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DELAWARE 87-0361799
(State or other jurisdiction of (LR.S. Employer
Incorporation or organization) Identification No.)

15378 Avenue of Science, Suite 100,

San Diego, California 92128
(Address of principal executive offices) (Zip Code)
Registrant s telephone number, including area code: (858) 676-1112

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

Title of each class Name of exchange on which registered
Common stock, $.00001 par value per share NASDAQ Capital Market
SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes © No x
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes =~ No x

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

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

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

Large accelerated filer ~ Accelerated filer x Non-accelerated filer ~ Smaller reporting company x
(Do not check if a smaller reporting company)

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

The aggregate market value of the voting common stock held by nonaffiliates of the registrant as of March 31, 2008 (the last business day of the
registrant s most recently completed second fiscal quarter) was $50,680,005* based upon the closing price of the shares on the NASDAQ Capital
Market on that date.

* Excludes the common stock held by executive officers, directors and stockholders whose ownership exceeds 5% of the common stock
outstanding at March 31, 2008. This calculation does not reflect a determination that such persons are affiliates for any other purpose.
Indicate the number of shares outstanding of each of the registrant s classes of common stock, as of the latest practicable date:
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30,535,207 shares of common stock, par value $.00001 per share, as of November 26, 2008.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant s definitive proxy statement filed with the Commission pursuant to Regulation 14A in connection with the registrant s
2009 Annual Meeting of Stockholders, to be filed subsequent to the date of this report, are incorporated by reference into Part III of this report.
The definitive proxy statement will be filed with the Commission not later than 120 days after the conclusion of the registrant s fiscal year ended
September 30, 2008.
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PARTI
Forward Looking Statements

This annual report on Form 10-K contains forward-looking statements relating to future events or the future performance of our

company. Words such as expects,  anticipates, intends, plans, believes, seeks, estimates and similar expressions or
variations of such words are intended to identify forward-looking statements, but are not the only means of identifying forward-looking
statements. Such statements are predictions and actual events or results may differ materially. In evaluating such statements, you should
specifically consider various factors identified in this report, including the matters set forth below in Item 1A. Risk Factors of this Annual
Report on Form 10-K, which could cause actual results to differ materially from those indicated by such forward-looking statements.

For purposes of this Annual Report, the terms we , us and our refer to American Technology Corporation and its consolidated
subsidiary.

Item 1. Business.
Overview

American Technology Corporation develops and delivers innovative directed acoustic products that beam, focus and control sound over short
and long distances. By placing sound only where needed, we not only enhance many typical speaker applications, but we offer novel sound
applications that conventional speakers cannot achieve. We offer a variety of directional sound products for applications ranging from focusing
digital signage advertising on a customer at ten feet to protecting assets by communicating with and deterring threats over distances greater than
500 meters. Since 1996, we have been at the forefront developing new acoustic innovations to project, focus, shape and control sound and we
believe we have established a significant competitive advantage in our principal markets. Our Long Range Acoustic Device or LRAD® is
pioneering a new worldwide market for directional long-range acoustic hailing and warning devices capable of communicating with authority
and clarity over 500 meters. We also believe we are the leader in commercializing parametric speakers, branded as HyperSonic® sound or HSS®.

We have 41 patents issued worldwide covering our various sound technologies, of which 38 are patents issued in the United States. We also
have 59 pending patent applications worldwide, of which 29 are pending patent applications in the United States.

Technology and Products
Our four major technology platforms and related products are:
LRAD®

Our Long Range Acoustic Device or LRAD is a technology breakthrough that creates a directed acoustic beam using low power to communicate
at operational ranges with authority and superior intelligibility even in high ambient noise environments. LRAD hailing, notification and
warning systems feature a 15 to 30 degree beam and a range of over 500 meters. LRAD can emit powerful voice commands, prerecorded
messages in multiple languages or loud and piercing deterrent tones to create a safety zone allowing operators to determine the intent, influence
the behavior and gain compliance from approaching vessels, vehicles or personnel. LRAD was developed for the U.S. Navy to fulfill a
capability gap identified after the USS Cole attack in 2000 and has been deployed by the U.S. Army, Navy, Marines and Coast Guard, as well as
commercial vessels and public safety entities around the globe since the spring of 2003.

We have expanded our market penetration by developing new products to meet customer operational needs. In fiscal 2007, we introduced the
LRAD-R, a remotely-controlled device with integrated sensors that can be operated from a separate command-control center. In fiscal 2008, we
introduced our LRAD-X product line. The LRAD-X product line can be manually operated or integrated into a remotely controlled
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security network s command and control center. Our LRAD-X products are the industry s loudest, most intelligible line of directed acoustic
hailing and warning devices (AHDs), and feature rugged, weatherproof construction and enhanced voice, tone and frequency response. The
LRAD-X series includes:

LRAD 1000X selected by the U.S. Navy as its AHD for Block 0 of the Shipboard Protection System can be manually operated
to provide long distance hailing and warning with highly intelligible communication.

LRAD 500X selected by the U.S. Navy and U.S. Army as their AHD for small vessels and vehicles is lightweight and can be
easily transported to provide security personnel long-range communications and a highly effective hailing and warning
capability where needed.

LRAD 100X is portable and designed for use in a variety of mass notification and commercial security applications. It is
ideally suited for short-range perimeter security and it adds highly intelligible sound/communication resources into traditional
camera-based security networks in an integrated package.

