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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 its subsidiaries.

PART I
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, RF microwave amplifiers and mobile data
communications. We sell our products to a diverse customer base in the global commercial and government
communications markets. We believe we are a leader in most of the market segments that we serve.

For the past several years, we operated our business in extremely challenging adverse macroeconomic and political
environments and in periods in which significant U.S. and foreign government budget constraints existed. During this
time, we also assessed our business to ensure that our operations were appropriately sized and focused on organic
growth opportunities via investment in research and development while continuing to closely evaluate potential
acquisition targets. After several years of revenue and operating income declines, we returned to growth in fiscal 2014
and believe we are well-positioned for additional growth.

In fiscal 2014, we reported consolidated net sales of $347.2 million and consolidated operating income of $43.9
million and as of July 31, 2014, we had cash and cash equivalents of $154.5 million. During fiscal 2014, we paid
$18.7 million in dividends to our shareholders and repurchased 2,249,081 shares of our common stock in open market
transactions with an average price per share of $31.45 and at an aggregate cost of $70.7 million. Also, in fiscal 2014,
$150.0 million principal amount of our 3.0% convertible senior notes were redeemed or repurchased for cash, with the
remaining $50.0 million principal amount converted into shares of our common stock. As a result, as of July 31, 2014,
we have no outstanding indebtedness for borrowed money. Looking forward, as discussed in “Item 7. Management's
Discussion and Analysis of Financial Condition and Results of Operations - Business Outlook for Fiscal 2014," we
expect both consolidated net sales and operating income in fiscal 2015 to be higher than the respective amounts we
achieved in fiscal 2014.

In August 2014, we confirmed, in response to media reports, that our Board of Directors is exploring strategic
alternatives to enhance shareholder value, including a possible merger or sale of the Company. Our Board of Directors
regularly considers a broad range of strategic alternatives with the goal of maximizing shareholder value. There can be
no assurance that any transaction or other strategic change will occur as a result of the current exploration of
alternatives or that any transaction or strategic change, if completed, will be successful or on attractive terms.

Our Internet website is www.comtechtel.com and we make available on our website: our filings with the Securities
and Exchange Commission ("SEC"), including annual reports, quarterly reports, current reports and any amendments
to those filings. The reference to our website address does not constitute incorporation by reference of the information
contained therein into this Form 10-K.

We also use our website to disseminate other material information to our investors (on the Home Page and in the
“Investor Relations” section). Among other things, we post on our website our press releases and information about our
public conference calls (including the scheduled dates, times and the methods by which investors and others can listen
to those calls), and we make available for replay webcasts of those calls and other presentations.

We also have begun to use social media channels to communicate with customers and the public about our Company,
our products, services and other issues and we use social media and the Internet to communicate with investors,
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including information about our shareholder meetings. Information and updates about our Annual Meetings will
continue to be posted on our website at www.comtechtel.com in the "Investor Relations" section.

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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Business Conditions and Industry Background

We participate in the global commercial and government communications markets which are characterized by rapid
technological advances and constant change. For the past several years, our customers and the markets for products
that incorporate our equipment and services, which we refer to as end-markets, have been significantly impacted by
adverse global economic conditions. Many of our international end-customers are located in developing countries that
are undergoing sweeping political changes; and many governments have cut their budgets. In particular, the U.S.
defense budget is under extreme pressure to be reduced. We believe the cumulative effect of these conditions, which
has existed for several years, has been to suppress end-market demand for many of our products.

Although the impact, severity and duration of these conditions are impossible to predict with precision, we believe the
current economic environment has resulted, and may continue to result in: (i) changes to our commercial and
government customers' historical spending priorities, (ii) reduced military budgets, and (iii) pressure on government
budgets throughout the world. Notwithstanding difficult economic conditions, we achieved revenue and operating
income growth in fiscal 2014 and we believe that we will continue to grow - both in the short and long-term - due to
many factors, including the following:

Continued Reliance on Communications Systems. Businesses, governments and consumers around the world have
become increasingly reliant upon advanced communications systems to communicate with their customers, suppliers,
and employees. In particular, there has been a significant increase in global demand for products and services that are
utilized for wireless and cellular-based communications, broadcasting (including high definition television (“HDTV”)
for cable and over-the-air broadcast), Internet Protocol (“IP”’)-based communications (including voice, broadband video
and data), long distance telephony and highly secure defense applications. Because of the continued reliance on
communications systems and increased utilization of satellite transponders, communications network providers are
required to invest in new and updated satellite-based transmission systems in order to maintain the quality and
availability of their services.

Growing Demand for Increased Cost Efficiencies. We expect that the insatiable global demand for voice, broadband
video and data communications will cause increased satellite transponder utilization that will, over time, result in
increased transponder costs in many areas of the world. Particularly in light of current adverse global economic
conditions, we believe that communications network providers and end-users will seek solutions that increase the
efficiency of their networks in order to reduce operating costs. In light of the relatively high cost of satellite
transmission versus other transmission channels, we believe that communications network providers will make their
vendor selections based upon the operating efficiency and quality of the products and solutions they offer.

The Shift to Information-Based, Network-Centric Warfare. Militaries around the world, including the 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 as 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 conflicts in Iraq and Afghanistan, stretched battle and supply lines have used satellite-based (including mobile
satellite-based) and over-the-horizon microwave communications solutions to span distances that normal radio
communications, such as terrestrial-based systems, are unable to cover.

The Need for Developing Countries to Upgrade Their Commercial and Defense Communications Systems. We
believe many developing countries will be required to further develop and upgrade their commercial and defense
communications systems. 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
land-based networks more costly. We believe satellite-based and over-the-horizon microwave technologies often
provide affordable and effective solutions to meet the requirements for communications services in these countries.
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Although the health of the global economy and political stability directly impacts the speed at which our industry
advances and changes, we expect that we will be able to participate in our industry’s expected growth by focusing
research and development resources to produce secure, scalable and reliable technologies to meet these evolving
market needs.
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Corporate Strategies

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

Seek leadership positions in markets where we can provide differentiated products and services;
{dentify and participate in emerging technologies that enhance or expand our product portfolio;
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.

Competitive Strengths

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

Leadership Positions — In our telecommunications transmission segment, we believe we are the leading provider of
single channel per carrier (“SCPC”) satellite earth station modems and over-the-horizon microwave (or troposcatter)
products and systems. Many of our key satellite earth station products incorporate Turbo Product Code (“TPC”) forward
error correction technology and our licensed DoubleTalk® Carrier-in-Carrier® bandwidth compression technology
which enable our customers to optimize their satellite networks by either reducing their satellite transponder lease
costs or increasing data throughput. Our line of Advanced very small aperture terminal ("VSAT") products
incorporates a number of our proprietary, advanced technologies and is designed to provide unmatched performance,
industry-leading bandwidth efficiencies and network optimization while minimizing total cost of ownership. Our
over-the-horizon microwave systems have evolved and now include smaller, lighter, higher capacity transportable
network systems. We believe we offer the only known adaptive troposcatter modem operating at 50 megabits per
second ("Mbps"). In our RF microwave amplifiers segment, we believe we are a leader in the satellite earth station
traveling wave tube amplifier market and one of the largest independent suppliers of broadband, high-power,
high-performance RF microwave amplifiers. In our mobile data communications segment, we remain a key legacy
supplier to the U.S. Army’s satellite-based, tracking and communications system known as Blue Force Tracking-1
(“BFT-17).

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 forward error correction technology and licensed DoubleTalk®
Carrier-in-Carrier® bandwidth compression technology in digital satellite earth station modems and we internally
developed our Advanced VSAT products. As a result of our research and development process, we were selected by
the U.S. Navy to develop the Advanced Time Division Multiple Access ("TDMA") Interface Processor ("ATIP") over
a legacy supplier. Our field-proven over-the-horizon microwave systems utilize a proprietary 50 Mbps adaptive digital
modem. In our RF microwave amplifiers segment, we differentiate our product offerings by our ability to develop the
most efficient size, weight and power profile. We are incorporating Gallium Nitride technology into our products
which allows us to offer customers more powerful and higher efficiency RF microwave amplifiers. We are currently
focusing on developing a suite of products targeted towards direct-to-home providers and broadcasters who have a

10
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need to upgrade their networks to handle HD and Ultra HD broadcast signals which require higher power amplifiers.
In addition, our traveling wave tube amplifiers have built-in block up converters (“BUCs”) that significantly reduce
operating costs for domestic and international broadcasters.
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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 with the U.S. government and foreign governments. Our products are in service around the globe
and we continue to expand our geographic distribution. For instance, our satellite earth station products and our
high-power amplifiers are used by hundreds of customers including mobile cellular network providers and
governments around the world. We believe that our customers recognize our ability to develop new technologies and
to meet stringent program requirements. We have ongoing relationships with the U.S. Air Force, U.S. Navy, U.S.
Army and other U.S. government agencies. Our high-power amplifiers, for example, are being used in a major
network expansion for the U.S. Air Force, and we continue to develop and manufacture the ATIP for the U.S. Navy's
Space and Naval Warfare Systems Command.

Core Manufacturing Expertise That Can Support All Three Business Segments — Our high-volume technology
manufacturing center located in Tempe, Arizona is part of our telecommunications transmission segment. This center
utilizes state-of-the-art design and production techniques, including analog, digital and RF microwave production,
hardware assembly and full-service engineering. Both our RF microwave amplifiers and mobile data communications
segments have utilized this manufacturing center to contract for certain high-volume production. This allowed us to
secure volume discounts on key components, control the quality of our manufacturing processes and maximize the
utilization of our manufacturing capacity. In addition, because of our expert capability and quality reputation, several
prime contractors to the U.S. government have outsourced a portion of their manufacturing to us. Although contract
manufacturing production (including use by our RF microwave amplifiers and mobile data communications segments)
is currently modest, we are actively seeking appropriate opportunities to expand this part of our business.

