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Note: As used in this Annual Report on Form 10-K, the terms “Comtech,” “we,” “us,” “our” and “our Company”” mean Comte
Telecommunications Corp. and Comtech’s subsidiaries.

PARTI
ITEM 1. BUSINESS

We design, develop, produce and market innovative products, systems and services for advanced communications
solutions. We believe many of our solutions play a vital role in providing or enhancing communication capabilities
when terrestrial communications infrastructure is unavailable, inefficient or too expensive. We conduct our business
through three complementary segments: telecommunications transmission, mobile data communications and RF
microwave amplifiers. We sell our products to a diverse customer base in the global commercial and government
communications markets. We believe we are a leader in the market segments that we serve.

Over the past several years, we have expanded our product lines through increased research and development and
completed a number of small tactical product line acquisitions. We have increased our marketing efforts and have
broadened our customer base. These actions and the increased reliance on our products and services by the U.S.
military have resulted in significant growth over the past six years. Our fiscal 2008 sales of $531.6 million and net
income of $76.4 million are the highest in the history of our company.

At July 31, 2008, we had $410.1 million of unrestricted cash and cash equivalents on hand. On August 1, 2008 (the
beginning of our fiscal year 2009), and as more fully described throughout this Form 10-K, we purchased Radyne
Corporation (“Radyne”) using a portion of our existing cash and cash equivalents for a preliminary aggregate purchase
price of approximately $231.7 million (including estimated transaction costs and payments made for outstanding
share-based stock awards). We believe that the acquisition of Radyne resulted in the following strategic benefits:

- Strengthened our leadership position in our satellite earth station product line in our telecommunications
transmission segment;

- More than doubled the size of our RF microwave amplifiers segment by expanding our amplifier product portfolio
and immediately positioning us as a leader, not only in the solid-state amplifier market but also in the satellite earth
station traveling wave tube amplifier market;

- Broadened the number of products and services that our mobile data communications segment can offer by
allowing us to market additional mobile tracking products as well as design and manufacture of
microsatellites and related components; and

- Further diversified our overall global customer base and expanded our addressable markets.

We believe that, over time, we will be able to take advantage of our combined engineering and sales talents to drive

further innovation in the marketplace and deliver new and advanced products to our customers in all three of our

business segments. We also believe that we will be able to achieve operating efficiencies by eliminating redundant

functions and related expenses by closing Radyne’s Phoenix, Arizona manufacturing facility and integrating that
operation into our high-volume technology manufacturing center located in Tempe, Arizona.

As more fully described throughout this Form 10-K, we believe that we are positioned for another year of record
revenues and net income in fiscal 2009.
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Our historical financial information and other information (including quantified information) presented in this Form
10-K, given as of a date prior to August 1, 2008, reflects our business prior to the acquisition of Radyne, unless the
context specifically states otherwise.

Our Internet website is www.comtechtel.com and we make available free of charge, on our website, our annual
reports, quarterly reports, current reports and any related amendments. Unless specifically noted, the reference to our
website address does not constitute incorporation by reference of the information contained therein into this Annual
Report on Form 10-K. In addition, any materials filed with the SEC may be read and copied by the public at the SEC’s
Public Reference Room at 100 F Street, N.E., Washington, DC 20549. The public may obtain information on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. We are incorporated in the state of
Delaware and were founded in 1967.
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Industry Background

The global commercial and government communications markets have experienced rapid technological advances and
changes during the past decade. We believe the markets that we directly operate in are expected to grow due to many
factors, including the following:

¢ The Global Development of Information-Intensive Economies. Businesses, governments and consumers have
become increasingly reliant upon the Internet and multimedia applications to communicate voice, video and data to
their customers, suppliers, and employees around the world. We expect demand for these high-bandwidth
applications to continue to grow.

e Demand for Increased Communications Cost Efficiencies. Due to the significant increase in global voice,
video (including high definition television ("HDTV")) and data communications traffic, communications service
providers have been forced to increase their investments in transmission infrastructure in order to maintain the
quality and availability of their services. As a result, communications service providers are continually seeking
technology solutions that increase the efficiency of their networks in order to reduce overall network operating
costs. In light of the relatively high cost of satellite transmission versus other transmission channels, we believe that
communications service providers will make their satellite equipment vendor selections based upon the operating
efficiency and quality of the products and solutions.

e The Emergence of Information-Based, Network-Centric Warfare. Militaries around the world, including the United
States (“U.S.”) military, have become increasingly reliant on information and communications technology to provide
critical advantages in battlefield, support and logistics operations. Situational awareness, defined by knowledge of
the location and strength of friendly and unfriendly forces during battle, can increase the likelihood of success
during a conflict. As evidenced by the recent Iraq and Afghanistan conflicts, stretched battle and supply lines have
used satellite-based or over-the-horizon microwave communications solutions to span distances that normal radio
communications, such as terrestrial-based systems, are unable to cover. We expect the need for these technologies
to remain high due to the lack of terrestrial-based communications infrastructure in many parts of the world where
the U.S. and other militaries operate.

e The Need for Developing Countries to Upgrade Their Commercial and Defense Communication Systems. We
believe many developing countries are committing greater resources and are now placing a higher priority on
developing and upgrading their communications systems than in the past. Many of these countries lack the financial
resources to install extensive land-based networks, particularly where they have large geographic areas or
unfriendly terrain that make the installation of telecommunications infrastructure more costly. We believe that
satellite and over-the-horizon microwave technologies often provide the most affordable and effective solutions to
meet the requirements for communications services in these countries.

We continue to respond to the aforementioned trends across our three business segments by focusing internal and
customer funded research and development resources to produce secure, scalable and reliable technologies to meet
these evolving market needs.

Corporate Strategies

We manage our business with the following principal corporate business strategies:

¢ Seek leadership positions in markets where we can provide specialized products and services;

¢ [dentify and participate in emerging technologies that enhance or expand our product portfolio;

10
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® Operate business segments flexibly to maximize responsiveness to our customers;
¢ Strengthen our diversified and balanced customer base; and
® Pursue acquisitions of businesses and technologies.

We believe that, as a result of these business strategies, we are well positioned to continue to capitalize on growth
opportunities in the global commercial and government communications markets.

11
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Competitive Strengths

The successful execution of our principal corporate strategies is based on our competitive strengths, which are
described below:

Leadership Positions in All Three Business Segments — In our telecommunications transmission segment, we believe
we are the leading provider of satellite earth station modems, over-the-horizon microwave systems, and integrated
circuits incorporating Turbo Product Code (“TPC”) forward error correction technology and
DoubleTalk® Carrier-in-Carrier® bandwidth compression. In our mobile data communications segment, we are the
sole supplier of the U.S. Army logistics community’s Movement Tracking System (“MTS”) and continue to integrate our
technologies and products with other U.S. military battlefield command and control applications and systems. In our
RF microwave amplifiers segment, we believe we are one of the largest independent suppliers of broadband,
high-power, high-performance RF microwave amplifiers and, as a result of the Radyne acquisition, we believe we
have positioned ourselves as a leader in the satellite earth station traveling wave tube amplifier market.

Innovative Leader with Emphasis on Research and Development — We have established a leading technology position
in our fields through internal and customer funded research and development activities. We believe we were the first
company to begin full-scale deployment of TPC and DoubleTalk® Carrier-in-Carrier® bandwidth compression in
digital satellite earth station modems, which can significantly reduce satellite transponder lease costs or increase
satellite earth station modem data throughput. Our field-proven over-the-horizon microwave systems utilize a
proprietary 16 megabits per second (“Mbps”) adaptive digital modem. Our mobile data communications system is the
leading L-band satellite-based mobile data communications system used by the U.S. Army logistics community for
near real-time messaging and location tracking of mobile assets. In our RF microwave amplifiers segment we are
incorporating Gallium Nitride technology into our products which allows us to offer customers more powerful and
higher efficiency RF microwave amplifiers. In addition, as a result of the Radyne acquisition, we can now offer
traveling wave tube amplifiers that have built-in block up-converters thereby significantly reducing operating costs for
domestic and international broadcasters.

Diverse Customer Base with Long-Standing Relationships — We have established long-standing relationships with
leading domestic and international system and network suppliers in the satellite, defense, broadcast and aerospace
industries, as well as the U.S. government and foreign governments. Our products are in service around the globe and
we continue to expand our geographic distribution. We believe that our customers recognize our ability to develop
new technologies and to meet stringent program requirements. The Radyne acquisition further diversified our overall
global customer base.

Core Manufacturing Expertise That Supports All Three Business Segments — Our high-volume technology
manufacturing center located in Tempe, Arizona utilizes state-of-the-art design and production techniques, including
analog, digital and RF microwave production, hardware assembly and full-service engineering. All three of our
business segments utilize this manufacturing center for certain high-volume production which allows us to secure
volume discounts on key components, control the quality of our manufacturing process and maximize the utilization
of our manufacturing capacity.