LRAD-RX is our prescription for remotely controlled security. It enables system operators to detect and communicate with an
intruder over long distances. LRAD-RX features an LRAD 1000X emitter head and an integrated IP-addressable full pan and
tilt drive system for precise aiming and tracking. LRAD-RX reduces manpower and false alarms while providing an
intelligent, cost-effective security solution. The LRAD-RX can be operated remotely from anywhere across a TCP/IP network
enabling system operators to respond to security threats from a safe remote environment. The LRAD-RX is aimed and
controlled by our proprietary pan and tilt drive system. We designed and engineered this pan and tilt drive system during
fiscal 2008 to meet the demanding specifications of customers that deploy these devices on large vessels, offshore oil and
other platforms. The LRAD-RX can be integrated with a number of other sensors (radar, camera, etc.) creating a fully
integrated unmanned perimeter security solution.

HSS®

Our HyperSonic sound, or HSS, proprietary parametric speaker technology creates sound in the air. Sound is generated along an air column
using ultrasonic frequencies above the normal range of hearing. The HSS sound beam is highly directional and maintains sonic clarity and
intelligibility. Our HSS products are compatible with any media player but beam sound where you want it and nowhere else. We believe our
substantial intellectual property portfolio and pioneering HSS products support our leadership position in the field of parametric non-linear
acoustics for sound reproduction. We currently offer our HSS 450 speaker system with a 5 by 10 inch emitting surface and our HSS 460 with
double the emitting surface area.

SoundSaber®

Our SoundSaber thin film magnetic speaker technology, the predominant product from our NeoPlanar speaker line, provides high clarity
throughout the audio range for emergency and mass notification, public address and high-end sound applications. SoundSaber products are
based on our proprietary technology incorporating a thin film magnetic speaker that produces sound of high quality, low distortion and high
volume. Our SoundSaber line of hardened panels provide improved intelligibility in challenging acoustic environments such as hangar bays,
industrial buildings, airports and other facilities and are capable of delivering highly intelligible audio in excess of 500 meters. We offer
SoundSaber panels in a variety of sizes for custom installation and packaged for installation in mass notification applications.

SoundVector

Our SoundVector technology is a patent-pending, economical and scalable directional sound technology for replacing sound pollution
generating omni-directional alarm signals, sirens, hazard signals and other directed warnings or tones. We currently license this technology to
others to incorporate into products.
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Our results of operations depend on our sales of audio products and systems in the commercial and government markets. Our products are sold
worldwide with the United States currently our largest market. Although we believe we are the leader in directed sound products, we are still in
the early stage of targeting new markets. We believe that the growth in defense, homeland security and border patrol security, as well as related
risk management spending by commercial and maritime customers, provides a growing market for our sound products to be used for intelligible
communication and notification over long distances.

Recent Developments

In the fiscal year ended September 30, 2008, we accomplished the following:

Introduced a completely reengineered LRAD product line, the LRAD-X series, a more powerful, highly intelligible, rugged line of
acoustic hailing and warning devices.

Introduced the LRAD-RX incorporating an LRAD 1000X on our proprietary pan and tilt drive system, which we believe to be a
heavy-duty, environmentally rugged best in class pan and tilt drive system with broad application to drive our products as well as
other devices.

Shipped our first units under the SPS Block 0 award and continue to expand our sales to the U.S. Navy.

Shipped our first portable LRAD, the 100X, to customers in the U.S. Military and to customers in Southeast Asia.

Further developed our distribution channel signing new sales representatives in South America, Korea and Japan.

Entered into a sales representative agreement with Anchor Innovations to expand sales into maritime markets.

Continued to manage our balance sheet and control expenses while investing in new product development and markets.
Strategy

We believe we are building on our leadership position in the field of directed or focused sound for both short-range and long-range
communication with high clarity. Our overall strategy is to offer an increasing variety of directed sound and other products for an increasing
range of applications. In executing our strategy, we use direct sales to larger end-users, system integrators and defense-related companies and we
are building a worldwide distribution channel consisting of partners and resellers that have significant expertise and experience selling integrated
communications solutions into our various target markets.

A major initiative for fiscal 2009 is to accelerate revenue growth by increasing direct sales to military, larger commercial and defense-related
companies desiring to use our directed sound technology in their integrated product offerings. Our senior executive and sales and marketing
personnel are focused primarily on the government, military, homeland and international security, private and commercial maritime and digital
signage markets. We will continue to focus on expanding and strengthening domestic and international sales channels by adding key channel
partners, distributors and dealers.

We intend to continue to promote the expansion of markets and customers for directed sound. Our expanding target markets include the military,
law enforcement, first responders, maritime security, homeland and international security and private and commercial security applications. We
believe these markets and others provide attractive opportunities for our products. Our goals are to continue to expand market penetration for our
LRAD products and to expand markets for our HSS and SoundSaber products for use in a wide range of commercial applications and mass
notification systems.
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arrangements. We intend to continue to increase the use of our trademarks throughout our product distribution chain and believe growing brand
awareness will assist in expanding our business.

Our research and development strategy is to continue to develop innovative directed acoustic solutions and to design new products for
introduction into our target markets. In 2008, we made significant improvements to the performance and quality of our existing directed sound
products and introduced our new line of LRAD-X products. We have ongoing development efforts to further improve our products performance
and quality. We also engage in ongoing value engineering to reduce the cost and simplify the manufacturing of our products.

Manufacturing and Suppliers

Manufacturing. We believe maintaining quality manufacturing capacity is essential to the performance of our products and the growth of our
business. Our technologies are substantially different from mass produced sound transducer designs, and our manufacturing and assembly
involves new processes and materials. We do not believe our products have been produced in sufficient quantities to be considered mass
produced. We contract with third party suppliers to produce various components and sub-assemblies. At our San Diego facility, we complete the
final assembly of, and test and ship, our products for both commercial and government systems. We have refined our internal business processes
to improve how we design, test and qualify product designs. We continue to implement more rigorous manufacturing and quality processes to
track production and field failures. We have developed custom manufacturing equipment used to automate the production of key HSS and
SoundSaber sub-assemblies reducing the labor component and permitting higher volume production. We implement design and component
changes periodically to reduce our product costs, improve product reliability and improve operating margins.