Successful and Disciplined 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. Our last major acquisition was the purchase of Radyne Corporation (‘“Radyne”) which
was completed in fiscal 2009. The Radyne acquisition was the largest acquisition in our history and we achieved all of
the strategic goals and operating efficiency targets that we originally established when we announced the acquisition.

Our Three Business Segments

We conduct our business through three complementary business segments: telecommunications transmission, RF
microwave amplifiers and mobile data communications. By operating independently, our business segments are able

to maintain a high level of focus on their respective businesses, activities and customers. Our corporate senior
management team supports the business segments by, among other things, actively seeking to exploit potential

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 (13) Segment Information” included in “Part I — Item 8. — Financial Statements and Supplementary
Data.”

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 backhaul of wireless and cellular traffic, broadcasting (including
high-definition television ("HDTV")), IP-trunking solutions, premium enterprise services and highly secure defense

12
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applications.
Products, Services and 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 product offerings include satellite earth station modems, BUCs,
power amplifiers, frequency converters, transceivers, access devices, voice gateways, IP encapsulators and media
routers. We market our products under a variety of brand names including Comtech EF Data, Radyne, Vipersat,
Memotec, AHA, Verso and Stampede.

13
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Many of our satellite earth station modems are available with customer selectable features including low density
parity check (“LDPC”), DoubleTa¥kCarrier-in-Carrier®, advanced forward error correction (“FEC”), such as
VersaFEC®, and optional IP modules which can provide advanced features and bandwidth efficiencies. Our satellite
earth station equipment and systems also include frequency conversion and amplifier solutions for indoor and outdoor
environments. Our products are deployed globally by commercial and government users, supporting a variety of fixed
and mobile/transportable applications. We offer new Low Power Outdoor and High Power Outdoor amplifiers which
feature a versatile chassis, field replaceable power supplies and phase combining for higher power.

Our global commercial and government customers are increasingly looking for integrated solutions to meet their
operational needs. For instance, we offer Advanced VSAT solutions, a portfolio of high-performance, satellite-based
communications solutions designed for premium enterprise services that allows our customers to locally or remotely
manage their network products using a single graphical user interface. Also, as our customers' networks have become
more complex, they have demanded more help configuring and maintaining their networks and products and we have
established a professional service organization to respond to their needs. These professional service offerings have
been well received. Although revenue from these services are modest, we expect revenue from professional services to
significantly grow from current levels.

In the past year or so, we have refreshed many of our satellite earth station products in anticipation of increased
demand from our customers. Our satellite earth station modems and products include the:

CDM-625 Series of Modems — Our most popular series of modems, the CDM-625 Series combines VersaFE® and
LDPC codes with DoubleTalk® Carrier-in-Carrier® bandwidth compression, a technique that allows satellite earth
stations to transmit and receive at the same frequency, effectively reducing transponder bandwidth requirements by
50%. The CDM-625A takes spectral efficiency to the next level by offering more filter rolloffs which further reduce
the required satellite bandwidth, thereby further reducing operating expenses associated with satellite
communications. The packet processor enables efficient IP networking and transport over satellite by adding routing
capability with very low overhead encapsulation, header compression, payload compression and Quality of Service
("QoS") to the CDM-625 Series. The advanced QoS combined with header and payload compression ensures high
quality of service with minimal jitter and latency for real-time traffic, priority treatment of mission critical
applications and maximum bandwidth efficiency. The CDM-625 Series, which is marketed to users who require
connectivity up to 25 Mbps, continues to evolve with additional new features to meet customer needs.

CDM-760 Advanced High-Speed Trunking Modem — Launched in 2013, the CDM-760 builds on our award-winning
family of high-speed, ultra-efficient trunking modems such as the CDM-750 and is designed to be the most efficient,
highest throughput, point-to-point trunking modem available. The CDM-760 further enhances our offerings to include
ultra wide band symbol rates, near theoretical performance with minimal implementation loss, our proprietary Digital
Video Broadcasting Standard 2 (“DVB-S2”) Efficiency Boost technology, Super Jumbo Frame Ethernet support and
many other value-added features. This product has been certified to operate on the O3b network.

Advanced VSAT Series of Products — This growing product suite includes our CDM-800 Gateway Router, CDM-840
Remote Router, the CDD-880 Multi-Receiver Router, the CXU-810 RAN Optimizer and our Stampede FX series and
is ideally suited for cellular backhaul, universal service obligation networks and other applications that require high
performance in a hub-spoke environment. These products incorporate Radio Access Network Optimization and other
advanced FEC and modulation techniques. Our Stampede FX series includes wide area network ("WAN")
optimization that uses content reduction techniques and acceleration techniques that can significantly reduce access
time to data. Our Advanced VSAT solutions provide unmatched performance, industry-leading bandwidth efficiencies
and network optimization and are designed to minimize the total cost of ownership.

14
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SLM-5650A — Fully compliant with key U.S. military standards, our SLM-5650A modem can transmit data up to 155
Mbps and can also be integrated with our Vipersat Management System ("VMS") to provide fully automated network
and capacity management. An AES-256 transmission security ("TRANSEC") module, compliant with the U.S.
government's standards for cryptographic modules utilized within a security system protecting sensitive but
unclassified information, FIPS-140-2 NIST, is also available as an option. All traffic (including overhead and all
VMS control traffic) is encrypted when using the TRANSEC module.

DMD2050E — Recently introduced, this modem is designed for the U.S. Department of Defense ("DoD") and
compliant with a wide range of U.S. government and commercial standards and offers DoubleTalk®
Carrier-in-Carrier® bandwidth compression that can reduce the DoD's transponder bandwidth requirements by 50%.

15
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CDM-570 Series — An entry level modem that provides performance and flexibility at a lower price point; it is
marketed to users who require connectivity up to 9.98 Mbps. In April 2014, we introduced the CDM-570A which
includes advance VersaFEC® advanced Forward Error Correction and an advanced IP packet processor and is
backward compatible with prior CDM-570 models.

ATIP — In fiscal 2013, we were awarded a contract by the U.S. Navy to develop an Advanced Time Division Multiple
Access ("TDMA") Interface Processor, known as ATIP, which connects external routing equipment and encrypted
devices that in turn connect to the U.S. Navy’s terminal baseboard ports. The U.S. government funded development for
this product, which we completed in the first quarter of fiscal 2015. To-date, we received $16.1 million in aggregate
funding, including $5.5 million of initial orders for production terminals and related engineering services that we
announced in October 2014. The ATIP program is an ideal vehicle for us to demonstrate our engineering and
production capability. Despite the U.S. government budget pressures, there are a number of ATIP-like programs that
we continue to pursue and believe that we will be successful in our efforts.

Over-the-Horizon Microwave Equipment and Systems — We design, develop, produce and market over-the-horizon
microwave (also known as troposcatter) communications equipment and systems that can readily transmit digitized
voice, video and data over unfriendly or inaccessible terrain from 20 to 200 miles by reflecting transmitted signals off
of the troposphere, an atmospheric layer located approximately seven miles above the earth’s surface. Over-the-horizon
microwave communication is a cost-effective, secure alternative to satellite communication as it does not require the
leasing of expensive satellite transponder space with its attendant recurring costs. Traditional end-users of our
equipment have included the U.S. government and foreign governments and militaries who use our over-the-horizon
microwave systems to, among other things, transmit radar tracking, Command, Control, Communications, Computers,
Intelligence, Surveillance and Reconnaissance information (also known as “C4ISR”) and air defense information and
connect remote border locations. Additionally, energy companies use our systems to enable communication links for
offshore oil rigs and other remote locations as well as exploration activities. Over the past several years, we have
introduced the following digital troposcatter modems:

CS6716 — With speeds up to 16 Mbps, our CS6716 modem includes advanced features such as forward error correction
technology and embedded TPC. Our digital troposcatter modem upgrade Kit is based on the CS6716 and has been
purchased by the U.S. military to enhance the capability of its AN/TRC-170 digital troposcatter terminals which are
used to transmit C4ISR information.

CS6716A — A more advanced 22 Mbps version of the CS6716, incorporating most of the capabilities of the CS67200
modem, the CS6716A offers the additional feature of backward compatibility to existing U.S. military troposcatter
assets.

CS67200i — With speeds up to 22 Mbps our CS67200i digital troposcatter modem is [P-ready and supports Voice over
Internet Protocol, data and video transmission. This modem offers a more compact design, lighter weight and 70%
{ess power consumption than our earlier S575 modem. Additionally, its powerful forward error correction capabilities
enhance efficiency and its built-in transmit power control system monitors and maintains the power of a troposcatter
terminal to reduce the possibility of interception and interference.

CS67500A — Our 50 Mbps digital troposcatter modem is a state-of-the-art modem whose performance, we believe,
exceeds any digital troposcatter modem on the market. It is [P-ready and supports Voice over Internet Protocol, and
data and video transmission. In addition new modulation wave forms have been added to facilitate the high
transmissions rates. The CS67500A version offers the additional feature of backward compatibility to existing U.S.
military troposcatter assets.
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We also offer our Modular Tactical Transmission System ("MTTS"), a high capacity, beyond-line-of-sight modular
communications system designed for easy and rapid deployment. The MTTS solution delivers high-throughput
capacity to enable mission-critical surveillance, situational awareness and real-time data to remote,
infrastructure-challenged locations. Our MTTS allows direct transmission between sites, eliminates recurring costs,
and reduces the complexity and delay in satellite communications. The MTTS solution enhances communications
capabilities with seamless compatibility and interoperability with legacy-fielded troposcatter systems used currently
by the U.S. military, including all versions of the AN/TRC-170. MTTS, the first truly modular, rapidly deployable,
transit case-based troposcatter system, represents a major advancement in rapidly deployable troposcatter systems.
The MTTS cases are designed to be used in line-of-sight, beyond-line-of-sight dual diversity, and full
over-the-horizon microwave quad diversity applications. Our MTTS has been incorporated into the Secret Internet
Protocol Router and Non-secure Internet Protocol Router Access Point ("SNAP") family of products used by the U.S.
military and called the Tactical Transportable TROPO ("SNAP 3T") or AN/TRC 198(V3). Numerous SNAP 3T
terminals have been deployed by the U.S. Army in recent years and we believe that the U.S. Army intends to deploy
significant units in the future.