Successful Acquisition Track Record — We have demonstrated that we can successfully integrate acquired businesses,
achieve increased efficiencies and capitalize on market and technological synergies. We believe that our disciplined
approach in identifying, integrating and capitalizing on acquisitions provides us with a proven platform for additional
growth. The Radyne acquisition was the largest acquisition in our history and, although we have not yet completed
our integration and restructuring plans, we believe we are on track to achieve all of the strategic goals and operating
efficiency targets that we originally established.

12
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Our Three Business Segments

We conduct our business through three complementary business segments: telecommunications transmission, mobile
data communications and RF microwave amplifiers. By operating independently with their own management teams,
our business segments are able to maintain a high level of focus on their respective businesses and customers. Our
corporate senior management team supports the business segments by, among other things, actively seeking to exploit
synergies that exist between the segments, including in areas such as manufacturing, technology, sales, marketing and
customer support. Financial information about our business segments is provided in “Notes to Consolidated Financial
Statements — Note (12) Segment Information.”

13
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Telecommunications Transmission Segment
Overview

Our telecommunications transmission segment provides equipment and systems that are used to enhance satellite
transmission efficiency and that enable wireless communications in environments where terrestrial communications
are unavailable, inefficient, or too expensive. These products and systems are used in a wide variety of commercial
and government applications including the transmission of voice, video and data over the Internet (such as Voice over
Internet Protocol (“VoIP”) and broadband video), long distance telephony, the backhaul of cellular traffic using
satellites, broadcast, cable and highly secure defense applications.

The following are the key products and systems, along with related markets and applications, for our
telecommunications transmission segment:

Satellite Earth Station Equipment and Systems — We provide customers a one-stop shopping approach by offering a
broad range of satellite earth station equipment. Our products include modems, frequency converters, power
amplifiers, transceivers, access devices, voice gateways, IP encapsulators and media routers. The acquisition of
Radyne, on August 1, 2008, further strengthened our leadership position and broadened our product offerings to
include HDTV video encoders and decoders. Many of our modems incorporate TPC, an advanced form of forward
error correction which can significantly reduce satellite transponder lease costs or increase satellite earth station
modem data throughput. During the past several years, we have introduced a new line of satellite modems that allow
for greater data transmission than ever before. For example, some of our modems now include technology such as low
density parity check (“LDPC”), a next-generation form of forward error correction, as well as
DoubleTalk® Carrier-in-Carrier® bandwidth compression, a technique in our modems that allows satellite earth
stations to transmit and receive at the same frequency, effectively reducing transponder bandwidth requirements by
50%. Our time division multiple access (“TDMA”) and single channel per carrier (“SCPC”) based communication
products and software enable our customers to utilize satellite network bandwidth management techniques to more
cost-effectively enable, among others, applications such as video teleconferencing, distance learning, telemedicine and
Internet content delivery.

Over-the-Horizon Microwave Equipment and Systems — We design, develop, produce and market over-the-horizon
microwave communications equipment and systems that can transmit signals over unfriendly or inaccessible terrain
from 20 to 600 miles by reflecting the transmitted signals off of the troposphere, an atmospheric layer located
approximately seven miles above the earth’s surface. Over-the-horizon microwave communications is a cost-effective,
secure alternative to satellite communications as it does not require the leasing of satellite transponder
space. Traditional end-users of our equipment have included foreign governments who have used our
over-the-horizon microwave systems to, among other things, transport radar tracking information from remote border
locations, and oil and gas companies, who use our systems to enable communication links for offshore oilrigs and
other remote exploration activities. Our continued advancements in over-the-horizon microwave technology are
enabling new applications for these systems, such as the transmission of video. Over the past two years, we have sold
our 16 Mbps adaptive digital troposcatter modem upgrade kit to the U.S. military which resulted in enhanced
capability of their AN/TRC-170 digital troposcatter terminal. As a result of working closely with the U.S. military,
we are focusing product development and marketing efforts to upgrade other AN/TRC-170 key components. We also
recently began marketing our newly developed 20 Mbps troposcatter modem for use on a floating oil drilling
platform. We expect demand for this product to be strong as oil companies seek new oil deposits further offshore.

Forward Error Correction Technology — We design, develop and market forward error correction integrated circuit
solutions which allow for more efficient transmission of voice, video and data in wireless communication channels.

We have been issued several U.S. patents relating to our forward error correction technology. We incorporate this
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technology into our satellite earth station modems, which we believe increases the efficiency of our modems for the
transmission of satellite traffic. We have also integrated TPC technology into our over-the-horizon microwave
systems. We believe that the cost efficiency to our customers of this technology provides us with a competitive
advantage in the markets we serve. In addition, we market data compression integrated circuits which are used by
leading manufactures of copiers and data storage products.

In addition to the above key products and systems, our telecommunications transmission segment operates and
benefits from our high-volume technology manufacturing center located in Tempe, Arizona. All three of our business
segments, as well as third-party commercial customers who outsource a portion of their manufacturing to us, utilize
this manufacturing center for certain high-volume production which allows us to secure volume discounts on key
components, control the quality of our manufacturing process and maximize the utilization of our manufacturing
capacity.
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Business Strategies
Our telecommunications transmission segment business strategies are as follows:

Expand Leadership Position in Satellite Earth Station Market — Our satellite earth station modems, which incorporate
leading technologies and standards such as TPC, LDPC, Digital Video Broadcasting Standard 2 (DVB-S2) and
DoubleTalk® Carrier-in-Carrier® bandwidth compression have established us as a leading provider to domestic and
international commercial satellite systems and network customers, as well as U.S. and foreign governments. We
intend to continue introducing and developing new products to create high return on investments for our customers
which we believe will result in continued demand for our products. For example, in the second half of fiscal 2008, we
announced our CDM-625 advanced satellite modem which is our first modem to combine LDPC forward error
correction technology with DoubleTalk® Carrier-in-Carrier® bandwidth compression. We believe that the CDM-625
modem is an ideal platform for both commercial and government customers who require two-way connectivity at data
rates ranging from 18 Kbps to 25 Mbps. We also, in order to better serve the U.S government market, are focusing
sales efforts on the SLM-5650A, a high speed, compact, rugged modem that is ideally suited for many government
and military applications such as fixed, at-the-halt and on-the-move communications. The SLM-5650A is fully
compatible with Federal Information Processing Standard (“FIPS”) 140-2 (a government security standard). The
SLM-5650A has an advanced network processor able to handle 150 Mbps of TCP/IP traffic and can be integrated with
our Vipersat Management System to provide fully automated network and capacity management. We are continuing
to market product offerings that include access devices and voice gateways which allow our customers to consolidate
multi-service network traffic such as voice, video and data. When combined with our satellite earth station modems,
the solution is ideal for backhauling cellular traffic using satellites, which can significantly reduce their bandwidth
requirements. The acquisition of Radyne, on August 1, 2008, further strengthened our leadership position and
broadened our product offerings. For example, we can now offer Skywire™, a shared-bandwidth modem designed
specifically for small to mid-sized enterprise networks. Under certain application environments we believe Skywire™ is
one of the most bandwidth efficient TDMA solutions available. We expect to continue expanding our leadership
position by offering new products and solutions to meet the expected increased demand from commercial, government
and defense customers.

Capitalize on Increased Demand for Over-the-Horizon Microwave Systems and Upgrades — As the leading supplier in
this specialized product line, we expect to continue to capitalize on increased demand for new systems, as well as
demand for upgrades to a large global installed base of older systems. These systems are sometimes referred to as
troposcatter systems and are extremely reliable and secure when compared to satellite-based systems. Our systems,
which include our patented TPC forward error correction technology, are able to transmit video and other broadband
applications at throughput speeds in excess of 16 Mbps. To date, the largest single end-customer for our
over-the-horizon microwave systems has been a North African country which we believe is between major phases of a
multi-year roll-out of a large project. In fiscal 2007 and fiscal 2008, the U.S. Department of Defense (“DoD”’) purchased
our 16 Mbps adaptive digital modem upgrade kits to be used on a portion of the DoD’s inventory of AN/TRC-170
digital troposcatter terminals. We are in continuing discussions with the DoD to upgrade other key components on the
AN/TRC-170. The increased capability of the upgraded AN/TRC-170 terminals could reduce the DoD’s dependence
on satellite communications in areas of conflict. As a result of our success with our North African end-customer and
the DoD, other foreign countries and militaries have shown interest in our over-the-horizon microwave systems
technology and we believe the overall market for our products and systems is expanding.

Continue to Develop Technology for Efficient Bandwidth Utilization — As demand for satellite bandwidth continues to
increase, technological advances will be needed to provide affordable bandwidth solutions for our customers. We
intend to continue to develop next generation advances of our forward error correction technology and believe this
will have important utility in responding to the increasing demand for satellite bandwidth utilization, particularly by
U.S. military, security and intelligence agencies. We intend to continue to enhance our Internet, TDMA and
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SCPC-based software and products which enable customers to utilize bandwidth management techniques to enable,
among others, applications such as video teleconferencing, distance learning, telemedicine and Internet content
delivery. We intend, over time, to incorporate the above-mentioned DoubleTalk® Carrier-in-Carrier® technology into
additional satellite modems (including modems that we now sell as a result of the Radyne acquisition). In recent years,
we have expanded our satellite earth station product offerings and began selling IP encapsulators and media routers,
that, when combined with our bandwidth efficient satellite earth station modems, can reduce operating expenses for
service providers delivering IP-based broadcast connectivity. In July 2008, we completed a small product line
acquisition and began offering NetPerformer products which combine the functionality of voice gateway and data
routers and provide data compression over a single wide area network which enables our customers to potentially
bypass toll costs on public networks. We expect to continue to develop new NetPerformer products as well as our
Skywire™ products (which were introduced to the marketplace by Radyne in December 2007).