Suppliers. Our products have a large number of components and sub-assemblies produced by outside suppliers. In addition, for some of these
items, we qualify only a single source, which can magnity the risk of shortages and decrease our ability to negotiate with our suppliers on the
basis of price. In particular, we depend on our HSS piezo-film supplier to provide expertise and materials used in our proprietary HSS emitters,
and we rely on one supplier of compression drivers for our LRAD products. If shortages occur, or if we experience quality problems with
suppliers, then our production schedules could be significantly delayed or costs significantly increased, which could in turn have a material
adverse effect on our financial condition, results of operation and cash flows.

Sales and Marketing

We market and sell products and services through our sales force based in San Diego, California, Maine and Washington. Our corporate and
administrative offices are located in San Diego, California.

We make direct sales to larger end-users and defense-related companies. We use independent representatives to assist us in these efforts. We
also use a channel distribution model in which we sell our products directly to a small network of worldwide independent resellers and system
integrators who then sell our products (or our products integrated with other systems) to end-user customers. We are focusing our internal
business development resources on building relationships with defense integrators and other large, direct customers.

Customer Concentration

For the fiscal year ended September 30, 2008, revenues from two customers, ADS, Inc., and Advanced Integrated Systems accounted for 17%
and 10% of revenues, respectively. For the fiscal year ended September 30, 2007, revenues from two customers, ADS, Inc. and Genesisone
General Trading & Supply, accounted for 18% and 10% of revenues, respectively with no other single customer accounting for more than 10%
of revenues. ADS, Inc. is a reseller to end users in various branches of the military such as the U.S. Navy, U.S. Marine Corps, U.S. Army, the
Department of Homeland Security and international customers.
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Our revenues have to date relied on a few major customers. The loss of any customer could have a material adverse effect on our financial
condition, results of operations and cash flows. Our goal is to diversify sound technology revenues in future periods.

Our order backlog for products that are deliverable in the next 12 months was approximately $351,300 at September 30, 2008 compared to
$1,000,500 at September 30, 2007. The amount of backlog at any point in time is dependant upon scheduled delivery dates by our customers and
product lead times. Backlog orders are subject to modification, cancellation or rescheduling by our customers.

Warranties

We generally warrant our products to be free from defects in materials and workmanship for a period up to one year from the date of purchase,
depending on the product. The warranty is generally a limited warranty, and in some instances imposes certain shipping costs on the customer.
To date, we have been providing direct warranty service, but in the future we may establish warranty service through OEM customers or others.
Some of our agreements require OEM customers to stock certain quantities of product for use as warranty replacements. Our international
market warranties are generally similar to the warranties we offer in the U.S. market.

Competition

Our technologies and products compete with those of other companies. The consumer, commercial and government audio industry markets are
fragmented and competitive and include numerous manufacturers with audio products that vary widely in price, quality and distribution
channels. Manufacturers of consumer and commercial speakers include Harman International, Boston Acoustics and many others. Many of our
present and potential future competitors have, or may have, substantially greater resources to devote to further technological and new product
developments. We believe we compete primarily on the originality of our concepts, the uniqueness and quality of our technology and designs,
the ease and cost of manufacturing and implementing our technologies, the ability to meet customer needs, the strength of our intellectual
property and the strength of licensee and contract supply arrangements. We may not, however, be competitive with the existing or future
products, technologies or services of our competitors.

We believe our LRAD products are the leading acoustic hailing and warning products in the market for military and commercial applications.
The broad category of government audio industry speakers includes competitors such as IML Sound Commander, Technomad and others. We
do not believe these competitors have achieved significant market penetration in the government or commercial directed hailing markets to date.
We believe our LRAD product line has demonstrated acceptance and has performed extremely well in harsh environments and can continue to
compete on the basis of technical features, performance, ease of use and cost.

We believe HSS is the leading parametric speaker with little direct competition to date. Companies such as Brown Innovations and others have
employed domes and other techniques to try to focus or contain sound for directed sound applications such as point-of-sale. We do not believe
these methods are directly competitive to HSS in ease of use, cost and performance. Although others have attempted to use parametric speaker
concepts to produce sound, we do not believe they have progressed to the point of cost-effective and directly competitive commercial products
as compared to HSS. Holosonic Research Labs produces a parametric speaker called the Audio Spotlight. Sennheiser Electronics has announced
a parametric speaker product called the AudioBeam Master and Mitsubishi has a parametric speaker product which is sold in Japan. These
companies employ electrostatic and piezoelectric emitter devices, which we believe have lower output and are more expensive than our
proprietary emitters. However, these parametric speaker competitors or others may introduce products with features and performance
competitive to our products.

We believe our SoundSaber technology is novel and has distinct market attributes compared to existing and competing flat panel and traditional
speaker designs. We believe our SoundSaber technology produces high
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intelligibility and reliability for a range of consumer, commercial and government applications. Other companies that compete in the flat panel
market include, but are not limited to high-end electrostatic flat panel manufacturers such as Martin Logan and others, and NXT Plc and its
licensees employing the NXT flat panel technology, which uses a magnetic actuator to produce vibrations over a rigid panel. We are not aware
of companies offering flat panel technology comparable to our SoundSaber products, but others may introduce products with competitive
features and performance.