17



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

Index

Our telecommunications transmission segment operates our high-volume technology manufacturing center located in
Tempe, Arizona that can been utilized, in part, by our other two segments and by third-party commercial customers,
including prime contractors to the U.S. government, who can outsource a portion of their product manufacturing to us.
This allows us to secure volume discounts on key components, better control the quality of our manufacturing process
and maximize the utilization of our manufacturing capacity. Because contract manufacturing production (including
use by our RF microwave amplifiers and mobile data communications segments) is currently modest, if we are
successful at expanding utilization of our high-volume technology manufacturing center, we believe that our
telecommunications transmission segment's operating results could improve from levels that it has achieved in recent
years.

Our telecommunications transmission segment also markets data compression integrated circuits based, in part, on our
forward error correction technology.

Business Strategies
Our telecommunications transmission segment business strategies are as follows:

Expand Our Leadership Position in the Satellite Earth Station Market — Our satellite earth station modems, which
incorporate leading technologies and standards such as TPC, LDPC, DVB-S2 and DoubleTalk® Carrier-in-Carrier®
bandwidth compression, improved spectral efficiency with filter rolloffs and Adaptive Coding and Modulation, 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. A majority of our satellite earth station products have historically
been deployed by our customers for use with applications that require a SCPC transmission mode which, in
non-technical terms, refers to using satellite bandwidth in a dedicated manner. Because information is being
transmitted continuously, the backhauling of wireless and cellular traffic and the broadcasting of HDTV and satellite
radio are ideal applications for SCPC-based transmission. Our bandwidth compression technologies allow customers
to reduce recurring satellite transponder costs. Thus, we are increasingly developing products to compress and
optimize IP-based traffic to provide increased value to our customers and facilitate ongoing and incremental demand
for our products. We continue to share forward error correction and licensed technology across all of our branded
product lines, and over time, we expect our individual brands to become less distinguishable from each other. We are
continuing to market integrated 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 bandwidth requirements. Recently, we introduced a new line of products called Advanced VSAT.
These products combine advanced forward error correction, advanced coding modulation, header and lossless payload
compression, regional area network and WAN optimization and our managed bandwidth technology to provide an
integrated solution to our customers, including oil and gas and maritime companies, that are addressing premium
enterprise applications. We have seen certain TDMA users moving away from that technology since many of their
ultimate customers are demanding more dedicated, reliable bandwidth and are unwilling to tolerate the latency issues
associated with TDMA. For example, we have contracted with Harris Corporation to replace Royal Caribbean Cruise
Lines' TDMA systems with our Advanced VSAT product. We expect to continue expanding our leadership position
by offering new products and integrated solutions to meet the expected increased demand from commercial,
government and defense customers.

Participate in the Anticipated Growth of Wireless and Cellular Backhaul Applications — Our satellite earth station
equipment enables mobile cellular network providers to cost-effectively backhaul wireless and cellular traffic from
main cities to more remote cities via satellite. We believe that demand for our satellite earth station equipment will
grow from current levels because of the important role it plays in facilitating increasing wireless and mobile phone
usage, particularly in developing areas of the world such as China, Russia, Latin America, the Middle East and Africa,
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where fiber or terrestrial-based systems are generally more expensive to deploy.

Continue our Marketing and Sales Efforts to the U.S. Government — Although the U.S. government budget is under
extreme spending pressures, we believe that long-term demand by the U.S. government for our equipment will be
strong due to a number of factors, including the ever increasing amount of C4ISR information that is being generated.
The award by the U.S. Navy to develop and manufacture the U.S. Navy's ATIP is an example of the type of programs
that we are focusing our marketing and sales efforts to secure. The ATIP program is an ideal vehicle for us to
demonstrate our engineering and production capability. Despite the U.S. government budget pressures, there are a
number of ATIP-like programs that we continue to pursue and believe that we will be successful in our efforts.
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Capitalize on Increased Demand for Over-the-Horizon Microwave Systems and Upgrades — We have designed,
manufactured and sold over-the-horizon microwave products and systems for approximately forty years and believe
we are the leading supplier in this specialized product line. Over-the-horizon microwave systems are sometimes
referred to as troposcatter systems and are extremely reliable and secure when compared to satellite-based systems.
These products have an extremely long sales cycle due to the complexity of the overall network that they must operate
with and revenue associated with contracts awards are generally recognized over a multi-year period. Our
over-the-horizon microwave systems, which include our patented TPC forward error correction technology, are able to
transmit video and other broadband applications at throughput speeds up to 50 Mbps. In connection with these large
troposcatter system deployments, we offer related equipment and systems to our customers for their network needs.
To date, the largest single end-customer for our over-the-horizon microwave systems has been a North African
country. Over the last three fiscal years, we have been awarded approximately $116.3 million of business to design
and furnish a telecommunications system for use in this country's communications network. To-date and over the
course of the last 15 plus years, we have been awarded approximately $347.0 million of business related to this
end-customer.

We believe that, over time, we will be able to obtain additional large contracts to support the U.S. and other militaries.
In the past few years, the 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 have a teaming agreement with
TeleCommunication Systems, Inc. to offer the U.S. military a troposcatter system in a transportable flyaway
configuration (known as the AN/TCS-198(V3) or SNAP-3T) which is capable of providing seamless compatibility
and interoperability with legacy-fielded over-the-horizon microwave systems. To date, we have shipped forty-eight of
our MTTS systems for deployment by the U.S. Army in its SNAP-3T communication equipment. As a result of our
historical successes in North Africa and with the U.S. DoD in Iraq and Afghanistan, other foreign countries and
militaries have shown interest in our over-the-horizon microwave systems technology and we believe the overall
market for these products and systems is expanding.

In recent years, we have significantly and successfully expanded our sales and marketing efforts related to our
over-the-horizon microwave system products to other countries. For instance, in fiscal 2013, we were awarded a
contract from a Swedish defense customer to provide our MTTS systems and transportable communications trailer
mounted troposcatter systems. We have many ongoing long-term contract opportunities around the world. If we are
successful in being awarded additional contracts for additional countries, in a manner similar to our North African
country end-customer, annual revenues from this product line could significantly increase from currents levels.

Continue to Develop, License or Acquire Technology for Efficient Bandwidth Utilization — Because we expect
long-term demand for satellite bandwidth to increase, we intend to develop, license or acquire technology (including
complementary products) to provide affordable bandwidth solutions for our customers. Specifically, we expect 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 the U.S. military,
security and intelligence agencies. We intend to continue to enhance our Internet, TDMA and SCPC-based software
and products which enable customers to utilize bandwidth management techniques to facilitate, among others,
applications such as video teleconferencing, distance learning, telemedicine and Internet content delivery. We have
incorporated our licensed DoubleTalk® Carrier-in-Carrier® technology into many of our products and are combining it
with other technologies such as VersaFEC®, a next-generation forward error correction technology. 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. We also expect to continue to offer NetPerformer
products which combine the functionality of voice gateway and data routers and provide data compression over a
single wide area network, thereby enabling our customers to potentially bypass toll costs on public networks. Through
our distribution channel, we also continue to market Skywire™ products that combine SCPC-based systems with
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RF Microwave Amplifiers Segment
Overview

We believe we are one of the leading companies designing, developing, manufacturing and marketing satellite earth
station traveling wave tube amplifiers (“TWTA”) and solid-state, high-power, narrow and broadband amplifiers (“SSPA”).
All of our amplifiers reproduce signals with high power and are extremely complex and critical to the performance of

the systems into which they are incorporated.

Our TWTA and narrow-band SSPA products can boost the strength of a signal prior to transmission to satellites,
which are often more than 22,000 miles from the surface of the earth. Our broadband SSPA products can efficiently
increase the power of broadband radio frequency signals with high degrees of clarity to provide for effective jamming
and communication power capability required by sophisticated defense programs including those used to counter
remote controlled improvised explosive devices.

We sell our amplifiers to domestic and foreign commercial and government users and market our products under a
variety of brand names including Comtech XICOM Technology, Comtech PST and Hill Engineering.

Products, Services and Applications
Our RF microwave amplifiers are generally built-to-order and are used in the following markets and applications:

Broadcast Direct-to-Home and Broadband Satellite Communication Applications — We offer our customers TWTA
products for use in a variety of telecommunications applications used to transmit and amplify signals from satellite
earth stations throughout the world. Our amplifiers are vital to satellite communication applications such as traditional
broadcast, direct-to-home ("DTH") broadcast and satellite newsgathering. For example, commercial customers such as
DIRECTYV purchase our amplifiers for their DTH business. Also, our amplifiers are utilized in the growing broadband
communications market sometimes referred to as the emerging High Throughput Satellite ("HTS") systems that
generally operate on Ka-band frequencies.

Military Communications Applications: Tactical — Through programs such as the Warfighter Information Network-
Tactical ("WIN-T") program, our amplifiers support high capacity U.S. military satellite systems such as the
Wideband Global Satellite Constellation. Our narrow-band SSPA products are a key component in communications
systems used to support U.S. special operations forces around the world through the Family of Terminals ("FOT")
program. U.S. and foreign military customers use our amplifiers in a variety of tactical telecommunications systems,
including mobile applications used on helicopters and ships and in support of U.S. Special Forces. Despite U.S.
government budget pressures, we believe that the recent focus on mobile and special operations by the U.S. military
and heightened homeland security concerns should result in continuing demand for our amplifier products through
programs such as WIN-T and FOT.