5
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Mobile Data Communications Segment
Overview

Our mobile data communications segment provides customers with integrated solutions to enable global
satellite-based communications when mobile, real-time, secure transmission is required. On August 1, 2008, as a
result of the Radyne acquisition, we also began offering our customers the design and production of microsatellite
systems and related components. We provide our products and services to both government and commercial
customers.

A substantial portion of sales in our mobile data communications segment have historically come from, and are
expected to be derived in the future from sales of our integrated mobile data communications solutions to the U.S.
military. These solutions include mobile satellite transceivers, the supply and operation of satellite packet data
networks (including arranging for and providing satellite capacity), ruggedized computers and satellite earth station
network gateways, and associated installation, training and maintenance. Our mobile data communications solutions
have been integrated into several U.S. military logistics and battlefield command and control applications and have
been installed on a variety of vehicles including Abrams tanks, Bradley Fighting Vehicles, helicopters such as the
Apache, Black Hawk and Chinook and High Mobility Multipurpose Wheeled Vehicles (“HMMW V™). When equipped
with this technology, soldiers operating these vehicles are able to be continually tracked and maintain communications
with a command center and fellow soldiers in the field. Our extremely reliable proprietary network service employs
full end-to-end path redundancy as well as back-up capability in the event of a major catastrophe, and we maintain a
24 x 7 network operations and customer care center that provides customers with ongoing support any time, day and
night.

Our government and commercial customers can choose from a number of products and related technology for mobile
tracking and communications including the following:

MT-2011 — A single sealed mobile satellite transceiver with no moving parts, the MT-2011 is used by customers to
transmit and receive near real-time packet data and is proven to operate under rugged environmental and operating
conditions on land, in the air, and on the water. It has a single interface port for connecting the terminal to power and
to devices such as mobile and handheld computers. The MT-2011 can operate anywhere in the world over any
available L-band satellite system.

MT-2012 — Incorporating all of the features of our field-proven MT-2011 mobile satellite transceiver, this enhanced
transceiver features embedded radio frequency identification devices (“RFID”) and selected availability anti-spoofing
modules (“SAASM”). The built-in RFID interrogator provides total asset visibility by communicating with RFID tags
attached to inventory, such as cargo containers, and transmits data back to the requesting user. The transceiver also
contains an expanded memory buffer which allows the MT-2012 to accept larger data files for transmission over
satellite.

MTM-203 — This miniaturized L-band transceiver incorporates the key features of our MT-2011. It also incorporates
state-of-the-art technology created for users where both restrictions in size and weight are critical. In fiscal 2008, we
received a FIPS 140-2 validation certification from the National Institute for Standards and Technology for the
MTM-203 Miniature Satellite Transceiver Module. We believe this certification will allow for increased sales of the
MTM-203 to users who must operate on certain secure military networks.

geoOpsTM Enterprise Location Management System — This web-based software provides an integrated capability to
command, control and manage mobile ground vehicles. The software integrates the functions of route planning,
transportation control, dispatching, travel and road condition monitoring and is updated via an easy to use electronic
map.
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Sensor Enabled Notification (“SENS”) Technology — As a result of the Radyne acquisition, we now offer both
government and commercial customers a low-cost, spread-spectrum technology-based system which can remotely
track a large number of simultaneous transmissions via low earth-orbit satellites and miniaturized satellite
transmitters. The information received is processed and distributed to users through an Internet Portal at
www.sensservice.com. Messages can be retrieved via several methods including the Internet, email, voice or fax and
can be forwarded to a user-designated site. Our SENS technology is integrated with a variety of mapping solutions
and can provide our customers with features such as GeoFencing which allows customers to track whether or not their
vehicles stay within pre-defined boundaries.
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The following are the key applications for our mobile data communications segment’s products and services:

The U.S. Army’s Movement Tracking System (“MTS”) — We have continuously provided a turnkey solution to the U.S.
Army’s logistics community since 1999 under a competitively awarded contract. We believe the MTS system, which is
currently being used by U.S. forces in Iraq and in certain other areas of the world, is the leading L-band satellite-based
mobile data communication system for near real-time messaging and location tracking of logistics-oriented mobile
assets. Since 1999, we have provided these systems under indefinite delivery/indefinite quantity (“IDIQ”) contracts. Our
first MTS contract, which was awarded to us in 1999, was for $463.2 million (including a ceiling increase awarded in
July 2007). Total orders received under our first MTS contract were $460.2 million. In August 2007, we were
awarded a new MTS contract, with a ceiling value of $605.1 million, to continue to provide and support products and
services through July 12, 2010. Through July 31, 2008, we have received total orders under our new MTS contract of
$133.6 million and since 1999, we have supplied over 20,000 terminals to the MTS program. Although we anticipate
the roll-out and ongoing maintenance of the MTS system to continue, the contract can be terminated at any time, is
not subject to automatic renewal or extension, and orders are subject to unpredictable funding, deployment and
technology decisions by the U.S. government.

Battlefield Command and Control Applications — Pursuant to various contracts with the U.S. Army Communications
Electronics Command (“CECOM?”), our technology has been integrated into the U.S. Army’s Force XXI Battle
Command, Brigade and Below ("FBCB2") command and control systems, also known as Blue Force Tracking (“BFT”).
Our efforts include the supply of mobile satellite transceivers, the lease of satellite capacity, the supply and operation
of the satellite packet data network and network gateways, and associated systems support and maintenance. In
August 2007, we were awarded an IDIQ contract to continue to provide products and services in support of the BFT
program through December 31, 2011. The BFT contract has a ceiling value of $216.0 million. Through July 31, 2008,
we have received total orders under our BFT contract of $134.8 million and since 2003, we have supplied over 60,000
terminals to the BFT program and similar to our MTS contract, it can be terminated at any time, is not subject to
automatic renewal or extension, and orders are subject to unpredictable funding, deployment and technology
decisions.

Homeland Security and Multi-National Applications — Our products and services can also be used to facilitate
communications in the event that natural disasters or other situations, such as a terrorist attack, disable or limit
existing terrestrial communications. For example, the Army National Guard has purchased (through the MTS
contract) our mobile data communication products to better prepare for and react to disaster recovery operations at the
local, state and national levels. In order to support its troops located in the Middle East, the Republic of Georgia Army
has deployed our Quick Deploy Satellite System, a portable briefcase communications platform utilizing components
similar to those used in the MTS system. In addition, the North Atlantic Treaty Organization (“NATO”) has
incorporated our geoOps™ Enterprise Location Management System into a multi-national satellite-based friendly force
tracking system. The geoOps™ software can be used to share near real-time operational data allowing the same view of
unfolding operations or emergency scenarios amongst friendly forces.

Commercial Satellite-Based Mobile Data Applications — We believe that there may be opportunities to leverage our
core strengths and expertise in satellite-based mobile tracking and messaging services into commercial market
applications. These include vehicle tracking and communication for domestic and international transportation
companies, private fleets and heavy equipment fleets. We continue to carefully explore this market opportunity and
seek to identify markets that have a particular requirement for our high quality, real-time and secure satellite-based
communications network. Such markets could include fleet operators whose vehicles transport dangerous or
hazardous materials, such as armaments, explosives, or flammable materials (e.g., oil or industrial chemicals). We will
continue to market our solutions in a methodical way and target them to those customers whose needs best fit our
technology offerings. We do not expect a significant amount of commercial sales in this area in fiscal 2009.

20



Edgar Filing: COMTECH TELECOMMUNICATIONS CORP /DE/ - Form 10-K

Microsatellite Space Applications — As a result of our Radyne acquisition, we now can offer both government and
commercial customers the design and production of microsatellites that provide a portion of the functionality of
expensive large satellites but at a fraction of the cost. In recent years, the market for faster, smaller and more
inexpensive microsatellites (which we define as less than 400 kilograms) has been emerging as end-users seek to
enhance the ability to launch mission specific inexpensive systems for imaging, communications, replenishment,
repair and enhancement of existing space assets as well as provide low cost platforms for space technology
development and experiments. Our microsatellites and related components are used on space missions primarily
sponsored by the U.S. Department of Defense and National Aeronautics and Space Administration ("NASA"). We
believe the market for microsatellite space application is growing and we expect to invest in marketing, sales and
internal research and development efforts so that we can solidify a leadership position in this marketplace.
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Business Strategies
Our mobile data communications segment business strategies are as follows:

Continue to Capitalize on Opportunities with the U.S. Army — We believe that the reliable and effective performance of
our system has demonstrated to the U.S. Army the value of a mobile, global satellite-based communications network
when real-time, secure transmission is required. We are currently working closely with the U.S. Army to provide
additional enhancements to both our network capabilities and communications performance and are developing new
transceiver products that we believe provide compelling technological advancement to our existing products and that
are, importantly, backwards compatible with the large number of existing BFT and MTS systems in active
deployment today. We also continue to develop new products that feature enhancements, including miniaturization
and updated software that can provide increased speed, functionality and a more intuitive and easier to use graphical
user interface for end-users. Ultimately, we believe that by seeking to work collaboratively with the U.S. Army to
ensure that its short-term and long-term needs are addressed, we will enhance our competitive positioning for a
potential future recompete, renewal or extension of the MTS and BFT contracts.