We believe our SoundVector directed acoustic technology is novel with distinct technical and market attributes for the backup alarm and other
alert and warning tone markets. While we believe the demonstrated directivity of our warning tones is an important technical and performance
advantage, we compete with traditional speakers and horns used in these markets. Others may modify existing products or offer new products
with features and performance competitive to our SoundVector technology.

We intend to continue our strategy to aggressively seek patent protection for our intellectual property.

There are also continuing attempts by a large number of competitors to innovate new methods of sound reproduction to overcome limitations of
traditional loudspeakers. It is possible that alternate technologies and systems that would be directly competitive with our sound technology have
been developed but are unknown to us. Such systems may also currently be in development, and may be developed by others in the future.

Seasonality

Government business tends to be seasonal due to government procurement cycles, with the quarter ending September 30 usually producing
relatively higher sales and the quarter ending December 31 usually producing relatively lower sales. We have not experienced any significant
seasonality trends to date, but we may experience increased seasonality in the future.

Government Regulation

We are subject to a variety of government laws and regulations that apply to companies engaged in international operations, including, among
others, the Foreign Corrupt Practices Act, U.S. Department of Commerce export controls, local government regulations and procurement
policies and practices (including regulations relating to import-export control, investments, exchange controls and repatriation of earnings). We
maintain controls and procedures to comply with laws and regulations associated with our international operations. If we are unable to remain
compliant with such laws and regulations, our business may be adversely affected.

Some of our electronic products are subject to various regulations and are required to meet the specifications of agencies such as the Federal
Communications Commission (FCC). We believe we are in substantial compliance with all current applicable regulations, and that we have all
material governmental permits, licenses, qualifications and approvals currently required for our operations.

Our HSS technology is subject to control under the Radiation Control for Health and Safety Act of 1968, and the associated regulations
promulgated by the Food and Drug Administration (FDA), as an electrical emitter of ultrasonic vibrations. Under the terms of such regulations,
we provided an abbreviated report to the FDA describing the technology. The FDA may respond to the report and request changes or safeguards
to the technology, but it has not done so to date. We will also be required to notify the FDA in writing should an HSS product be found to have a
defect relating to safety of use due to the emission of electronic product radiation. We do not believe our HSS technology poses any human
health risks. However, it is possible that we, or one of our OEM customers or licensees, could be required to modify the technology, or a product
incorporating the technology, to comply with requirements that may be imposed by the FDA.
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Our products are being produced to standard product safety requirements for sale in the United States and to similar requirements for sale in
Europe and Canada. We expect to meet the electrical and other regulatory requirements for electronic systems or components we sell throughout
the world.

Intellectual Property Rights and Proprietary Information

We operate in an industry where innovations, investment in new ideas and protection of resulting intellectual property rights are important to
success. We rely on a variety of intellectual property protections for our products and technologies, including patent, copyright, trademark and
trade secret laws and contractual obligations, and we pursue a policy of vigorously enforcing such rights.

We have a substantial base of intellectual property assets. We have 41 patents issued worldwide, of which 38 are in the U.S. We also have
approximately 59 patents pending worldwide, of which 29 are in the U.S. on our proprietary sound technologies. Our issued patents expire
between 2010 and 2025. We are preparing and intend to file other sound technology patent applications. We target our patent coverage to
provide protection in the major manufacturing and commercial centers of the world.

In addition to such factors as innovation, technological expertise and experienced personnel, we believe that a strong patent position is important
to compete effectively in the sound reproduction industry. We believe this is especially important to protect our leadership position in parametric
acoustics, which we use in our HSS products.

We have an ongoing policy of filing patent applications to seek protection for novel features of our products and technologies. Prior to the filing
and granting of patents, our policy is to disclose key features to patent counsel and maintain these features as trade secrets prior to product
introduction. Patent applications may not result in issued patents covering all important claims and could be denied in their entirety.

We invest significant management, legal and financial resources toward our technology patents. The electronics industry is characterized by
frequent litigation regarding patent and other intellectual property rights. Others, including academic institutions and competitors, hold
numerous patents in electronics and sound reproduction. Although we are not aware of any existing patents that would materially inhibit our
ability to commercialize our sound technology; others may assert claims in the future. Such claims, with or without merit, may have a material
adverse effect on our financial condition, results of operations or cash flows.

The validity of our existing patents has not been adjudicated by any court. Competitors may bring legal action to challenge the validity of our
existing or future patents or may attempt to circumvent the protection provided by such patents. The failure to obtain patent protection or the loss
of patent protection on our existing and future technologies or the circumvention of our patents by competitors could have a material adverse
effect on our ability to compete successfully.

We generally take advantage of the Patent Convention Treaty procedures for patent protection in foreign countries. This procedure is more cost
efficient, but results in a delay in the application and issuance of foreign patents; however, any resulting foreign patents, if and when issued,
enjoy the same priority date as U.S. counterparts.

We also file for trade name and trademark protection when appropriate. We are the owner of federally registered trademarks including
HYPERSONIC®, HYPERDIRECTIONAL®, HSS®, LRAD®, PMT®, SOUNDSABER® and SHAPING THE FUTURE OF SOUND®. Trade
names or trademarks may not be successfully maintained, defended or protected.

Our policy is to enter into nondisclosure agreements with each employee and consultant or third party to whom any of our proprietary
information is disclosed. These agreements prohibit the disclosure of confidential
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information to others, both during and subsequent to employment or the duration of the working relationship. These agreements may not prevent
disclosure of confidential information or provide adequate remedies for any breach.