Military Communications Applications: Strategic — Our amplifiers are also used in strategic telecommunications
systems. For example, we have received funding to develop airborne amplifiers under the U.S. government's Family
of Beyond Line-of-Sight Terminals ("FAB-T") program which provides secure communications over the advanced
extremely high frequency satellite constellation. In addition, advanced unmanned aerial vehicles ("UAVs") such as the
Fire Scout and UCAS use our integrated solid state products as part of their data link systems. These programs require
extremely advanced products and represent long term investments by the U.S. government that are also likely to
remain stable in the face of government budgetary pressures.
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Defense and Electronic Warfare Market — U.S. and foreign military customers use our SSPAs and TWTAs in a variety
of electronic warfare systems such as jamming, broadcasting and deception in addition to simulation, communication,
radar, counter measure and identification friend or foe (“IFF”) systems. Currently, we are focusing our efforts on
defense and electronic warfare markets such as the U.S. military's Communications Electronic Attack with
Surveillance and Reconnaissance ("CEASAR") system, the U.S. Army's Ground Auto Targeting Observation/Reactive
("GATOR") jammer and Suite of Integrated Radio Frequency Countermeasure ("SIRFC") components. CEASAR is a
pod-mounted electronic attack system which provides U.S. troops with a "jammer-on-demand" capability. GATOR is
a ground-based fixed site electronic attack system which is used to identify and target enemy communications. SIRFC
is an aircraft survivability system providing situational awareness, hostile threat identification and generation of
appropriate countermeasure responses to protect helicopters and jets. In the past, we delivered thousands of amplifiers
and switches in support of the Counter Remote Controlled Improvised Explosive Device Electronic Warfare (“CREW”)
2.1 program as well as low rate production and engineering development model amplifiers and switches for the
CREW 3.2 and 3.3 programs, respectively. The CREW program is designed to help protect U.S. troops from
radio-controlled roadside bombs. Given current U.S. government budget issues, we consider the CREW and other
related programs to be “on-hold;” however, we continue to market our capabilities in case these programs become
revitalized. We believe that we have high visibility and credibility with foreign end-users as well. We have sold our
SSPAs for end-use by a number of foreign military customers, including Egypt, Saudi Arabia, Jordan, India, Turkey,
France, Canada, Spain, and the United Arab Emirates and we believe that the international defense and electronics
warfare markets for us are likely to grow from current levels.

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 cancer patients higher
doses of radiation that are more closely focused on their tumors, thereby minimizing 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 into an aircraft satellite communication system, can
provide passengers with email, Internet access and video conferencing. Recently, we obtained airborne quality
standard certification known as AS-9100 so that certain of our high-powered amplifiers can be placed on certain
aircraft.

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

Continue to Develop a One-Stop Shopping Approach for RF Microwave Amplifiers — We have expanded our product
line of RF microwave amplifiers to include both TWTA and SSPA technologies, and today we are one of only a few
companies to offer both technologies. We intend to continue this effort and, over time, 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. This strategy will include maintaining our internal research and
development activities as well as pursuing customer funded research and development to fuel new product
development. The overall market for microwave amplifiers has been growing, particularly in defense and wireless and
satellite communications applications, and direct-to-home ("DTH") and broadcast applications are expected to
experience long-term growth as a result of increased demand for high and ultra-high definition broadcasting. We
expect our emphasis on research and development will enable us to enhance our existing product lines, develop new
capabilities and solidify and strengthen our position in our principal markets. In order to fully develop a global
one-stop shop approach, we may also seek to expand our product line through acquisitions.

Continue to Penetrate the Market for Outsourced Amplifier Production — Because solid-state high-power broadband

amplifiers are important to the performance and quality of the larger systems into which they are incorporated, many
large systems companies have historically preferred to manufacture these amplifiers in-house. We believe that our
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focus on and expertise in designing and manufacturing solid-state, high-power, broadband amplifiers, as well as our
high-volume manufacturing capability, often makes 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 (“EADS”), Telephonics Corporation,
Northrop Grumman Corporation, BAE Systems PLC, Exelis Inc. (formerly part of ITT Corporation) and Raytheon
Company.
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Continue our Marketing and Sales Efforts in the Defense Market Including the Mobile Military Market — Although we
believe that pressure on the U.S. government budget will moderate short-term demand, we believe there are a number
of long-term opportunities in the defense markets, particularly electronic warfare applications, and that we can
increase our share of this market through partnering arrangements with prime contractors and by developing new
products and services. For instance, we are providing certain of our high-power satellite amplifiers pursuant to a
multi-year contract (first awarded in fiscal 2011) that will be used in a major network expansion for the U.S. Air
Force. We believe this award represents a testament to the quality and high reliability of our amplifiers and we intend
to seek additional sales in the market. Recently, we received multiple orders to supply an array of solid-state
high-power amplifiers to a military integrator for use in highly mobile satellite communications systems that provide
voice, data, video conferencing, internet and high resolution video connectivity for military forces deployed
world-wide. We expect to continue our strong presence in the mobile military communications market by
participating in new programs. Recently, we have secured key positions on large U.S. military programs such as the
U.S. Army's WIN-T program, FAB-T program and FOT program (used by the U.S. Special Operations Command
("SOCOM")) through prime contractors and integrators. We intend to increase our focus on these types of programs.

Exploit our TWTA Capability in the Global Direct-To-Home Market — Broadcasters around the world are looking to
replace aged, bandwidth deficient klystron amplifiers with high-power, broadband TWTAs to support high-definition
and ultra-high definition capability. A new market for Ultra-High Definition TV is developing and requires
approximately 4x the bandwidth required for high-definition TV. We believe this new market application will drive
the need for additional high-powered amplifiers.

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.

The vast majority of sales in this segment have historically come from sales relating to two U.S. military programs
known as the U.S. Army’s Movement Tracking System (“MTS”) program and the Force XXI Battle Command, Brigade
and Below (“FBCB2”) command and control system's BFT-1 program. In the past, we have supplied mobile satellite
transceivers, vehicle and command center application software, third-party produced ruggedized computers and

satellite earth station network gateways and associated installation, training and maintenance to the MTS program. We
also monitored satellite packet data networks and purchased satellite airtime. The MTS program now operates under

the auspices of the BFT-1 program under the direction of the Mission Command Program Office.

In July 2010, a third party vendor was selected by the U.S. Army to develop a next generation BFT program known as
BFT-2 which was intended to replace the BFT-1 system. Since this selection, annual sales in this segment have
materially declined as compared to historical levels. Currently, we are performing sustainment work related to the
BFT-1 program and as further discussed below, we are focusing our efforts to support the U.S. Army on a possible
BFT 2.5 program.

Products, Services and Applications
Our mobile data satellite transceivers and related proprietary technology have been installed on a variety of U.S.
military vehicles (both logistics-centric and war-fighter-centric) including: Abrams tanks, Bradley Fighting Vehicles,

helicopters such as the Apache, Black Hawk and Chinook and High Mobility Multipurpose Wheeled Vehicles. When
equipped with this technology, soldiers operating these vehicles are able to be continually tracked and, at the same
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time, are able to 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 or service interruption, and we can maintain and/or operate a 24 x 7 network operations
and customer care center that provides customers with ongoing support any time, day and night. Our mobile data
satellite transceiver products and related proprietary technology 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. In the past, the Army National Guard has purchased our mobile data communication products to
better prepare for and react to disaster recovery operations at the local, state and national levels.

11
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We are currently providing BFT-1 sustainment support to the U.S. Army pursuant to two three-year contracts
aggregating $68.2 million. The first contract has a not-to-exceed value of $38.2 million to provide engineering
services and satellite network operations and the second contract is in the form of an intellectual property license
agreement with a potential value of $30.0 million. Both contracts cover a base period that expires March 31, 2015 and
each has two twelve-month option periods exercisable by the U.S. Army. During fiscal 2014, the U.S. Army funded
orders of $17.5 million under these two contracts (including the $10.0 million annual intellectual property license fee
for the performance period from April 1, 2014 through March 31, 2015) and during the first quarter of our fiscal 2015
the U.S. Army funded an incremental $6.1 million to complete the funding for the base year for both of our contracts.
Given U.S. government budget pressures, it is possible that the U.S. Army will not fund additional amounts or
exercise the twelve-month option periods on one or both of these contracts for periods beyond March 31, 2015. If the
U.S. Army pays an aggregate of $30.0 million of annual intellectual property license fees, the U.S. Army will receive
a limited non-exclusive right to use our intellectual property after March 31, 2017 for no additional license fee.

Business Strategies

For the foreseeable future, we expect revenues in our mobile data communications segment to be substantially derived
from sales to the U.S. Army for BFT-1 sustainment services.

Our business strategies for our mobile data communications segment include:

Work Cooperatively with the U.S. Army — We believe that the reliable and effective performance of our MTS and
BFT-1 solutions has demonstrated to the U.S. Army the value of our mobile, global satellite-based communications
network when near real-time, secure transmissions are required. Although we do not have specific visibility into the
U.S. Army’s BFT-2 transition plan, the U.S. Army has informally indicated to us that it may require certain sustaining
network engineering related services and our intellectual property for several years past March 31, 2017. If this
occurs, the U.S. Army would not have to pay us any intellectual property fees beyond March 31, 2017 but would have
to engage us to provide any sustaining BFT-1 network and engineering related services.