Leverage our Current Installed Base into other Military Commands — In light of the integration of our mobile satellite
transceivers into the U.S. Army’s BFT and MTS command and control systems used in Iraq, Afghanistan and
elsewhere around the world, we believe and have demonstrated that there are a number of opportunities for us to
market our products and solutions to other military commands, both in the U.S. and internationally. The Army
National Guard and the First Marine Expeditionary Forces have received funding in the past to purchase our products
and services. Both the Republic of Georgia and the Australian Defense Force have recently deployed our products.
Also, our geoOps™ Enterprise Location Management System software platform has been incorporated into NATO’s
International Security Assistance Force Tracking System, a satellite-based mobile communication system. We
continue to work with a number of other international military commands to increase brand and product awareness.
Although the sales cycle relating to these other military commands is long and difficult to predict, we believe that our
products and technologies can meet other potential customer country requirements.

Market and Develop New Commercial Satellite-Based Mobile Data Applications — Although the market for
commercial satellite-based mobile data applications is extremely competitive, we believe the performance of our
system in the military setting may establish our system as an attractive choice for users in certain commercial markets.
We recently received certification from the Department of the Army, Military Surface Deployment and Distribution
Command, Defense Transportation Tracking System Program Office (“DTTS”), to track and monitor hazardous cargo
shipments, including arms, ammunition and explosives and other sensitive items, being transported by commercial
carriers. We believe we are only the second company since the start of the DTTS program to receive this certification.
We also intend to continue to enhance and market our SENS technology (that we acquired through the Radyne
acquisition) to expand its market potential. We will continue to market our solutions in a methodical way and target
them to those customers whose needs best fit our technology offerings. We do not expect a significant amount of
commercial sales in this area in fiscal 2009.

RF Microwave Amplifiers Segment

Overview

We believe we are one of the largest independent companies designing, developing, manufacturing and marketing
solid-state, high-power, broadband amplifiers in the microwave and RF spectrums. As a result of our acquisition of
Radyne, we more than doubled the size of our RF microwave amplifiers segment and immediately positioned

ourselves as a leader in the satellite earth station traveling wave tube amplifier (“TWTA”) market and expanded our RF
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microwave amplifier segment’s product portfolio to include klystron tube power amplifiers (“KPA”). TWTA and KPA
amplifiers can boost the strength of a signal prior to transmission to satellites, which are often more than 21,000 miles
from the surface of the earth.

All of our amplifiers reproduce signals with great power, current or voltage amplitude, and are extremely complex and
critical to the performance of the systems into which they are incorporated. We sell our amplifiers to domestic and
foreign commercial and government users.
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The following are the principal markets and applications for our amplifiers:

Broadcast and Broadband Satellite Communication Applications — As a result of our acquisition of Radyne, we now
offer our customers TWTA and KPA amplifiers used to amplify signals from satellite earth stations throughout the
world. Our amplifiers can provide power levels that are vital to satellite communication applications including
traditional broadcast, direct-to-home broadcast, satellite newsgathering and the emerging broadband communications
markets, specifically IP-based satellite communications. Our amplifiers are used on several high capacity U.S.
military satellite programs including the Family of Advanced Beyond-Line-of-Site Terminal and the Wideband Global
Satellite Constellation programs.

Defense Applications — U.S. and foreign military customers use our amplifiers in a variety of telecommunications
systems (such as transmitting and boosting signals) and electronic warfare systems (such as simulation,
communications, radar, jamming and in identification friend or foe (“IFF”) systems). The U.S. military also uses our
amplifiers in systems designed to help protect U.S. troops from radio-controlled roadside bombs. Our integrated radio
frequency assemblies, which consist of one of our high-power RF amplifiers and an Ultra High Frequency (“UHF”)
radio frequency assembly integrated into a single module, are used in the Enhanced Position Location Reporting
System (“EPLRS”). The EPLRS radio network is a highly reliable communication system used by the DoD that
automatically reconfigures itself to overcome the line-of-sight limitations of UHF communications, as well as
jamming threats. Our TWTA and KPA amplifiers are used by military customers throughout the world for mobile
applications including those on helicopters and ships. We believe that ongoing military activities and heightened
homeland security concerns are resulting in increased interest in our amplifier products.

Sophisticated Commercial Applications — Our amplifiers are key components in sophisticated commercial applications.
For example, our amplifiers are used in oncology treatment systems that allow doctors to give patients who are
suffering from cancer higher doses of radiation while focusing closer on the tumors, thereby avoiding damage to
healthy tissue. In addition, our amplifiers are used to amplify signals carrying voice, video or data for
air-to-satellite-to-ground communications. For example, our amplifiers, when incorporated as part of an aircraft
satellite communication system, can provide passengers with email, Internet access and video conferencing.

Business Strategies
We manage our RF microwave amplifiers segment with the following principal strategies:

Develop a one-stop shopping approach for RF Microwave Amplifiers — As a result of the Radyne acquisition, we have
significantly expanded our amplifier product portfolio to include TWTAs and KPAs. Although we intend to maintain
separate product specific sales forces, we believe that we can offer customers a one-stop shopping approach by
offering a broad range of RF microwave amplifier equipment for use in commercial and government applications. We
will continue to internally fund research and development activities and pursue customer funded research and
development to fuel new product development. We expect this emphasis on research and development to enhance our
existing product lines, develop new capabilities and solidify and strengthen our position in our principal markets.

Continue to Penetrate the Market for Outsourced Amplifier Production — Because solid-state, high-power, broadband
amplifiers are important to the performance of the larger systems into which they are incorporated, many large
systems companies often prefer to manufacture these amplifiers in-house. We believe that our focus on and expertise
in designing and manufacturing solid-state, high-power, broadband amplifiers, as well as our high-volume
manufacturing capability, often make us a cost-effective and technologically superior alternative to such in-house
manufacturing. Some of the companies who have outsourced amplifier production to us include Rockwell Collins,
Inc., Thales Group, European Aeronautic Defense and Space Company, Telephonics Corporation, Northrop Grumman
Corporation, BAE Systems PLC, ITT Corporation and Raytheon.
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Expand Marketing and Sales Efforts in the Defense Market — We believe there are a number of long-term opportunities
in the defense and military markets, particularly for our amplifiers used in electronic warfare applications, and that we
can increase our share of this market by pursuing partnering arrangements with existing and new prime contractors.
For example, we were selected by one of our customers to participate in the Counter Remote Controlled Improvised
Explosive Device Electronic Warfare 2.1 program (“CREW 2.1”) and are supplying broadband, solid-state high-power
radio signal jamming amplifiers and switches to be used to help protect U.S. troops from the ever-evolving threat of
radio controlled roadside bombs. The participation in this program allows us to demonstrate our latest developments
in the next generation of amplifier technology and our high-volume production capabilities.

25



Edgar Filing: COMTECH TELECOMMUNICATIONS CORP /DE/ - Form 10-K

Summary of Key Products, Systems and Services by Business Segment

Telecommunications Satellite earth station

transmission

Mobile data
communications

RF microwave
amplifiers

equipment and systems
including: modems,
frequency converters,
power amplifiers,
transceivers, access
devices, voice gateways,
network management
systems and video
encoding products
Over-the-horizon
microwave systems and
adaptive modems

Forward error correction
technology such as TPC,
LDPC and data

compression technology

Mobile satellite
transceivers, network
services, installation,
training and maintenance
and SENS technology
based products

Microsatellites and
related components

Amplifiers including
solid-state, high-power,

Satellite systems integrators,
wireless and other
communication service
providers, broadcasters and
defense contractors such as
Intelsat and Globecom, as
well as

U.S. and foreign
governments

Military government
customers and related prime
manufacturers, as well as oil
companies such as BP
Amoco

Satellite and wireless
equipment providers and
leading manufacturers of
copier and data storage
products, such as Sony

U.S. Army logistics
community, CECOM,
foreign governments, and
prime contractors to the U.S.
Armed Forces, NATO and
commercial customers

U.S. government including
military agencies, NASA
and foreign customers (both
government and scientific)

Domestic and international
defense customers, prime

broadband RF microwavecontractors and system

amplifiers

suppliers such as Raytheon,
ITT and Thales, medical
equipment companies such
as Varian and aviation

Commercial and defense
applications including the
transmission of voice, video
and data over the Internet,
broadband, long distance
telephone, broadcast
(including high-definition
television) and cable, distance
learning and telemedicine

Secure defense applications,
such as transmission of U.S.
military and government data,
and commercial applications
such as the transmission of
voice and data to and from oil
platforms

Enables more efficient
transmission of voice, video
and data in wireless
communication channels

Two-way satellite-based
mobile tracking, messaging
services (U.S. Army’s MTS),
battlefield command and
control applications (BFT),
RFID applications and
commercial applications such
as fleet tracking

Mission specific, lower cost
satellite applications (both
military and scientific)

Defense applications
including communications,
radar, jamming and IFF and
commercial applications such
as medical applications
(oncology treatment systems)
and satellite communications
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industry system integrators (including
such as Rockwell Collins  air-to-satellite-to-ground

communications)
Traveling wave tube Domestic and international ~ Satellite broadcast and
amplifiers and klystron defense customers, prime  broadband satellite
amplifiers contractors and system communications and defense

suppliers such as L-3 and  applications
satellite broadcasters such as
DirecTV and EchoStar

10
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Acquisitions

We have made acquisitions of businesses and enabling technologies during the past three years and have followed a
disciplined approach in identifying, executing and capitalizing on these acquisitions.

