Finan-
cial Statements and conformlty with generally accepted
accounting princlples.

Comtech Telecommunications Corp. maintains systems of
internal controls that provide reasonable assurance that its
accounting, administrative procedures and reporting prac-
tices are of the highest quality and integrity. Further, these
systems provide reasonable assurance that assets are safe-
guarded and reliable flnancial records are maintained for
preparing financial statements.

The Board of Directors’ Audlt Committee, which is composed
entirely of directors who are not employees of Comtech Tele-
communications Corp. periodlcally meets with the indepen-
dent audltors and with management to discuss audit, infernal
accounting controls and financial reporting matters,

‘-‘—n—
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Fred Kornberg J. Preston Windus, Jr.
Chairman of the Board Vice President, Chief Financial Officer
and President and Secretary

INDEPENDENT AUDITORS' REPORT

KPMG Peat Marwick

Certitied Public Accounlanis

The Board of Directors and Stockholders
Comtech Telecommunications Corp.:

We have audited the consolldated balance sheets of
Comtech Telecommunications Corp. and subsidiaries as of
July 31, 1993 and 1992 and the related consolidated state-
ments of earnings, stockhoiders’ equity and cash flows for
each of the years in the three-year period ended July 31,
1993. These consolidated financial statements are the respon-
sibllity of the Company’s management. Our responsibility is
to express an opinion on these consolidated financial state-
ments based on our audlts.

We conducted our audits In accordance with generally
accepted auditing standards. Those standards require that
we plan and perform the audlt to obtain reasonable assur-
ance about whether the financial statements are free of
material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing
the accounting principles used and signiflcant estimates
made by management, as well as evaluating the overall
financial statement presentation. We belleve that our audits
provide a reasonable basis for our oplnlon.

In our opinion, the consolidated financial statements re-
ferred to above present fairly, In all material respects, the
financial position of Comtech Telecommunicatlons Corp. and
subsidiaries as of July 31, 1993 and 1992, and the results of
their operations and their cash flows for each of the years
the three-year period ended July 31, 1993 in conformity WI‘\--}
generally accepted accounting principles. k

Jericho, New York
October 19, 1993
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CORPORATE DATA

Board of Directors

Fred Kornberg (1) (4)
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Dr. George Bugllarello (2) (3)
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Rlchard L. Goldberg (1) (4)
Partner, Proskauer Rose Goetz & Mendelsohn
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Dr. John B. Payne, Il (3)
President, Nucomm, Inc.

Sol 8. Welner (2) (3)
Managing Director,
Stenhouse, Weiner, Sherman, Ltd

(1) Executive Committee

(2) Audit Commirtee
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(4) Directors’ Stock Option Plan Committee

Officers

Fred Kornberg
Chief Executive Officer and President

J. Preston Windus, Jr.
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Richard L. Burt
Vice President;
President of Comtech Systems, Inc.

Glenn Higglns
Vice President;
President of Comtech Antenna Systems, Inc.

Michael D. Javlts
Vice President;
President of Comtech Microwave Corp.

Annual Meeting

Stockholders are cordially Invited to attend and
particlpate in the Annual Meeting of
Stockholders scheduled for Tuesday.,

January 18, 1994 at 10:00 a.m. at:

Huntington Hilton

598 Broad Hollow Road (Route 110)

Melville, New York 11747

(5616) 845-1000

Legal Counsel

Proskauer Rose Goetz & Mendelsohn
1585 Broadway
New York, New York 10036

Independent Auditors

KPMG Peat Marwlick
One Jericho Plaza
Jericho, New York 11753

It Is the policy of Comtech to support and practice the
principle of Equal Opportunity Employment and not to
discriminate against any employeeo or applilcant for
employment because of race. creed. color, religlon. sex,
natlonal origin, ancestry. age, handicap, or because he
or she is a disabled veteran

Registrar & Transfer Agent

American Stock Transfer and Trust Company
40 Wall Street
New York, New York 10005

Stock Traded - OTC (NASDAQ Symbol - CMTL)

Corporate Headquarters

Comtech Telecommunications Corp
105 Baylls Road

Melville, New York 11747

(516) 777-8200

Operating Units

Comtech Antenna Systems, Inc.
3100 Communications Road

St. Cloud. Florida 34769

(407) 892-6111

Comtech Microwave Corp.
105 Baylis Road

Melville, New York 11747
(516) 777-8900

Comtech Systems, Inc.
3100 Communications Road
St. Cloud, Florlda 34769
(407) 892-6111

Comtech Systems International. Inc.
3100 Communications Road

St. Cloud, Florida 34769
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Melville, New York 11747

(516) 777-8900
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Avallability of Form 10-K

Stockholders may obtaln a copy of Form 10-K,
exclusive of exhibifts, free of charge by wrlting to:

Secretary

Comtech Telecommunications Corp.
105 Baylis Road

Melville, New York 11747

(516) 777-8900

The Company also wlll furnish exhiblts to the
Form 10-K to stockholders who request same
upon payment to the Company of a $§25 fee
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