We are obligated to pay a $2.50 per unit royalty on one electronic component for our HSS product. We are also obligated to pay Elwood G.
Norris, our Chairman, a 2% royalty on net sales from certain of our technologies, of which only HSS is a current offering of our company. The
royalty obligation discontinued in October 2008 under the terms of Mr. Norris amended employment agreement dated November 5, 2008. No
royalties were paid or recorded under this agreement in the fiscal years ended September 30, 2008 or 2007, as these royalties were immaterial
and were waived by Mr. Norris. The amounts of the royalties waived were $14,266 and $26,112 for the years ended September 30, 2008 and
2007, respectively. We may owe royalties in future periods based on actual sales or technology revenues.

Research and Development

The sound reproduction market is subject to rapid changes in technology and designs with frequent improvements and new product
introductions. We believe our future success will depend on our ability to enhance and improve existing technologies and to introduce new
technologies and products on a competitive basis. Accordingly, we have in the past, and we expect in the future, to engage in significant research
and development activities.

For the fiscal years ended September 30, 2008 and 2007, we spent approximately $3.4 million and $2.3 million, respectively, on
company-sponsored research and development. Future levels of research and development expenditures will vary depending on the timing of
further new product development and the availability of funds to carry on additional research and development on currently owned technologies
or in other areas.

Executive Officers
The current executive officers of American Technology Corporation and their ages and business experience are set forth below.

Elwood G. Norris, age 70, has been a director of our company since August 1980. Mr. Norris served as Chief Executive Officer from October
2000 until February 2003. He currently serves as Chairman of the Board, an executive position, in which he serves in a technical advisory role to
our company and acts as a spokesman for our products. He served as President from August 1980 to February 1994. Mr. Norris managed our
research and development activities as Chief Technology Officer through December 2000. From 1988 to November 1999, he was a director and
Chairman of e.Digital Corporation, a public company engaged in electronic product development, distribution and sales. During that period, he
also held various other executive officer positions at e.Digital. From August 1989 to October 1999, he served as director and held various
executive officer positions with Patriot Scientific Corporation, a public company engaged in intellectual property licensing. He is an inventor
with 47 U.S. patents, primarily in the fields of electrical and acoustical engineering. He is the inventor of our HyperSonic Sound and other
technologies.

Thomas R. Brown, age 58, has been a director of our Company since March 2006 and was appointed as President and Chief Executive Officer
in August 2006 and Interim Chief Financial Officer in September 2006. Mr. Brown served as President of BrownThompson Executive Search, a
financial executive search firm, from April 2005 to August 2006. Mr. Brown was employed by Sony Electronics, Inc. from February 1988 to
September 2004. From April 2001 to September 2004, Mr. Brown was Executive Vice President and Deputy President of the Engineering and
Manufacturing division of Sony Electronics, Inc., where he was responsible for supply chain operations including Information Technology,
Procurement, Customer Service, North American Manufacturing Operations and Finance. From April 2000 to September 2004, Mr. Brown was
concurrently the
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Executive Vice President and President of Information Technology Division for Sony Electronics, where he was responsible for establishing the
North American personal computer manufacturing division. Mr. Brown is a member of the board of directors of Mad Catz Interactive, Inc.
(AMEX/TSX: MCZ), a provider of video game accessories. Mr. Brown holds a B.A. in Economics from Rutgers University in 1973. Mr. Brown
is also a certified public accountant.

Katherine H. McDermott, age 48, was appointed as Controller/Chief Accounting Officer in June 2007 and was promoted to Chief Financial
Officer in September 2007. Ms. McDermott served as the chief financial officer for National Pen Company from 2005 to 2006 and the vice
president of finance for Lantronix, Inc., a publicly traded technology company, from 2000 to 2005. Ms. McDermott held a variety of senior
financial positions with Bausch & Lomb from 1988 to 1999 and began her career holding a number of financial positions with a component
division of General Motors from 1982 to 1988. Ms. McDermott holds a B.A. in Business Administration from St. Bonaventure University and
an MBA from the William E. Simon School of Business Administration at the University of Rochester.

Norman Carmichael, age 42, was appointed Vice President, Operations in October 2008. Mr. Carmichael has been with the Company four of
the past five years, most recently serving as the Company s Director of Operations. Between his current and prior employment with the
Company, Mr. Carmichael was the Director of Supply Chain Management for Continuous Computing Corporation from 2005 to 2006. Prior to
initially joining the Company in October 2003, Mr. Carmichael was the Director of Materials for Copper Mountain Networks and held positions
at Deloitte Consulting and IBM Global Services as a manufacturing and supply chain consultant. Mr. Carmichael holds a B.S. in Business
Management from the University of Phoenix.

Employees

At September 30, 2008, we employed a total of 33 people. Of such employees, 7 were in research and development, 13 were in production,
quality assurance and materials control, 8 were in general and administrative and 5 were in marketing, sales and licensing. We also lease
technical and production personnel from time to time on an as needed basis and use outside consultants for various services. We have not
experienced any work stoppages and are not a party to a collective bargaining agreement, and we consider our relations with our employees to
be favorable.

Available Information

Our shares of common stock trade on the NASDAQ Capital Market under the symbol ATCO. Our address is 15378 Avenue of Science, Suite
100, San Diego, California, 92128, our telephone number is 858-676-1112, and our internet website is located at www.atcsd.com. We make
available, free of charge through our website, our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
reports filed by our directors, executive officers and certain significant shareholders pursuant to Section 16 of the Securities Exchange Act and

all amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act of 1934 as soon as reasonably practical
after the reports are electronically filed with or furnished to the Securities and Exchange Commission ( SEC ). The information on our website is
not incorporated by reference into this report nor is it part of this report.

Item 1A.  Risk Factors.