The Radyne Acquisition

In August 2008, and as more fully described throughout this Form 10-K, we acquired Radyne for a preliminary
aggregate purchase price of approximately $231.7 million (including estimated transaction costs and payments made
for outstanding share-based stock awards). We believe that the acquisition of Radyne resulted in the following
strategic benefits:

- Strengthened our leadership position in our satellite earth station product lines in our telecommunications
transmission segment;

- More than doubled the size of our RF microwave amplifiers segment by expanding our amplifier product portfolio
and immediately positioning us as a leader, not only in the solid-state amplifier market, but in the satellite earth
station traveling wave tube amplifier market;

- Broadened the number of products and services that our mobile data communications segment can offer by
allowing us to market additional mobile tracking products as well as the design and manufacture of microsatellites
and related components; and

- Further diversified our overall global customer base and expanded our addressable markets.

We believe that, over time, we will be able to take advantage of our combined engineering and sales talents to drive

further innovation in the marketplace and deliver new and advanced products to our customers in all three of our

business segments. In connection with the Radyne acquisition, we also expect that we will be able to achieve

operating efficiencies by eliminating redundant functions and related expenses. In order to achieve these efficiencies,

on August 1, 2008, we immediately adopted a restructuring plan and are currently in the process of closing Radyne’s
Phoenix, Arizona manufacturing facility and integrating that operation into our high-volume technology

manufacturing center located in Tempe, Arizona. In addition, Radyne’s corporate functions, which were co-located in
Radyne’s Phoenix, Arizona manufacturing facility, are currently being moved to our Melville, New York corporate
office. The closing of Radyne’s facility and related integration is expected to be completed in the second half of fiscal
2009.

In connection with the realization of operating synergies, we have preliminarily estimated that we may incur up to

$9.6 million of restructuring costs, of which, approximately $8.7 million relates to possible exit costs relating to the
shut-down of Radyne’s Phoenix Arizona manufacturing facility. We have already incurred approximately $0.8 million
of severance costs for Radyne employees who were notified that they were being terminated on August 1, 2008. We
are currently in preliminary negotiations with a tenant who subleases, from us, a portion of the manufacturing facility
and is interested in subleasing the remaining portion of this facility from us. If the negotiations with this tenant are
successful, our actual net cost related to the shut-down of the manufacturing facility will be significantly lower. We
anticipate that we will be able to capitalize all of the aforementioned costs as part of purchase accounting in

accordance with Emerging Issues Task Force 95-3, “Recognition of Liabilities in Connection with a Purchase Business
Combination” (“EITF 95-3”). In addition, in connection with the acquisition, in August 2008 (the start of our fiscal 2009)
and in accordance with SFAS No. 141, “Business Combinations,” we expect, based on a preliminary analysis, to record
a one-time charge of $6.2 million reflecting the fair-market value of in-process research and development acquired.
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From an operational and financial reporting perspective, as of August 1, 2008, Radyne’s satellite electronics and video
encoders and decoder product lines are now part of our telecommunications transmission segment, Radyne’s TWTA
and KPA amplifier product portfolios are now part of our RF microwave amplifiers segment and Radyne’s
microsatellites and SENS products are now part of our mobile data communications segment.

11
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Other Tactical and Product Line Acquisitions

In August 2006, we acquired certain assets and assumed certain liabilities of Insite Consulting, Inc. (“Insite”), a logistics
application software company, for $3.2 million, including transaction costs of $0.2 million. In addition to the
guaranteed purchase price, we may be required to make certain earn-out payments based on the achievement of future
sales targets. The first part of the earn-out cannot exceed $1.4 million and is limited to a five-year period ending
August 2011. The second part of the earn-out, which is for a ten-year period ending August 2016, is unlimited and
based on a per unit future sales target primarily relating to new commercial satellite-based mobile data
communications markets. Insite has developed the geoOps™ Enterprise Location Monitoring System, a software-based
solution that allows customers to integrate legacy data systems with near-real time logistics and operational data
systems. Through July 31, 2008, no earn-out payments have been made. This operation was combined with our
existing business and is part of our mobile data communications segment.

In February 2007, we acquired certain assets and assumed certain liabilities of Digicast Networks, Inc. (“Digicast”), a
manufacturer of digital video broadcasting equipment, for $1.0 million. This operation was combined with our
existing business and is part of our telecommunications transmission segment.

In July 2008, we acquired the network backhaul assets and the NetPerformer and AccessGate product lines of Verso
Technologies ("Verso") for approximately $3.9 million. This operation was combined with our existing business and
is part of our telecommunications transmission segment.

Sales, Marketing and Customer Support

Sales and marketing strategies vary with particular markets served and include direct sales through sales, marketing
and engineering personnel, sales through independent representatives, value-added resellers or a combination of the
foregoing. We devote time to evaluating and responding to requests for proposals by governmental agencies around
the world, and as needed, we employ the use of specialized consultants to develop our proposals and bids.

We intend to continue to expand international marketing efforts by engaging additional independent sales
representatives, distributors and value-added resellers and by establishing additional foreign sales offices. As
appropriate and as guided by corporate senior management, our three business segments capitalize on manufacturing,
technology, sales, marketing and customer support synergies between them.

Our management, technical and marketing personnel establish and maintain relationships with customers. Our strategy
includes a commitment to provide ongoing customer support for our systems and equipment. This support involves
providing direct access to engineering staff or trained technical representatives to resolve technical or operational
issues.

Our over-the-horizon microwave systems, mobile data communications products and services, amplifier product lines
and satellite earth station products (such as Skywire™) that use relatively new technology have long sales cycles. Once
a product is designed into a system, customers may be reluctant to change the incumbent supplier due to the extensive
qualification process and potential redesign required in using alternative sources. Accordingly, management is
actively involved in key aspects of relations with our major customers.

Sales by geography and customer type, as a percentage of consolidated net sales, are as follows:
Fiscal Years Ended July 31,
2008 2007 2006

United States
U.S. government 66.4% 61.3% 47.3%
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Commercial customers 6.9% 12.5% 17.1%
Total United States 73.3% 73.8% 64.4%
International 26.7% 26.2% 35.6%

International sales include sales to U.S. domestic companies for inclusion in products that will be sold to international
customers. One customer, a prime contractor, represented 3.1% of consolidated net sales in fiscal 2008, 5.4% in fiscal
2007 and 10.2% of consolidated net sales in fiscal 2006. On August 1, 2008, as a result of our acquisition of Radyne,
we further diversified our overall global customer base.

12
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Backlog

Our backlog as of July 31, 2008 and 2007 was $201.1 million and $129.0 million, respectively. We expect that a
majority of the backlog as of July 31, 2008 will be recognized as sales during fiscal 2009.

At July 31, 2008, 71.5% of the backlog consisted of U.S. government contracts, subcontracts and government funded
programs, 21.4% consisted of orders for use by international customers (including sales to U.S. domestic companies
for inclusion in products that will be sold to international customers) and 7.1% consisted of orders for use by U.S.
commercial customers.

On August 1, 2008, as a result of our acquisition of Radyne, our backlog increased from $201.1 million to $252.5
million.

Almost all of the contracts in our backlog are subject to cancellation at the convenience of the customer or for default
in the event that we are unable to perform under the contract. Backlog for our U.S. government customers includes
amounts appropriated by Congress and allotted to the contract by the procuring government agency. Our backlog does
not include the value of options that may be exercised in the future on multi-year contracts, nor does it include the
value of additional purchase orders that we may receive under IDIQ contracts or basic ordering agreements. Almost
all of our U.S. government revenues in fiscal 2008, 2007 and 2006 were derived from firm fixed-price contracts.
Under these types of contracts, we perform for an agreed-upon price and we can derive benefits from cost savings, but
bear the risk of cost overruns. Our cost-plus-fixed-fee contracts, which to date have been insignificant, typically
provide for reimbursement of allowable costs incurred plus a negotiated fee.