Methodically Seek Out Additional Opportunities with the U.S. Army, Including BFT 2.5 — In June 2014, the U.S.
Army issued a Request for Information ("RFI") for the development of a BFT 2.5 SATCOM transceiver that will seek
to use the BFT-2 network. We are actively responding to this RFI and intend to aggressively pursue this opportunity.
We believe the U.S. Army recognizes that the current BFT-2 transceiver supplied by a competitor has certain
shortcomings and that we can provide a superior product with backward compatibility to the BFT-1 network which we
believe continues to be utilized in thousands of vehicles, tanks and aircraft around the world. In that regard, we intend
to invest modest amounts in research and development and sales and marketing to develop and market BFT 2.5 and
other similar product offerings in a methodical way. Although we recognize that the U.S. Army is under extreme
budget pressures, military actions and programs routinely evolve as a result of unplanned and unforeseen
circumstances. We believe that our mobile data communication products and technology can be readily deployed in a
variety of situations and we intend to seek out opportunities with the U.S. Army.

Expand our Business into Foreign Military Markets - We believe our proven MTS and BFT-1 products are ideally
suited for export to foreign military organizations that conduct cooperative operations with U.S. forces and who will
be seeking technologies to enable improved communications and integrated command and control. We intend to seek
out these opportunities to export our commercial line of satellite transceivers to these countries and expand our
business on an appropriate, regional basis. We currently have multiple opportunities of this type in development and
expect foreign military sales to become a growth market for us in coming years.

12

28



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

29



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

Summary of Key Products, Systems and Services by Business Segment

Business
Segment

Telecommunications
transmission

RF microwave amplifiers

Products/Systems
and Services

Satellite earth station
equipment and systems
including: modems,
frequency converters,
power amplifiers,
transceivers, access devices,
voice gateways and network
management systems

Over-the-horizon
microwave systems (fixed
and transportable) and
adaptive modems

Traveling wave tube
amplifiers and solid-state
amplifiers

Representative

Customers

Satellite systems
integrators, wireless and
other communication
service providers,
broadcasters and defense
contractors as well as U.S.
and foreign governments.
End-customers include
AT&T Inc., BT Group plc.,
China Mobile Limited,
Embratel Participacdes
S.A., General Dynamics
Corporation, Harris
Corporation, Intelsat, Ltd.,
Globecomm Systems, Inc.,
L-3 Communications, O3b
Networks and Rockwell
Collins, Inc.

U.S. government customers
in the Middle East, Europe,
North Africa and Latin
America and related prime
contractors and systems
integrators, as well as oil
companies such as Shell Oil
Company

Domestic and international
defense customers, prime
contractors and system
suppliers such as L-3
Communications, Harris
Corporation, General
Dynamics Corporation,
Raytheon Company, ViaSat
Inc. and satellite
broadcasters such as The
DIRECTYV Group and
EchoStar Corporation

End-User
Applications

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 digital voice and
data, modular tactical
transmission systems
("MTTS") which have been
incorporated into the U.S.
military's SNAP
communication equipment,
and commercial
applications such as the
transmission of [P-based
communications to and
from oil platforms

Satellite broadcast and
broadband satellite
communications and
defense applications
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Mobile data
communications
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Solid-state, high-power,
narrow and broadband RF
microwave amplifiers

Mobile satellite
transceivers, satellite
network services,
installation, training and
maintenance

Domestic and international
defense customers, prime
contractors and system
suppliers such as Raytheon
Company, Exelis Inc.,
EADS and Thales Group,
medical equipment
companies such as Varian
Medical Systems, Inc., and
aviation industry system
integrators such as
Rockwell Collins, Inc.

U.S. Army logistics
community, the U.S. Army
war-fighter community,
foreign governments, and
prime contractors to the
U.S. Armed Forces and
NATO

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

Two-way satellite-based
mobile tracking, messaging
services (U.S. Army’s
MTS), battlefield command
and control applications
(BFT-1) and RFID
applications, maintain and
operate a network
operations center
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Acquisitions

In the past, we have acquired businesses and in the last several years have also acquired enabling technologies. We
have followed a disciplined approach in identifying, executing and capitalizing on these acquisitions. Our last major
acquisition, and the largest in our history, was the purchase of Radyne which we completed in fiscal 2009. That
transaction 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 and further diversified our
overall global customer base and expanded our addressable markets.

None of our other recent tactical and product line acquisitions, either individually, or in the aggregate, were material
to our results of operations and the effects of those acquisitions, either individually, or in the aggregate, were not
material to our historical consolidated financial statements.

Sales, Marketing and Customer Support

Sales and marketing strategies vary with particular markets served and include direct sales through sales, marketing
and engineering personnel and indirect sales through independent representatives, value-added resellers, and sales
through a combination of the foregoing. We devote resources 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.

Our management, technical and marketing personnel establish and maintain relationships with customers and our
strategy includes a commitment to providing 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. As appropriate and as guided by corporate senior management, our three business segments
capitalize on manufacturing, technology, sales, marketing and customer support synergies among them.

Our over-the-horizon microwave systems, amplifier product lines, satellite earth station products and mobile data
communications products and services 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. In addition, in recent years, we have
found that overall sales cycles for each of our product lines have significantly increased.

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

2014 2013 2012

United States

U.S. government 28.0 % 34.7 % 48.9 %
Commercial 12.6 % 15.2 % 12.4 %
Total United States 40.6 % 49.9 % 61.3 %
International

North African country 15.4 % 5.7 % 2.6 %
Other international 44.0 % 44.4 % 36.1 %
Total International 59.4 % 50.1 % 38.7 %
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Sales to U.S. government customers include sales to the DoD and intelligence and civilian agencies, as well as sales
directly to or through prime contractors.

International sales for fiscal 2014, 2013 and 2012 (which include sales to U.S. domestic companies for inclusion in
products that will be sold to international customers) were $206.0 million, $160.2 million and $164.5 million,
respectively. When we sell internationally, we primarily price our contracts in U.S. dollars. Some of our sales to
international customers are paid for by letters of credit or on an open account. From time to time, some of our
international customers may require us to provide performance guarantees.
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For fiscal 2014, sales to a prime contractor represented approximately 15.4% of consolidated net sales (almost all of
which related to our North African country end-customer). For fiscal 2014, 2013 and 2012, except for the U.S.
government, no other customer or individual country (including sales to U.S. domestic companies for inclusion in
products that will be sold to a foreign country) represented more than 10% of consolidated net sales.

Backlog

Our backlog as of July 31, 2014 and 2013 was $133.4 million and $189.7 million, respectively. We expect that a
majority of the backlog as of July 31, 2014 will be recognized as sales during fiscal 2015.

At July 31, 2014, 25.0% of the backlog consisted of U.S. government contracts, subcontracts and government funded
programs, 61.6% consisted of orders for use by international customers (including sales to U.S. companies for
inclusion in products that will be sold to international customers) and 13.4% consisted of orders for use by U.S.
commercial customers.

Our backlog consists solely of orders that we believe to be firm; however, 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 that is derived from U.S. government orders relates to U.S. government contracts that
have been awarded, signed and funded. 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.

Variations in backlog from time to time are attributable, in part, to changes in sales mix, the timing of contract
proposals, and the timing of contract awards and delivery schedules on specific contracts. A large majority of our
satellite earth station equipment and our traveling wave tube amplifier products operate under short lead times. Our
mobile data communications backlog is highly influenced by the nature and timing of orders received from the U.S.
government which is subject to unpredictable funding, deployment and technology decisions. 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. Use of our high-volume
technology manufacturing center allows us to secure volume discounts on key components, better control the quality
of our manufacturing process and maximize the utilization of our manufacturing capacity.

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 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, at times, 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
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of suppliers. Others are manufactured to our specifications by subcontractors. Although we obtain certain components
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 may 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.
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Research and Development

We reported research and development expenses for financial reporting purposes of $34.1 million, $36.7 million and
$38.5 million in fiscal 2014, 2013 and 2012, respectively, representing 9.8%, 11.5% and 9.1% of total consolidated
net sales, respectively, for these periods. A portion of our research and development efforts relate 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 2014, 2013 and 2012, we were reimbursed by
customers for such activities in the amounts of $13.1 million (of which $7.3 million related to ATIP development),
$5.2 million and $5.7 million, respectively.

Our aggregate research and development expenditures (internal and customer funded) were $47.2 million, $41.9
million and $44.2 million or 13.6%, 13.1% and 10.4% of total consolidated net sales in fiscal 2014, 2013 and 2012,
respectively.

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 or 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.

Some of our key telecommunications transmission segment technology is protected by patents, that 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. Due to our market leadership position, we do not
expect that upon expiration of these patents, our future results will be negatively impacted. Our DoubleTalk®
Carrier-in-Carrier® bandwidth compression technology is licensed by us from a third party.

Almost all of the products and services we sell to the U.S. government include technology and other technical
know-how that we have internally developed.

In past instances where we have provided government-purpose rights, to our knowledge, the U.S. government has not
exercised any of these rights. To the extent that we have provided or will provide government-purpose rights in the
future, we believe that given the rapidly changing nature of our technology, our future success will depend primarily
on the technical competence and creative skill of our personnel, rather than any contractual protection.

Competition

Our businesses are highly competitive and are characterized by rapid technological change. Some of our competitors
are substantially larger, have significantly greater financial, marketing, research and development, technological and
operating resources and broader product lines than we have. A significant technological breakthrough by others,
including new companies, our existing competitors and our customers, could have a material adverse effect on our
business. Our growth and financial condition depends on, among other things, our ability to keep pace with such
changes and developments and to respond to the increasing variety of electronic equipment users and transmission
technologies.

Some large defense-based companies, such as 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
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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 products they develop. 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 among our
competitors.
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Listed below, in alphabetical order, are some of our competitors in each of our three business segments:

Telecommunications transmission — Advantech Wireless Inc., Datum Systems, Inc., Gilat Satellite Networks Ltd.,
Harris Corporation, iDirect, Inc., NovelSat, Paradise Datacom LLC (a subsidiary of Teledyne Corporation),
Telefonaktiebolaget LM Ericsson and ViaSat, Inc.