An investment in our company involves a high degree of risk. In addition to the other information included in this report, you should carefully
consider the following risk factors in evaluating an investment in our company. You should consider these matters in conjunction with the other
information included or incorporated by reference in this report. Our results of operations or financial condition could be seriously harmed, and
the trading price of our common stock may decline due to any of these or other risks.
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We have a history of net losses. We expect to continue to incur net losses and we may not achieve or maintain profitability.

We have incurred significant operating losses and anticipate continued losses in fiscal 2009. At September 30, 2008 we had an accumulated
deficit of $73,861,411. We need to generate additional revenue to be profitable in future periods. Failure to achieve profitability, or maintain
profitability if achieved, may require us to raise additional funding which could have a material negative impact on the market value of our
common stock.

We may need additional capital for growth.

We may need additional capital to support our growth. We may generate a portion or all of these funds from operations. Principal factors that
could affect the availability of our internally generated funds include:

failure of sales from government, military and commercial markets to meet planned projections;

government spending levels impacting the sale of our products;

our ability to control spending;

introduction of new competing technologies;

product mix and effect on margins; and

acceptance of our existing and future products in existing and new markets.
Should we require additional funds, general market conditions or the then-current market price of our common stock may not support capital
raising transactions and any such financing may require advance approval of our stockholders under the rules of the NASDAQ Stock Market.
Our ability to obtain financing is further constrained by the current economic conditions. The recent credit crisis and other related trends
affecting the capital markets have caused significant reductions in capital availability. Many lenders and institutional investors have ceased
funding even the most credit-worthy entities. In addition, we may be required to reduce costs, including the scaling back of research and
development into new products, which could have a negative impact on our ability to compete and to innovate. If we raise additional funds by
selling additional shares of our capital stock or securities convertible into or exercisable for common stock (assuming we are able to obtain
additional financing), the ownership interest of our stockholders will be diluted.

Two customers accounted for 27 % of our total revenues for fiscal year 2008. We expect to continue to be dependent on a limited
number of customers.

Two customers accounted for 17% and 10% of total revenues for the fiscal year 2008, respectively. Historically our revenues have been
dependent upon a limited number of customers. We do not have long term agreements with these or other significant customers, and our
customers have the right to cease doing business with us at any time. No assurance can be given that these or other customers will continue to do
business with us or that they will maintain their historical levels of business. If our relationship with any material customer were to cease, then
our revenues would decline and negatively impact our results of operations. Any such decline could result in us increasing our net losses and
accumulated deficit and a need to raise additional capital to fund our operations. If our expectations regarding future sales are inaccurate, we
may be unable to reduce costs in a timely manner to adjust for sales shortfalls.

Disruption and fluctuations in financial and currency markets could have a negative effect on our business.

As has been widely reported, financial markets in the United States, Europe and Asia have been experiencing extreme disruption in recent
months, including, among other things, extreme volatility in security prices, severely diminished liquidity and credit availability, rating
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declining valuations of others. Governments have taken unprecedented actions intended to address extreme market conditions that include
severely restricted credit and declines in real estate values. While currently these conditions have not impaired our ability to operate our
business, there can be no assurance that there will not be a further deterioration in financial markets and confidence in major economies, which
can then lead to challenges in the operation of our business. These economic developments affect businesses such as ours in a number of ways.
The current tightening of credit in financial markets adversely affects the ability of commercial customers to finance purchases and operations
and could result in a decrease in orders and spending for our products as well as create supplier disruptions. Economic developments could also
reduce future government spending on our products. We are unable to predict the likely duration and severity of the current disruption in
financial markets and adverse economic conditions and the effects they will have on our business and financial condition.

We purchase a number of key components and subassemblies from foreign suppliers. Consequently, we are subject to the impact economic
conditions can have on such suppliers and subject to fluctuations in foreign currency exchange rates. Increases in our cost of purchasing these
items could negatively impact our financial results if we are not able to pass these increased costs on to our customers.

We must expand our customer base in order to grow our business.

To grow our business, we must fulfill orders from our existing customers, obtain additional orders from our existing customers, develop
relationships with new customers and obtain and fulfill orders from new customers. We cannot guarantee that we will be able to increase our
customer base. Further, even if we do obtain new customers, we cannot guarantee that those customers will purchase from us enough quantities
of our product or at product prices that will enable us to recover our costs in acquiring those customers and fulfilling those orders. Whether we
will be able to sell more of our products will depend on a number of factors, including:

our ability to manufacture reliable products that have the features that are required by our customers;

our ability to expand relationships with existing customers and to develop relationships with new customers that will lead to
additional orders for our products;

our ability to develop and expand new markets for directed sound products; and

our ability to develop international product distribution directly or through strategic partners.
The growth of our LRAD product revenues is materially dependent on acceptance of our products by government, military and
developing force protection and emergency response agencies. If these agencies do not purchase our LRAD products, our revenues will
be adversely affected.

Although our LRAD products are designed for use by both government and commercial customers, the products have, to date, been
predominantly sold for government use. Our products have not yet been widely accepted in the large government and military market that
includes many prospective customers. Furthermore, the force protection and emergency response market is itself an emerging market that is
changing rapidly. If our LRAD products are not widely accepted by the government, military and the developing force protection and emergency
response markets, we may not be able to identify other markets, and we may fail to achieve our sales projections.

Perceptions that long range hailing devices are unsafe or may be used in an abusive manner may hurt sales of our LRAD products
which could cause our revenues to decline.