Variations in backlog from time to time are attributable, in part, to the timing of contract proposals, the timing of
contract awards and the delivery schedules on specific contracts. Our satellite earth station equipment product line
operates under short lead times and usually generates sales out of inventory. As a result, we believe our backlog at any
point in the fiscal year is not necessarily indicative of the total sales anticipated for any particular future period.

Manufacturing and Service

Our manufacturing operations consist principally of the assembly and testing of electronic products that we design and
build from purchased fabricated parts, printed circuits and electronic components.

We operate a high-volume technology manufacturing center located in Tempe, Arizona which is utilized by all three
of our business segments for certain high-volume production which allows us to secure volume discounts on key
components, control the quality of our manufacturing process and maximize the utilization of our manufacturing
capacity. During fiscal 2009, we expect to close a redundant facility located in Phoenix, Arizona (that we acquired
from Radyne) and integrate those operations into our Tempe, Arizona facility.

We consider our facilities to be well maintained and adequate for current and planned production requirements. All of
our manufacturing facilities, including those that serve the military market, must comply with stringent customer
specifications. We employ formal quality management programs and other training programs, including the
International Standard Organization’s (“ISO’s”) quality procedure registration programs.

Our ability to deliver products to customers on a timely basis is dependent, in part, upon the availability and timely
delivery by subcontractors and suppliers (including the U.S. government) of the components and subsystems that we
use in manufacturing our products. Electronic components and raw materials used in our products are generally
obtained from independent suppliers. Some components are standard items and are available from a number of
suppliers. Others are manufactured to our specifications by subcontractors. Although we obtain certain components
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and subsystems from a single source or a limited number of sources, we believe that most components and equipment
are available from multiple sources. Certain U.S. government contracts require us to incorporate government
furnished parts into our products. Delays in receipt of such parts can adversely impact the timing of our performance
on the related contracts.

Research and Development
We reported research and development expenses for financial reporting purposes of $40.5 million, $32.5 million and

$25.8 million in fiscal 2008, 2007 and 2006, respectively, representing 7.6%, 7.3% and 6.6% of total net sales,
respectively, for these periods.
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A portion of our research and development efforts relates to the adaptation of our basic technology to specialized
customer requirements and is recoverable under contracts, and such expenditures are not reflected in our research and
development expenses for financial reporting purposes, but are included in net sales with the related costs included in
cost of sales. During fiscal 2008, 2007 and 2006, we were reimbursed by customers for such activities in the amounts
of $7.8 million, $4.2 million and $4.4 million, respectively. Our aggregate research and development expenditures
(internal and customer funded) were $48.3 million, $36.6 million and $30.2 million or 9.1%, 8.2% and 7.7% of total
net sales in fiscal 2008, 2007 and 2006, respectively.

As a result of the Raydne acquisition, we believe that, over time, we will be able to take advantage of our combined
engineering talents to drive further innovation in the marketplace and deliver new and advanced products to our
customers in all three of our business segments. In connection with the acquisition, in fiscal 2009, and in accordance
with SFAS No. 141, “Business Combinations,” we expect, based on a preliminary analysis, to record a one-time charge
of $6.2 million reflecting the fair-market value of in-process research and development acquired.

Intellectual Property

We rely upon trade secrets, technical know-how and continuing technological innovation to develop and maintain our
competitive position. The products we sell require significant engineering design and manufacturing expertise. The
majority of these technological capabilities, however, are not protected by patents and licenses. We rely on the
expertise of our employees and our learned experiences in both the design and manufacture of our products and the
delivery of our services. Our DoubleTalk® Carrier-in-Carrier® bandwidth compression technology is licensed by us
from a third-party.

Some of our key telecommunications transmission technology is protected by patents, which are significant to
protecting our proprietary technology. We have been issued several U.S. patents relating to forward error correction
technology that is utilized in our TPC-enabled satellite modems. The earliest of these patents expires in 2012.

Competition

Our businesses are highly competitive and are characterized by rapid technological change. A significant
technological breakthrough by others, including new companies or our customers, could have a material adverse effect
on our business. Our growth and financial condition depend on, among other things, our ability to keep pace with
such changes and developments and to respond to the sophisticated requirements of an increasing variety of electronic
equipment users and transmission technologies.

Certain of our competitors are substantially larger, have significantly greater financial, marketing, research and
development, technological and operating resources and broader product lines than we do. The competitors in our
telecommunications transmission segment include ViaSat, Inc., Miteq Inc., iDirect, Inc., Paradise Datacom LLC,
Harmonic, Inc. and Telefonaktiebolaget LM Ericsson. The competitors in our mobile data communications segment
include Qualcomm, Inc. and EMS Technologies, Inc. The competitors in our RF microwave amplifiers segment
include Communications and Power Industries, Inc., E2V Technologies Ltd., Miteq, Inc., Herley Industries, Inc.,
Aethercomm and Empower RF Systems, Inc. Some large companies such as Raytheon Company, General Dynamics
Corporation and Northrop Grumman Corporation have subsidiaries or divisions that compete against us in one or
more business segments. In addition, new and potential competitors are always emerging.

Certain of our customers, such as prime contractors who currently outsource their engineering and manufacturing
requirements to us, have technological capabilities in our product areas and could choose to replace our products with
their own. In some cases, we partner or team with companies (both large and mid-tier) to compete against other teams
for large defense programs. In some cases, these same companies may be competitors as it relates to certain aspects of
our business.
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We believe that competition in all of our markets is based primarily on technology innovation, product performance,
reputation, delivery times, customer support and price. Due to our flexible organizational structure and proprietary
know-how, we believe we have the ability to develop, produce and deliver products on a cost-effective basis faster
than many of our competitors.
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Employees

At July 31, 2008, we had 1,350 employees (including temporary employees and contractors), 793 of whom were
engaged in production and production support, 311 in research and development and other engineering support and
246 in marketing and administrative functions. On August 1, 2008, as a result of the Radyne acquisition, our
employee base increased by approximately 400 employees. None of our employees are represented by a labor union.
We believe that our employee relations are good.

Regulatory Matters

We are subject to a variety of local, state and federal governmental regulations. Our products that are incorporated
into wireless communications systems must comply with various governmental regulations, including those of the
Federal Communications Commission (“FCC”). Our manufacturing facilities, which may store, handle, emit, generate
and dispose of hazardous substances that are used in the manufacture of our products, are subject to a variety of local,
state and federal regulations, including those issued by the Environmental Protection Agency. Our international sales
are subject to U.S. and foreign regulations such as the International Traffic in Arms Regulations (“ITAR”) and Export
Administration Regulations and may require licenses (including export licenses) from U.S. government agencies or
require the payment of certain tariffs. In addition, we are subject to European Union (“EU”) directives related to the
recycling of electrical and electronic equipment. Our financial reporting, corporate governance, public disclosure and
compliance practices are governed by laws such as the Sarbanes-Oxley Act of 2002 and rules and regulations issued
by the Securities and Exchange Commission (“SEC”). As a U.S. government contractor and subcontractor, we are
subject to a variety of rules and regulations, such as the Federal Acquisition Regulations.

During fiscal 2008 and as more fully described in “Item 1A. Risk Factors” and “Item 7, Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” we have incurred incremental costs associated with export
compliance matters. To date, we have incurred costs in connection with compliance with other regulations in the
normal course of business.

ITEM 1A. RISK FACTORS
Forward-Looking Statements

This Form 10-K contains “forward-looking statements” including statements concerning the future of our industry,
product development, business strategy, continued acceptance of our products, market growth, and dependence on
significant customers. These statements can be identified by the use of forward-looking terminology such as “may,”
“expect,” “anticipate,” “estimate,” “continue,” or other similar words. When considering forward-looking statements, yot
should keep in mind the risk factors and other cautionary statements in this Form 10-K. However, the risks described

in this Form 10-K are not the only risks that we face. Additional risks and uncertainties, not currently known to us or

that do not currently appear to be material, may also materially adversely affect our business, financial condition

and/or operating results in the future. The risk factors noted below and other factors noted throughout this Form 10-K

could cause our actual financial condition or results to differ significantly from those contained in any
forward-looking statement.

9 ¢ 9 ¢

Our recent acquisition of Radyne Corporation (“Radyne”) may not be successful and we may not realize anticipated
benefits from this acquisition. The Radyne acquisition may divert our resources and management attention and our
operating results may fall short of expectations.
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On August 1, 2008 (the beginning of our fiscal year 2009), we purchased Radyne using a portion of our existing cash
and cash equivalents for a preliminary aggregate purchase price of approximately $231.7 million. Although we expect
to realize strategic, operational and financial benefits as a result of the Radyne acquisition, we cannot assure whether
and to what extent such benefits will be achieved. In particular, the success of the Radyne acquisition will depend, in
part, on our ability to realize anticipated efficiencies and cost savings, primarily through the elimination of redundant
functions and the integration of certain operations. No assurances can be given that we will be able to achieve these
efficiencies and cost savings.
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Radyne has a history of inconsistent operating results and missing expectations and we will face operational and

administrative challenges as we work to integrate Radyne’s operations into our business. In particular, the Radyne
acquisition has significantly expanded the types of products that we sell, expanded the businesses with which we are

engaged in, as well as increased the number of our employees and the number of facilities we operate, thereby

presenting us with significant challenges as we will need to manage the substantial increase in scale resulting from the

acquisition. We must integrate a large number of systems, both operational and administrative. Delays in the process

could have a material adverse impact on our business, results of operations and financial condition. Ultimately, we

may not be successful.