RF microwave amplifiers — Aethercomm, Inc., CPI International, Inc., E2V Technologies Ltd., Empower RF Systems,
Inc., Herley Industries, Inc. (a subsidiary of Kratos Defense & Security Solutions, Inc.) and Miteq, Inc.

Mobile data communications — Northrop Grumman Corporation and ViaSat, Inc.

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.

Employees

At July 31, 2014, we had 1,069 employees (including temporary employees and contractors), 503 of whom were
engaged in production and production support, 329 in research and development and other engineering support and
237 in marketing and administrative functions.

None of our U.S. based employees are represented by a labor union. We believe that our employee relations are good.
U.S. Government Contracts and Security Clearances

The U.S. government operates on an October-to-September fiscal year. Generally, in February of each year, the
President of the United States presents to the U.S. Congress (“Congress”) the proposed budget for the upcoming fiscal
year and from February through September of each year, the appropriations and authorization committees of Congress
review the President’s budget proposals and establish the funding levels for the upcoming fiscal year. Once these levels
are enacted into law, the Executive Office of the President administers the funds to the agencies. Thereafter, we can
receive orders pursuant to sole-source or competitively awarded contracts, which we describe below.

The U.S. government may be unable to complete its budget process before the end of any given government fiscal
year and when the fiscal budget is not approved in a timely manner, the U.S. government is required either to shut
down or be funded pursuant to a so-called “continuing resolution” that authorizes agencies of the U.S. government to
continue operations but does not authorize new spending initiatives, either of which could result in reduced or delayed
orders or payments for products and services we provide.

Sole-source contracts are generally awarded to a single contractor without a formal competition when a single
contractor is deemed to have an expertise or technology superior to that of competing contractors or when there is an
urgent need by the U.S. government that cannot wait for a full competitive process. Potential suppliers compete
informally through research and development and marketing efforts. Competitively-bid contracts are awarded based
on a formal proposal evaluation established by the procuring agency and interested contractors prepare bids.
Competitively-bid contracts are awarded after a formal bid and proposal competition among suppliers.

The U.S. government has a stated policy direction to reduce the number of sole-source contract awards across all

procuring agencies. In addition, the U.S. government is increasing the use of multiple-award IDIQ contracts to
increase its procurement options. IDIQ contracts allow the U.S. government to select a group of eligible contractors

38



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

for the same program. When the government awards IDIQ contracts to multiple bidders under the same program, a
company that has already competed to be selected as a participant in the program must subsequently compete for
individual delivery orders. As a result of this U.S. government shift toward multiple award IDIQ contracts, we expect
to face greater competition for future U.S. government contracts and, at the same time, greater opportunities for us to
participate in program areas that we do not currently participate in.
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As a U.S. government contractor and subcontractor, we are subject to a variety of rules and regulations, such as the
Federal Acquisition Regulations (“FAR”). Individual agencies can also have acquisition regulations. For example, the
Department of Defense implements the FAR through the Defense Federal Acquisition Regulation supplement
(commonly known as "DFARSs"). For all federal government entities, the FAR regulates the phases of any product or
service acquisition, including: acquisition planning, competition requirements, contractor qualifications, protection of
source selection and vendor information, and acquisition procedures. In addition, the FAR addresses the allowability
of supplier costs, while Cost Accounting Standards address how those costs can be allocated to contracts. The FAR
also subjects suppliers to audits and other government reviews. These reviews cover issues such as cost, performance
and accounting practices relating to our contracts. The government may challenge a supplier's costs and fees.
Suppliers are also required to comply with the National Industrial Security Program Operating Manual which relates
to requirements regarding classified materials and programs. Suppliers who do not comply with these various
regulations may lose and/or become ineligible for facility security clearances and/or participation in classified
programs.

In fiscal 2014, $97.3 million or 28.0% of our consolidated net sales were to the U.S. government. Of this amount, firm
fixed-price and cost-reimbursable type contracts (including both fixed-fee and incentive-fee type contracts) accounted
for $77.5 million or 79.7% and $19.8 million or 20.3%, respectively. Of the net sales in fiscal 2014 related to firm
fixed-price and cost-reimbursable type contracts, $10.5 million and $11.4 million, respectively, related to our mobile
data communications segment's BFT-1 sustainment contract.

Under firm fixed-price 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-reimbursable type contracts typically provide for reimbursement of
allowable costs incurred plus a negotiated fee. Cost-plus-incentive-fee orders typically provide for sharing with the
U.S. government savings accrued from orders performed for less than the target costs and costs incurred in excess of
targets up to a negotiated ceiling price (which is higher than the target cost), and for the supplier to carry the entire
burden of costs exceeding the negotiated ceiling price. Since fiscal 2013, we have performed work on our ATIP
contract for which we have received aggregate funded orders of $16.1 million to-date, a majority of which are
cost-plus-incentive-fee orders.

Regulatory Matters

In addition to the rules and regulations that pertain to us as a U.S. government contractor and subcontractor, we are
also subject to a variety of local, state and federal governmental regulations.

Our products that are incorporated into wireless communications systems must comply with various government
regulations, including those of the Federal Communications Commission. 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 products are also subject to European Union directives related to the recycling of electrical and
electronic equipment. Our international sales are subject to U.S. and foreign regulations such as the International
Traffic in Arms Regulations and Export Administration Regulations and may require licenses from U.S. government
agencies and the payment of certain tariffs. If we are unable to receive appropriate export authorizations in the future,
we may be prohibited from selling our products and services internationally, which may limit our sales and have a
material adverse effect on our business, results of operations and financial condition.

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 SEC. The SEC has adopted rules which
require, among other things, public companies to conduct certain inquiries to determine whether or not Conflict
Minerals (as that term is defined in the SEC rules) that are necessary to the functionality of their manufactured
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products or their product's production processes originated in a Covered Country (as that term is defined in the SEC
rules) and ultimately file an audited report with the SEC. Conflict Minerals are widely used in many industries,
including the telecommunications industry and almost all of our products include component parts purchased from
third party suppliers and we must rely heavily on information received from suppliers to determine the origin of those
materials. We have implemented a due diligence program consistent with the Organization for Economic
Co-operation and Development guidelines to collect information concerning the country of origin of Conflict Minerals
and in that regard, have adopted a policy that requires our suppliers (both public and private) to commit to a code of
conduct relating to the responsible sourcing of minerals and to establish a policy to reasonably assure that the products
they manufacture do not contain Conflict Minerals that originated in a Covered Country. This SEC rule has resulted in
additional costs to us and these rules impact our suppliers. As such, the availability of raw materials used in our
operations could be negatively impacted and/or raw material prices could increase. Further, if we are unable to certify
that our products are conflict free, we may face challenges with our customers, which could place us at a competitive
disadvantage and could harm our reputation.
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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,”
“will,” “should,” “could,” “would,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,
terms, or other similar words or comparable terminology. All statements in this report, other than statements of
historical fact, are forward-looking information. When considering forward-looking statements, you 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
business outlook, actual financial condition or results to differ significantly from those contained in any
forward-looking statement.

99 ¢ 99 ¢ LT3 LR T3

Our decision to explore strategic alternatives may not result in an action or transaction and may be disruptive to our
business operations.

In August 2014, we confirmed, in response to media reports, that our Board of Directors is exploring strategic
alternatives to enhance shareholder value, including a possible merger or sale of the Company. There can be no
assurance that any transaction or other strategic change will occur as a result of the current exploration of alternatives
or that any transaction or strategic change, if completed, will be successful or on attractive terms. In addition, the
exploration of strategic alternatives could result in: (i) us incurring expenses without realizing any benefit; (ii) the
diversion of management's attention and resources away from our ongoing businesses; (iii) the loss of key employees
and engineering talent; and (iv) loss of confidence by current and potential customers in the future of our business, all
of which could materially adversely affect our business, business outlook, results of operations and financial
condition.

The continued effects of the adverse global economic climate and volatile political conditions have had and could
continue to have a material adverse impact on our business outlook, our business, operating results and financial
condition.

We participate in the global commercial and government communications markets, which are characterized by rapid
technological advances and constant changes. For the past several years, our customers and the end-markets that we
serve have been materially impacted by adverse global economic conditions. These conditions have resulted in: (i)
changes to our commercial and government customers’ historical spending priorities, (ii) reduced military budgets, and
(iii) extreme pressures on government budgets throughout the world. In addition to operating in a difficult global
economic environment, some of our end customers are located in emerging countries that have and continue to
undergo sweeping political changes. Political conditions around the world are unstable and current and potential
future economic sanctions could be imposed on some of our end-customers (such as Russia) which could adversely
impact our sales. Global international monetary issues and concerns continue to be unsettled and it remains possible
that another worldwide credit crisis could occur. We believe that the aggregation of these conditions has resulted in
the ongoing suppression of end-market demand for many of the products that we sell and services that we provide.
Although we achieved revenue growth in fiscal 2014 and expect to continue to grow in fiscal 2015, we believe that
nearly all of our customers are challenged by capital and operating budget constraints and a difficult credit
environment. As such, the impact, severity and duration of these conditions are impossible to predict with precision.
Many of our international customers (including our Middle Eastern and African customers) rely on European bank
financing to procure funding for large systems, many of which include our equipment. We believe that European
financing has been and continues to be difficult to obtain. If interest rates remain low or turn negative (as has occurred
in some European countries), our customers may become reluctant to spend funds required to purchase our equipment.
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In addition, if worldwide interest rates increase, it is possible that new projects to install or upgrade
telecommunications networks that are currently being contemplated by our customers, particularly in emerging
markets which generally receive financing from European banks and/or financial assistance from various
governments, will be postponed or canceled.
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None of our three operating segments have been immune to these adverse conditions and each continues to face an
uncertain economic environment. These adverse conditions have impacted, and may continue to impact, our
businesses in a number of ways, including:

Difficulty in forecasting our results of operations — It is difficult to accurately forecast our results of operations as we
cannot predict the severity, or the duration, of the current adverse economic environment or the impact it will have on
our current and prospective customers. If our current or prospective customers materially postpone, reduce or even
forgo purchases of our products and services to a greater extent than we anticipate, our business outlook will prove to
be inaccurate.