Potential customers for our LRAD products, including government, military and force protection and emergency response agencies, may be
influenced by claims or perceptions that long range hailing devices are unsafe or may be used in an abusive manner or as a weapon. These
claims or perceptions could cause our product sales to decline or possibly subject the sale of these products to stricter government regulations
covering the sale of weapons. In addition, if governmental agencies determine that our products could be classified as a weapon,
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our sales of these products could be negatively impacted by longer sales cycle. These factors could reduce future revenues, adversely affecting
our financial condition and results of operations.

A significant portion of our revenue is derived from a few core product categories.

We are dependent on a small number of core product categories to generate a significant proportion of our revenues. No assurance can be given
that these or other products will continue to have consumer acceptance or that they will maintain their historical levels of sales. The loss of one
or more of these products could have a material adverse effect on our business, results of operations, financial condition and liquidity.

We are continually introducing new or improved products and technologies. If commercially successful products are not produced in a
timely manner, we may be unprofitable or forced to cease operations.

Our LRAD, HSS, SoundSaber and SoundVector technologies have had only limited market acceptance and are still being improved.
Commercially viable sound technology systems may not be successfully and timely produced by us due to the inherent risks of technology
development, new product introduction, limitations on financing, manufacturing problems, competition, obsolescence, loss of key technical
personnel and other factors. Revenues from our sound products have been limited to date and we cannot guarantee significant revenues in the
future. The development and introduction of our HSS product took longer than anticipated by management and the introduction of future
products, if any, could also be subject to delays. Customers may not accept our current products and may elect to purchase products from
competitors. We experienced quality control problems with some of our initial commercial HSS units, and we may not be able to resolve similar
problems in a timely and cost effective manner. Products employing our sound technology may not achieve market acceptance. Our various
sound projects are high risk in nature, and unanticipated technical obstacles can arise at any time and result in lengthy and costly delays or result
in a determination that further exploitation is unfeasible. If we do not successfully exploit our technology, our financial condition, results of
operations and business prospects would be adversely affected.

We may incur significant and unpredictable warranty costs.

Our products are substantially different from proven, mass produced sound transducer designs and are often employed in harsh environments.
We may incur substantial and unpredictable warranty costs from post-production product or component failures. We generally warrant our
products to be free from defects in materials and workmanship for a period up to one year from the date of purchase, depending on the product.
At September 30, 2008, we had a warranty reserve of $235,174. In prior years, we recorded substantial warranty reserves for early versions of
our HSS products and have limited history to predict future warranty costs. Future warranty costs could further adversely affect our financial
position, results of operations and business prospects.

We could incur additional charges for excess and obsolete inventory.

Due to rapidly changing technology, and uneven customer demand, product cycles tend to be short and the value of our inventory may be
adversely affected by changes in technology that affect our ability to sell the products in our inventory. If we do not effectively forecast and
manage our inventory, we may need to write off inventory as excess or obsolete, which in turn can adversely affect cost of sales and gross profit.

We have previously experienced, and may in the future experience, reductions in sales of older generation products as customers delay or defer
purchases in anticipation of new product introductions. We currently have established reserves for slow moving or obsolete inventory of
approximately $1.6 million. The reserves we have established for potential losses due to obsolete inventory may, however, prove to be
inadequate and may give rise to additional charges for obsolete or excess inventory.
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We do not have the ability to accurately predict future operating results. Our quarterly and annual revenues are likely to fluctuate
significantly due to many factors, any of which could result in our failure to achieve our revenue expectations.

We expect our proprietary sound reproduction products and technologies will be the source of substantially all of our future revenues. Revenues
from these products and technologies are expected to vary significantly due to a number of factors, many of which are beyond our control. Any
one or more of the factors listed below or other factors could cause us to fail to achieve our revenue expectations. These factors include:

our ability to develop and supply sound reproduction components to customers, distributors or OEMs or to license our technologies;

market acceptance of and changes in demand for our products or products of our customers;

gains or losses of significant customers, distributors or strategic relationships;

unpredictable volume and timing of customer orders;

the availability, pricing and timeliness of delivery of components for our products and OEM products;

fluctuations in the availability of manufacturing capacity or manufacturing yields and related manufacturing costs;

the timing of new technological advances, product announcements or introductions by us, by OEMs or licensees and by our
competitors;

product obsolescence and the management of product transitions and inventory;

unpredictable warranty costs associated with new product models;

production delays by customers, distributors, OEMs or by us or our suppliers;

seasonal fluctuations in sales;

the conditions of other industries, such as military and commercial industries, into which our technologies may be licensed;

general consumer electronics industry conditions, including changes in demand and associated effects on inventory and inventory
practices;

general economic conditions that could affect the timing of customer orders and capital spending and result in order cancellations or
rescheduling; and
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general political conditions in this country and in various other parts of the world that could affect spending for the products that we
offer.
Some or all of these factors could adversely affect demand for our products or technologies, and therefore adversely affect our future operating
results.

Most of our operating expenses are relatively fixed in the short term. We may be unable to rapidly adjust spending to compensate for any
unexpected sales or license revenue shortfalls, which could harm our quarterly operating results. We do not have the ability to predict future
operating results with any certainty.

Many potential competitors who have greater resources and experience than we do may develop products and technologies that make
ours obsolete.

Technological competition from other and longer established electronic and loudspeaker manufacturers is significant and expected to increase.
Most of the companies with which we expect to compete have substantially

13

Table of Contents 21



Edgar Filing: AMERICAN TECHNOLOGY CORP /DE/ - Form 10-K

Table of Conten

greater capital resources, research and development staffs, marketing and distribution programs and facilities, and many of them have
substantially greater experience in the production and marketing of products. In addition, one or more of our competitors may have developed or
may succeed in developing technologies and products that are more effective than any of ours, rendering our technology and products obsolete
or noncompetitive.