The diversion of our management’s attention to these matters and away from other business concerns could have an
adverse effect on our business and operating results may fall short of expectations.

Future acquisitions and strategic investments may divert our resources and management attention, results may fall
short of expectations and, as a result, our operating results may be difficult to forecast and may be volatile.

We intend to continue pursuing acquisitions of investments in businesses, technologies and product lines as a key
component of our growth strategy. Any future acquisitions or investments may result in the use of significant amounts
of cash, potentially dilutive issuances of equity securities, incurrence of debt and amortization expenses or in-process
research and development charges related to intangibles assets. Acquisitions involve numerous risks, including:

e difficulties in the integration of the operations, technologies, products and personnel of an acquired business;
e diversion of management’s attention from other business concerns;
¢ increased expenses associated with the acquisition; and
¢ loss of key employees or customers of any acquired business.

We cannot assure you that our future acquisitions will be successful and will not adversely affect our business, results
of operations or financial condition.

Due to many factors, including the Radyne acquisition and the amount of business represented by large contracts, our
operating results are difficult to forecast and may be volatile.

We have experienced, and will experience in the future, significant fluctuations in new orders, net sales and operating
results, including our net income and earnings per share, from quarter-to-quarter. One reason for this is that a
significant portion of our business — primarily the over-the-horizon microwave systems of our telecommunications
transmission segment, our RF microwave amplifiers segment and our mobile data communications segment — is
derived from a limited number of relatively large customer contracts, the timing of which cannot be predicted.

Our new orders, net sales and operating results, including our net income and earnings per share, also may vary
significantly from period-to-period because of the following factors: the financial performance of acquisitions;
product mix sold; fluctuating market demand; price competition; new product introductions by our competitors;
fluctuations in foreign currency exchange rates; unexpected changes in delivery of components or subsystems;
political instability; regulatory developments; changes in income tax rates or tax credits; the price and expected
volatility of our stock (which will impact, among other items, the amount of stock-based compensation expense we
may record); and general economic conditions.
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In addition, on August 1, 2008, as a result of our acquisition of Radyne there will be a significant change to our future
financial performance. Accordingly, you should not rely on period-to-period comparisons as indications of our future
performance because these comparisons may not be meaningful.
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Our business, results of operations, liquidity and financial condition depend on our ability to maintain our level of
U.S. government business.

In recent years, we have increased our dependence on U.S. government business. Our sales to the U.S. government

(including sales to prime contractors to the U.S. government) accounted for approximately 66.4%, 61.3% and 47.3%

of our consolidated net sales for the fiscal years ended July 31, 2008, 2007 and 2006, respectively. Approximately

71.5% of our backlog at July 31, 2008 consisted of orders from the U.S. government. Radyne’s business and net sales
were also significantly dependent on the business it received from the U.S. government.

We expect such business to represent a significant portion of our consolidated net sales for the foreseeable future. U.S.
government business exposes us to various risks, including:

e unexpected contract or project terminations or suspensions;
¢ unpredictable order placements, reductions or cancellations;

¢ reductions in government funds available for our projects due to government policy changes, budget cuts and other
spending priorities;

e penalties arising from post-award contract audits;
e cost audits in which the value of our contracts may be reduced;

¢ higher-than-expected final costs, particularly relating to software and hardware development, for work performed
under contracts where we commit to specified deliveries for a fixed price; and

¢ unpredictable cash collections of unbilled receivables that may be subject to acceptance of contract deliverables by
the customer and contract close out procedures, including government approval of final indirect rates.

All of our U.S. government contracts can be terminated by the U.S. government for its convenience. Termination for
convenience provisions provide only for our recovery of costs incurred or committed, settlement expenses and profit
on work completed prior to termination. In addition to the right of the U.S. government to terminate, U.S. government
contracts are conditioned upon the continuing approval by Congress of the necessary spending. Congress usually
appropriates funds for a given program on a fiscal year basis even though contract performance may take more than
one year. Consequently, at the beginning of a major program, the contract may not be fully funded, and additional
monies are normally committed to the contract only if, and when, appropriations are made by Congress for future
fiscal years.

We obtain U.S. government contracts through a competitive bidding process. We cannot assure you that we will
continue to win competitively awarded contracts or that awarded contracts will generate sufficient net sales to result in
profitability.

If we are unable to comply with complex U.S. government regulations governing security and contracting practices,
we could be disqualified as a supplier to the U.S government.

As a supplier to the U.S. government, we must comply with numerous regulations, including those governing security
and contracting practices. Failure to comply with these procurement regulations and practices could result in fines
being imposed against us or our suspension for a period of time from eligibility for bidding on, or for award of, new
government contracts. If we are disqualified as a supplier to government agencies, we would lose most, if not all, of
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our U.S. government customers and revenues from sales of our products would decline significantly. Among the
potential causes for disqualification are violations of various statutes, including those related to procurement integrity,
export control, U.S. government security regulations, employment practices, protection of the environment, accuracy
of records in the recording of costs, and foreign corruption. The government could investigate and make inquiries of
our business practices and conduct audits of contract performance and cost accounting. Based on the results of such
audits, the U.S. government could adjust our contract-related costs and fees. Depending on the results of these audits
and investigations, the government could make claims against us, and if it were to prevail, certain incurred costs
would not be recoverable by us.
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We could be adversely affected by the results of ongoing investigations into our compliance with export regulations.

In October 2007, our Florida-based subsidiary, Comtech Systems, Inc. (“CSI”), received a customs export enforcement
subpoena from the U.S. Immigration and Customs Enforcement (“ICE”) branch of the Department of Homeland
Security. The subpoena relates to CSI’s $2.0 million contract with the Brazilian Naval Commission (the Brazil
contract) and it required the production of all books, records and documents, including copies of contracts, invoices
and payments related to agreements between CSI, its agent, its subcontractor and the Brazilian government. We
believe that the ICE investigation is focused primarily on whether or not CSI was in compliance with export-related
laws and regulations, including the International Traffic in Arms Regulations (“ITAR”) and the Export Administration
Regulations. CSI produced documents in response to the subpoena request. Customs officials have detained certain
inventory related to the Brazil contract pending resolution of this matter.

We engaged outside counsel to assist CSI in its response to the subpoena and related matters and to conduct our own
investigation. Based on our ongoing investigation into this matter, we believe that the detained inventory, which
consists of commercial satellite equipment, was not modified or adapted in any way to meet Brazilian military
requirements and was only subject to the jurisdiction of the Department of Commerce and not the jurisdiction of the
U.S. Department of State. In addition, in order to provide certain defense services, including conducting factory
acceptance testing at CSI’s Florida facility, we obtained a license (referred to as a Technical Assistance Agreement
(“TAA”)) from the U.S. Department of State. We believe that the TAA authorized all activities under the Brazil contract
that were subject to the jurisdiction of the U.S. Department of State.

We believe that CSI made a good faith effort to comply with applicable regulations; however, we believe that CSI
made inadvertent administrative errors resulting in a TAA that did not become effective on a timely basis. The
administrative errors relate primarily to the execution of non-disclosure agreements (“NDA”) with certain third country
national employees of CSI’s agent. These individuals have now signed appropriate NDAs, and, in December 2007, CSI
filed an amended TAA with the U.S. Department of State. CSI has requested that the U.S. Department of State
confirm CSI’s and our view that the Brazil contract does not require any other State Department license.

In March 2008, the Enforcement Division of the U.S. Department of State informed us that they were reviewing our

amended TAA. In May 2008, the U.S. Attorney’s Office in the Middle District of Florida informed us that, based on its
conversations with the ICE agent who initiated the subpoena, it was closing its investigation into the Brazil matter. In

June 2008, the ICE agent informed us that he would recommend that the detained inventory be released back to us

upon the U.S. Department of State confirming our position that a State Department license for the hardware shipped

was not required. In August 2008, the ICE agent informed us that the U.S. Department of State wanted to clarify

certain technical matters and, on its behalf, the ICE agent was going to interview one of our engineers. This interview

occurred in September of 2008. We continue to remain cautiously optimistic that we will be able to shortly reship the

Brazil inventory to our customer.