Additional reductions in telecommunications equipment and systems spending may occur — Although we achieved
overall consolidated revenue growth in fiscal 2014, our businesses have been negatively affected, both currently and
in the past, by uncertain economic environments both in the overall market and, more specifically, in the
telecommunications sector. Our customers have reduced their budgets for spending on telecommunications equipment
and systems and in some cases postponed or reduced the purchase of our products and systems. As a result of the
ongoing difficult global economic environment, our customers may reduce their spending on telecommunications
equipment and systems which would negatively impact all three of our business segments. If this occurs, it would
adversely affect our business outlook, revenues, profitability and the recoverability of our assets, including intangible
assets such as goodwill.

Our customers may not be able to obtain financing — Although many of our products are relatively inexpensive when
compared to the total systems or networks that they are incorporated into, our sales are affected by our customers’
ability to obtain the sufficient financing they may require to build out their networks, fund operations and ultimately
make purchases from us. Many of our emerging market customers obtain financing for network build outs from large
European commercial banks and/or financial assistance from various governments. Our customers’ inability to obtain
sufficient financing would adversely affect our revenues. In addition, if the current economic environment and lack of
financing results in insolvencies for our customers, it would adversely impact the recoverability of our accounts
receivable which would, in turn, adversely impact our results of operations.

Our ability to maintain affordable credit insurance may become more difficult — In the normal course of our business,
we purchase credit insurance to mitigate some of our domestic and international credit risk. Although credit insurance
remains generally available, upon renewal, it may become more expensive to obtain and might require higher
deductibles than in the past. There can be no assurance that, in the future, we will be able to obtain adequate credit
insurance consistent with our past practices.

Our fiscal 2015 business outlook and operating results are difficult to forecast, as operating results are subject to
significant fluctuations and are likely to 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 period-to-period. For instance, a large portion of our
telecommunications transmission and RF microwave amplifiers segments’ net sales are derived from products such as
satellite earth station equipment and satellite earth station traveling wave tube amplifiers, respectively, that generally
have short lead times. As a result, bookings and backlog related to these products are extremely sensitive to short-term
fluctuations in customer demand. The remaining portion of our telecommunications transmission and our RF
microwave amplifiers segments’ net sales are generally derived from large contracts or military program opportunities
that are subject to lengthy sales cycles and therefore difficult to predict.

Our new orders, net sales and operating results, including our net income and earnings per share, may vary
significantly from period-to-period because of other factors including: sales mix; fluctuating market demand; price

competition; new product introductions by our competitors; fluctuations in foreign currency exchange rates;
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unexpected changes in the timing of delivery of components or subsystems; the financial performance of acquisitions;
new accounting standards relating to acquisitions and revenue recognition; 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 global
economic conditions.
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Our mobile data communications segment's future business outlook is dependent on the U.S. Army's funding
decisions and the renewal of our BFT-1 contracts and we may not be able to maintain our expected levels of mobile
data communications segment revenues in future years.

Our mobile data communications segment's revenue and operating income through March 2017 is expected to be
largely driven by the annual $10.0 million intellectual property license fee for our BFT-1 technology. As discussed
elsewhere in this Form 10-K, we are currently providing BFT-1 sustainment support to the U.S. Army pursuant to two
three-year contracts aggregating $68.2 million. The first contract has a not to exceed value of $38.2 million under
which we provide engineering services and satellite network operations on a cost-plus-fixed-fee basis, and program
management services on a firm-fixed-price basis and the second contract is in the form of an intellectual property
license agreement with a potential value of $30.0 million. Both contracts cover a base period that expires March 31,
2015 with two twelve-month option periods exercisable by the U.S. Army. During fiscal 2014, the U.S. Army funded
orders of $17.5 million under these two contracts (including the $10.0 million annual intellectual property license fee
for the performance period from April 1, 2014 through March 31, 2015) and during the first quarter of our fiscal 2015,
the U.S. Army funded an incremental $6.1 million to complete the funding for the base year of these contracts. If the
U.S. Army pays an aggregate of $30.0 million of annual intellectual property license fees, the U.S. Army will receive
a limited non-exclusive right to use our intellectual property after March 31, 2017 for no additional license fee.

Given current U.S. government budget pressures and the unknown timing of the U.S. Army's roll-out of the next
generation BFT system, it is possible that the U.S. Army will not fund any additional amounts or exercise the
twelve-month option periods on one or both of our contracts and we may not generate any additional revenue or
operating income associated with BFT-1 sustainment services (including the annual $10.0 million intellectual property
license fee) beyond March 31, 2015.

Although we expect that our BFT-1 contract will be renewed, extended or replaced, the amount of future operating
income associated with BFT-1 sustainment activities may, in the future, be significantly lower. If the U.S. Army does
not exercise its option to renew the annual $10.0 million intellectual property license fee, it would have a material
adverse effect on our fiscal 2015 business outlook, our future business outlook and our future operating results. Even
if the U.S. Army exercises the two twelve-month option periods for the intellectual property license agreement, no
further extensions, renewals or replacements of that agreement will occur, as the U.S. Army will be entitled to use our
intellectual property for no additional fee.

We intend to focus future business development activities in our mobile data communications segment on our current
BFT-1 customer and certain foreign military organizations. 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 potential new awards and programs in the future. In addition, we intend to seek out opportunities to
export our commercial line of satellite transceivers to certain countries and expand our business on an appropriate
regional basis. We also expect to continue to offer our customers niche products. If we are ultimately unable to
significantly increase sales of our current products, develop and sell new products or services, win new programs or
replace the operating income contribution of the annual $10.0 million intellectual property license fee, our mobile data
communications segment may not be able to generate any meaningful operating income beyond March 31, 2017.

Given the various uncertainties related to our BFT-1 sustainment activities and the success of our future business
development activities, our operating results in fiscal 2015 and beyond could be more volatile and it could be more
difficult in the future to accurately project consolidated gross margins, operating income, net income and earnings per
share in any particular future period.

Reductions in spending or changes in spending priorities that reduce the U.S. Department of Defense (“DoD’’) budget
and the U.S. government's debt could have a material adverse effect on us including negatively impacting our fiscal

2015 business outlook.
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During our fiscal years ended July 31, 2014, 2013 and 2012, sales to the U.S. government (including sales to prime
contractors to the U.S. government) were $97.3 million, $110.9 million and $207.8 million or 28.0%, 34.7% and
48.9%, respectively, of our consolidated net sales. Approximately 25.0% of our backlog at July 31, 2014 consisted of
orders related to U.S. government contracts and our Business Outlook for Fiscal 2015 and beyond depends, in part, on
receiving new orders from the U.S. government, which is currently under extreme budget pressures.

Government contracts are conditioned upon the continuing availability of Congressional appropriations and failure of
Congress to appropriate funds, delay its spending on, or reprioritize its spending away from, U.S. government
programs which we participate in, could negatively affect our results of operations. Because many of the items we sell
to the U.S. government are included in large programs, it is difficult, if not impossible, to determine specific amounts
that are or will be appropriated for our products and services. As such, certain assessments relating to the impact of
changes in U.S. government spending may prove to be incorrect.
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The impact of a legislation process known as sequestration (or mandated reductions) remains a significant risk. Part I
of the Budget Control Act of 2011 (Budget Control Act) provided for a reduction in planned defense budgets by at
least $487 billion over a ten year period. A two-year budget agreement set forth in the Bipartisan Budget Act of 2013
lessened the across-the-board cuts of sequestration; however, sequestration continues to be in effect, including for the
U.S. Department of Defense. The two-year budget agreement reduced the $52.0 billion of cuts in expenditures that the
U.S. Department of Defense was required to make in 2014 by $21.0 billion, which translates to a 1.2% reduction
compared to 2013, as compared to the originally required 6% reduction. Planned cuts in expenditures for 2015 were
reduced by $10.0 billion. Although there is a general sense that defense spending levels are stabilizing, the U.S.
government’s budget for fiscal 2015 has not yet been approved, it continues to be hotly debated, and sequestration may
ultimately occur. Sequestration has already negatively affected some of the defense programs in which we participate
and we expect to continue to be negatively impacted by the continuing effects of sequestration or other defense
spending delays and cuts. In addition, it is possible that the U.S. government could reduce or further delay its spending
on, or reprioritize its spending away from, other government programs and it remains difficult, if not impossible, to
determine specific amounts that are or will be appropriated for many of the programs in which we participate and our
assessment may prove to be incorrect.

The failure of Congress to approve future budgets and/or increase the United States' debt ceiling on a timely basis
could delay or result in the loss of contracts for the procurement of our products and services and we may be asked or
required to continue to perform for some period of time on certain of our U.S. government contracts, even if the U.S.
government is unable to make timely payments. Considerable uncertainty exists regarding how budget reductions will
be applied and what challenges the reductions will present.

We believe that despite budget pressures, spending on the modernization and maintenance of advanced
communications systems that include our products and services will continue to be a national priority. Future defense
spending is expected to include the development and procurement of new manned and unmanned military platforms
and systems, along with advanced electronics and software to enhance the capabilities of existing systems and provide
real-time integration of surveillance, information management, strike and battle management platforms. Our products
and services are used in various programs involving command and control, network communications, enhanced
situational awareness, satellite systems and restricted programs as well as numerous international and homeland
security programs. Although the types of communications products and services we offer appear to be a funding
priority over the long-term, a significant decline in defense spending or a shift in funding priorities may have a
negative effect on future orders, sales, income and cash flows depending on the platforms and programs affected by
such budget reductions or shifts in funding priorities. We continue to see long sales cycles and order delays from the
U.S. government and it is possible that these long sales cycles and delays will continue for a prolonged period.