Our competitive position will be seriously damaged if we cannot obtain patent protection for important differentiating aspects of our
products or otherwise protect intellectual property rights in our technology.

We rely on a combination of contracts and trademark, patent and trade secret laws to establish and protect our proprietary rights in our
technology. However, we may not be able to prevent misappropriation of our intellectual property, our competitors may be able to independently
develop competing technologies, or the agreements we enter into may not be enforceable.

Our success, in part, depends on our ability to obtain and enforce intellectual property protection for our technology, particularly our patents.
There is no guarantee any patent will issue on any patent application that we have filed or may file. Claims allowed from existing or pending
patents may not be of sufficient scope or strength to protect the economic value of our technologies. Further, any patent that we may obtain will
expire, and it is possible that it may be challenged, invalidated or circumvented. If we do not secure and maintain patent protection for our
technology and products, our competitive position will be significantly harmed. A competitor may independently develop or patent technologies
that are substantially equivalent to or superior to our technology. For example, patent protection on our LRAD products is limited, and we may
not be able to prevent others from introducing products with similar functionality. If this happens, any patent that we may obtain may not
provide protection and our competitive position could be significantly harmed.

As we expand our product line or develop new uses for our products, these products or uses may be outside the protection provided by our
current patent applications and other intellectual property rights. In addition, if we develop new products or enhancements to existing products
we cannot assure you that we will be able to obtain patents to protect them. Even if we do receive patents for our existing or new products, these
patents may not provide meaningful protection. In some countries outside of the United States where our products can be sold or licensed, patent
protection is not available. Moreover, some countries that do allow registration of patents do not provide meaningful redress for violations of
patents. As a result, protecting intellectual property in these countries is difficult and our competitors may successfully sell products in those
countries that have functions and features that infringe on our intellectual property.

We may initiate claims or litigation against third parties in the future for infringement of our proprietary rights or to determine the scope and
validity of our proprietary rights or the proprietary rights of our competitors. These claims could result in costly litigation and divert the efforts
of our technical and management personnel. As a result, our operating results could suffer and our financial condition could be harmed.

We may be faced with legal challenges related to our products, including that our products infringe third parties intellectual property
rights of others. These challenges could cause us to incur significant litigation or licensing expenses or could prohibit us from producing
or marketing some or all of our products entirely.

Other companies and our competitors may currently own or obtain patents or other proprietary rights that might prevent, limit or interfere with
our ability to make, use or sell our products. Although we do not believe that our products infringe the proprietary rights of any third parties,
there can be no assurance that infringement or other legal claims will not be asserted against us or that any such claims will not materially
adversely affect our business, financial condition, or results of operations. The electronics industry is characterized by vigorous protection and
pursuit of intellectual property rights or positions. Regardless of their validity or success, such claims may result in protracted and costly
litigation, divert management s time and attention, cause product shipment delays or require us to enter into royalty or licensing agreements,
which may not be available on terms acceptable to us, or at all. In the event of a successful claim of infringement against us and our failure or
inability
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to license the infringed technology, our business and operating results could be adversely affected. An adverse result from intellectual property
litigation could force us to do one or more of the following:

cease selling, incorporating or using products or services that incorporate the challenged intellectual property;

obtain a license from the holder of the infringed intellectual property right, which license may not be available on reasonable terms,
if at all; and

redesign products or services that incorporate the disputed technology.
If we are forced to take any of the foregoing actions, we could face substantial costs and shipment delays and our business could be seriously
harmed. Although we carry general liability insurance, our insurance may not cover potential claims of this type or be adequate to indemnify us
for all liability that may be imposed.

In addition, it is possible that our customers or end users may seek indemnity from us in the event that our products are found or alleged to
infringe the intellectual property rights of others. Any such claim for indemnity could result in substantial expenses to us that could harm our
operating results.

Our HSS technology is subject to regulation by the Food and Drug Administration, which could lead to unanticipated expense or
litigation.

Our HSS sound technology emits ultrasonic vibrations, and as such is regulated by the Food and Drug Administration. In the event of certain
unanticipated defects in an HSS product, a customer or we may be required to comply with FDA requirements (1) to provide written notification
of the defect to: the FDA; dealers or distributors to whom the product was delivered; and purchasers of the product (and any reasonably
ascertainable subsequent transferees), and (2) to repair, replace, or refund to the purchaser the cost of the product. This could lead to
unanticipated expense, and possible product liability litigation against a customer or us. Any regulatory impediment to full commercialization of
our HSS technology, or any of our other technologies, could adversely affect our results of operations.

We may face personal injury and other liability claims that harm our reputation and adversely affect our sales and financial condition.

Some of our products are capable of sufficient acoustic output to cause damage to human hearing or human health if used improperly, such as
when the products are used at close ranges or for long periods of exposure. A person injured in connection with the use of our products may
bring legal action against us to recover damages on the basis of theories including personal injury, negligent design, dangerous product or
inadequate warning. We may also be subject to lawsuits involving allegations of misuse of our products. Our product liability insurance
coverage may be insufficient to pay all such claims. Product liability insurance may also become too costly for us or may become unavailable
for us in the future. We may not have sufficient resources to satisfy any product liability claims not covered by insurance which would
materially and adversely affect our financial position. Significant litigation could also result in negative publicity and a diversion of
management s attention and resources.

Our international operations could be harmed by factors including political instability, natural disasters, fluctuations in currency
exchange rates and changes in regulations that govern international transactions.

We sell our products worldwide. The risks inherent in international trade may reduce our international sales and harm our business and the
businesses of our customers and our suppliers. These risks include:

changes in tariff regulations;

political instability, war, terrorism and other political risks;
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