In addition to their review of the Brazil contract, in March 2008, the Enforcement Division of the U.S. Department of
State informed us that they sought to confirm our company-wide ITAR compliance for the five-year period ended
March 2008. In response, we expanded the scope of our own investigation. In June 2008, we provided detailed
information and a summary of our findings to the U.S. Department of State. In July 2008, the U.S. Department of
State requested supplemental information and we responded to their request. Our findings to date indicate that there
were certain instances of exports and defense services during the five-year period for which we did not have the
appropriate authorization from the U.S. Department of State; however, none of those instances involved Proscribed
Countries as defined by ITAR. We are awaiting additional feedback from the U.S. Department of State as it relates to
all of the aforementioned matters.
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Since the receipt of the original Brazil subpoena in October 2007, we have engaged outside counsel and export
consultants to help us assess and improve, as appropriate, our internal controls with respect to U.S. export controls
laws and regulations and laws governing record keeping and dealings with foreign representatives. In addition, in
connection with our August 1, 2008 acquisition of Radyne, we are expanding our export internal control assessment to
include our newly acquired subsidiaries. To date, we have noted opportunities for improving our procedures to
comply with such laws and regulations, including at our newly acquired Radyne subsidiaries and are in the process of
making improvements.
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During fiscal 2008, we have taken numerous steps to significantly improve our export control processes, including the
hiring of additional employees who are knowledgeable and experienced with ITAR and the engagement of an outside
export consultant to conduct additional training. We are also in the process of implementing enhanced formal
company-wide ITAR control procedures, including at our newly acquired Radyne subsidiaries. Because our
assessments are continuing, we expect to remediate, improve and enhance our internal controls relating to exports
throughout fiscal 2009.

Because the above matters are ongoing, we cannot determine the ultimate outcome of these matters. Violations of U.S.
export control-related laws and regulations could result in civil or criminal fines and/or penalties and/or result in an
injunction against us, all of which could, in the aggregate, materially impact our business, results of operations and
cash flows. Should we identify a material weakness relating to our compliance, the ongoing costs of remediation could
be material. In addition, inventory related to the Brazil contract (including the inventory that has been detained) had a
net book value of $1.1 million as of July 31, 2008. If this inventory is permanently seized or not returned to us timely,
or we can not resell the inventory to other customers, we would be required to write-off the value of this inventory in a
future accounting period.

Our dependence on international sales and international sales agents may adversely affect us. U.S. export laws may
also restrict our ability to sell our products abroad which reduces our ability to obtain sales from foreign customers.

Sales for use by international customers (including sales to U.S. domestic companies for inclusion in products that
will be sold to international customers) represented approximately 26.7%, 26.2% and 35.6% of our consolidated net
sales for the fiscal years ended July 31, 2008, 2007 and 2006, respectively. Approximately 21.4% of our backlog at
July 31, 2008 consisted of orders for use by foreign customers. We expect that international sales (including sales
from Radyne) will continue to be a substantial portion of our consolidated net sales.

These sales expose us to certain risks, including barriers to trade, fluctuations in foreign currency exchange rates
(which may make our products less price-competitive), political and economic instability, exposure to public health
epidemics, availability of suitable export financing, tariff regulations, and other U.S. and foreign regulations that may
apply to the export of our products and the generally greater difficulties of doing business abroad.

We attempt to reduce the risk of doing business in foreign countries by seeking subcontracts with large systems
suppliers, contracts denominated in U.S. dollars, advance or milestone payments and irrevocable letters of credit in
our favor. However, we may not be able to reduce the economic risk of doing business in foreign countries, in all
instances. In such cases, billed and unbilled receivables relating to international sales are subject to increased
collectibility risk and may result in significant write-offs, which could have a material adverse impact on our business,
results of operations and financial condition. In addition, foreign defense contracts generally contain provisions
relating to termination at the convenience of the government.

In some countries, we may rely upon one international sales agent. We attempt to reduce our reliance on sales agents
by establishing additional foreign sales offices and by engaging, where practicable, more than one independent sales
representative in a territory.

Certain of our products and systems may require licenses from U.S. government agencies for export from the U.S.,
and some of our products are not permitted to be exported. In addition, in certain cases, U.S. export controls also
severely limit unlicensed technical discussions such as with any persons who are not U.S. citizens or permanent
residents. As a result, in cases where we may need a license, it may reduce our ability to compete against a non-U.S.
domiciled foreign company who may not be subject to the same U.S. laws. We cannot be sure of our ability to gain
any licenses that may be required to export our products, and failure to receive required licenses could materially
reduce our ability to sell our products outside the U.S.

44



19

Edgar Filing: COMTECH TELECOMMUNICATIONS CORP /DE/ - Form 10-K

45



Edgar Filing: COMTECH TELECOMMUNICATIONS CORP /DE/ - Form 10-K

We have significant operations in Florida and California, and other locations, which could be materially and adversely
impacted, in the event of a natural disaster or other significant disruption.

Our telecommunications transmission segment designs and manufactures our over-the-horizon microwave equipment
and systems out of two facilities located in Florida, where major hurricanes have occurred in the past. As of August 1,
2008, our RF microwave amplifiers segment manufactures and designs traveling wave tube amplifier and klystron
amplifiers in Santa Clara, California, close to major earthquake fault lines.

Our operations in these and other locations (such as in our high-volume technology manufacturing center located in
Tempe, Arizona and our mobile data communication segment’s network operations center located in Germantown,
Maryland), could be subject to natural disasters or other significant disruptions, including hurricanes, typhoons,
tsunamis, floods, earthquakes, fires, water shortages, other extreme weather conditions, medical epidemics, acts of
terrorism, power shortages and blackouts, telecommunications failures, and other natural and manmade disasters or
disruptions.

In the event of such a natural disaster or other disruption, we could experience disruptions or interruptions to our
operations or the operations of our suppliers, distributors, resellers or customers; destruction of facilities; and/or loss
of life, all of which could materially increase our costs and expenses and materially adversely affect our business,
revenue and financial condition.

All of our businesses are subject to rapid technological change; we rely upon licensed technology for some of our
products and we must keep pace with changes to compete successfully.

We are engaged in businesses characterized by rapid technological change, evolving industry standards, frequent new
product announcements and enhancements, and changing customer demands. The introduction of products and
services embodying new technologies and the emergence of new industry standards could render any of our products
and services obsolete or non-competitive. The technology used in our products and services evolves rapidly, and our
business position depends, in large part, on the continuous refinement of our scientific and engineering expertise and
the development, either through internal research and development or acquisitions, of new or enhanced products and
technologies. We may not have the economic or technological resources to be successful in such efforts and we may
not be able to identify and respond to technological improvements made by our competitors in a timely or
cost-effective fashion. Our DoubleTalk® Carrier-in-Carrier® bandwidth compression technology is licensed by us
from a third-party. A significant technological breakthrough by others, including smaller competitors or new firms,
could have a material adverse impact on our business, results of operations and financial condition.

Reductions in telecommunications equipment and systems spending may negatively affect our revenues, profitability
and the recoverability of our assets, including intangible assets.

For the last several years, the U.S. and global economies have been growing and our revenues and profits have
increased as our customers have increased their spending on telecommunications equipment and systems. However,
during fiscal 2008, adverse conditions in the U.S. consumer mortgage market have negatively impacted the global
economy and nearly all businesses, including ours, are facing uncertain economic environments. Some economists are
now predicting a recession. Our businesses have been negatively affected in the past by uncertain economic
environments both in the overall market, and more specifically in the telecommunications sector. As a result of the
current global economic conditions, our customers may reduce their budgets for spending on telecommunications
equipment and systems. As a consequence, our current customers and other prospective customers may postpone,
reduce or even forego the purchase of our products and systems, which could adversely affect our revenues,
profitability and the recoverability of our assets, including intangible assets. Although we remain confident that the
long-term demand drivers for our businesses, including our satellite earth station products, remain strong, it is
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currently difficult to assess whether or not future bookings will meet or exceed the levels experienced in fiscal 2008.
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Our mobile data communications business is subject to unique risks.

Our mobile data communications business segment is reliant upon just a few contracts. In addition to the other risk
factors described in this section, the risk factors applicable to our mobile data communications business include the
following:

e Our mobile data communications segment’s revenues and profits are primarily derived from the Movement Tracking
Systems (“MTS”) contract and the U.S. Army’s Force XXI Battle Command, Brigade and Below command and
control systems (also known as Blue Force Tracking (“BFT”)) contract. Both of these contracts can be terminated at
any time and orders are subject to unpredictable funding, deployment and technology decisions by the U.S.
government. Because both of these contracts are indefinite delivery/indefinite quantity (“IDIQ”) contracts, the U.S.
Army is not obligated to purchase any equipment or services under the contracts.

e QOur MTS and BFT contracts are not subject to automatic renewal or extension upon their scheduled expiration on
July 12, 2010 and December 31, 2011, respectively. In addition, the U.S. Army may decide to award future orders,
at any time, to other parties. If another party is awarded future orders or if one or both of our contracts are not
renewed, extended or if we fail to succeed in a recompete process, it would have a material adverse impact on our
business and results of operations.

¢ In fiscal 2007, the BFT program’s prime contractor, Northrop Grumman Corporation, awarded a contract to a
competitor to develop a new prototype network and related equipment to increase network capacity for the U.S.
Army’s BFT tracking system. Although we are currently working closely with the U.S. Army to provide additional
enhancements to our network capabilities and communications performance and believe that we have and are
developing new products that provide compelling technological advanceme