Ultimately the U.S. government may be unable to timely complete its budget process or fully agree upon spending
priorities. If the U.S. government budget process results in a prolonged shutdown or prolonged operation under a
continuing resolution, we may experience further delayed orders, delayed payments, declines in revenues, profitability
and cash flows. We may experience related supply chain delays, disruptions or other problems associated with
financial constraints faced by our suppliers and subcontractors. All of the aforementioned conditions could have a
material adverse effect on our fiscal 2015 business and financial outlook, our operating results and our financial
condition.

Our contracts with the U.S. government are subject to unique business and commercial risks.

Our contracts with the U.S. government are subject to unique business and commercial risks, including:

unexpected contract or project terminations or suspensions;

uanpredictable order placements, reductions, delays or cancellations;
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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 audit and approval of final indirect rates.
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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 costs committed, settlement expenses and
profit on work completed prior to termination. In addition to the U.S. government’s right to terminate, U.S.
government contracts are conditioned upon the continuing approval by Congress of the necessary funding. 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.

Delays or changes in funding can impact the timing of awards or lead to changes in program content. We obtain
certain of our U.S. government contracts through a competitive bidding process. There can be no assurance that we
will win additional contracts or that actual contracts that are awarded will ultimately be profitable.

Our contracts with the U.S. government are subject to audit by various agencies and the outcome of audits is difficult
to predict.

All of our U.S. government contracts, such as our Advanced Time Division Multiple Access ("TDMA") Interface
Processor ("ATIP") contract with the U.S. Navy with a potential value of $29.8 million, can be audited by the Defense
Contract Audit Agency (“DCAA”) and other U.S. government agencies and we can be subject to penalties arising from
post-award contract audits (sometimes referred to as a Truth in Negotiations Act or “TINA” audit) or cost audits in
which the value of our contracts may be reduced. If costs are found to be improperly allocated to a specific contract,
those costs will not be reimbursed, and any such costs already reimbursed would be required to be refunded. Although
we record contract revenues based upon costs we expect to realize upon final audit, we cannot predict the outcome of
any future audits and adjustments and we may be required to materially reduce our revenues or profits upon
completion and final negotiation of audits. Negative audit findings could also result in termination of a contract,
forfeiture of profits, suspension of payments, fines and suspension or debarment from U.S. government contracting or
subcontracting for a period of time.

As discussed in “Notes to Consolidated Financial Statements - Note (14)(b) Legal Proceedings and Other Matters”
included in “Part II - Item 8. - Financial Statements and Supplementary Data,” in May 2011, we were notified that our
original BFT-1 contract, which was awarded to us on August 31, 2007 (our fiscal 2008), was selected for a post-award
audit by the DCAA. We received total funded orders against this contract, which expired December 31, 2011, of
$376.3 million. A post-award audit, or TINA audit, generally focuses on whether the contractor disclosed current,
accurate and complete cost or pricing data in the contract negotiation process pursuant to TINA and the Federal
Acquisition Regulation (“FAR”). We fully cooperated with the DCAA and Defense Contract Management Agency
(“DCMA”) and provided them information that supported our view that the August 2007 BFT-1 contract was subject to
a Cost Accounting Standards ("CAS") and TINA exemption for fixed price commercial contract line items (such as
our mobile satellite transceivers and other hardware), as defined by the FAR. In May 2013, we were informed that the
DCAA recommended a price adjustment of $11.8 million (plus interest); however, in March 2014, we were notified
by a Branch Chief and Contracting Officer that the U.S. Army reviewed the information we provided as well as
information provided by DCAA, federal regulations, and contract file documentation and came to the conclusion that
the cost or pricing data provided was not deemed to be defective. Nevertheless, the Contracting Officer requested we
provide the U.S. government a voluntary refund equal to the DCAA's recommended price adjustment because the U.S.
Army believes that certain costs we provided during negotiations were overstated. In May 2014, we notified the
Contracting Officer that we disagreed with the Contracting Officer’s assertion that the cost data provided was in any
way overstated, and we respectfully declined to provide a voluntary refund. Although we consider the matter closed, it
is possible that the U.S. Army may pursue a claim, and we could be required to refund monies to the U.S. government,
with interest, which could have a material adverse effect on our results of operations and financial condition. Also,
future audits on other contracts may result in proposed adjustments that ultimately could have a material adverse
effect on our result of operations and financial condition.
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The outcome of U.S. government investigations are difficult to predict.

In June 2012, certain officers and employees of the Company received subpoenas issued by the United States District
Court for the Eastern District of New York (“EDNY”) seeking certain documents and records relating to our Chief
Executive Officer (“CEO”). Although the EDNY subpoenas made no specific allegations, we believe the subpoenas
related to a grand jury investigation stemming from our CEQO's contacts with a scientific attaché to the Israeli
Purchasing Mission in the United States who our CEO met in connection with the sale of our equipment to the State of
Israel during the 1980's. This scientific attaché was later alleged to have conducted intelligence operations in the U.S.
In August 2012, we were informed by the U.S. government that our CEO's security clearance was suspended. In order
to maintain our qualification for government contracts requiring facility security clearance, at that time, we made
certain internal organizational realignments that have remained in place. Those changes restrict access to classified
information to other Comtech senior executives, management and other employees who maintain the required level of
clearance. Separately, in connection with an investigation by the SEC into trading in securities of CPI International,
Inc. (“CPI”), we and our CEO, among others, received subpoenas in 2012 from the SEC for documents concerning
transactions in CPI stock by our CEO and other persons (including one subsidiary employee). Our CEO purchased
CPI stock in November 2010, after the September 2010 termination of our May 2010 agreement to acquire CPI. The
independent members of our Board of Directors have monitored these matters with the assistance of independent
counsel.

We and our CEO cooperated with the U.S. government regarding the above matters and neither he nor the Company
has been contacted by the U.S. government with respect to either matter since September 2012. Although the status or
outcome of any government investigation is inherently difficult, if not impossible, to predict, based on our work in
respect of the subpoenas in each matter, we do not believe that it is likely that either matter will result in a legal
proceeding against our CEO or the Company. If either matter were to result in a legal proceeding, it could have a
material adverse effect on our business and results of operations.

Our dependence on sales to international customers exposes us to risks, including U.S. export restrictions.

Sales for use by international customers (including sales to U.S. companies for inclusion in products that will be sold
to international customers) represented approximately 59.4%, 50.1% and 38.7% of our consolidated net sales for the
fiscal years ended July 31, 2014, 2013 and 2012, respectively, and we expect that international sales will continue to
be a substantial portion of our consolidated net sales for the foreseeable future. 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. Although we take steps to mitigate our risk with respect to international sales, we may not be able to do so
in every instance for any of the following reasons, among others:

We may not be able to continue to structure our international contracts to reduce risk — 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 collectability risk and may result in
significant write-offs, which could have a material adverse effect 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.

We rely on a limited number of international sales agents — In some countries, we rely upon one or a small number of

sales agents, exposing us to risks relating to our contracts with, and related performance of, those agents. We attempt
to reduce our risk with respect to sales agents by establishing additional foreign sales offices where it is practical and
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by engaging, where practicable, more than one independent sales representative in a territory. It is our policy to
require all sales agents to operate in compliance with applicable laws, rules and regulations. Violations of any of these
laws, rules or regulations, and other business practices that are regarded as unethical, could interrupt the sales of our
products and services, result in the cancellation of orders or the termination of customer relationships, and could
damage our reputation, any of which developments could have a material adverse effect on our net sales and results of
operations.

We may not be able to obtain export licenses from the U.S. government — 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 discussions with any persons who are not U.S. citizens or permanent residents. As a result, in cases where we
may need a license, our ability to compete against a non-U.S. domiciled foreign company that may not be subject to
the same U.S. laws may be adversely affected. We cannot be certain that we will be able to obtain necessary export
licenses and failure to obtain required licenses would adversely affect our sales outside the U.S.

24

53



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

Our investments in recorded goodwill and other intangible assets could be impaired as a result of future business
conditions, further deterioration of the global economy or if we change our reporting unit structure.

As of July 31, 2014, we have goodwill and intangible assets of $163.6 million recorded on our consolidated balance
sheet of which $122.1 million and $41.5 million relates to our telecommunications transmission and RF microwave
amplifiers segments, respectively.

In accordance with FASB ASC 350, “Intangibles - Goodwill and Other,” we perform a goodwill impairment analysis at
least annually (in the first quarter of each fiscal year), unless indicators of impairment exist in interim periods. On
August 1, 2014 (the first day of our fiscal 2015), pursuant to the accounting standards update, we performed a
qualitative assessment (commonly referred to as a "Step 0" test) to determine if it was more likely than not that the fair
value of each of our reporting units with goodwill exceeded its carrying value. In making this assessment, we
evaluated overall business and overall macroeconomic conditions since the date of our last quantitative assessment,
which was on August 1, 2013. We considered in our qualitative assessment, among other things, expectations of
projected revenues and cash flows, assumptions impacting the weighted average cost of capital, trends in market
multiples, changes in our stock price, changes in the carrying values of our reporting units with goodwill, and overall
global industry and market conditions. Based upon this evaluation, we concluded that our goodwill was not likely
impaired and we did not perform a quantitative Step One assessment. In the future, we will either perform a
qualitative Step O assessment or a quantitative Step One assessment. A quantitative Step One assessment involves
determining the fair value of each reporting unit using market participant assumptions. If we believe that the carrying
value of a reporting unit with goodwill exceeds its estimated fair value, we will perform a quantitative Step Two
impairment assessment. Step Two compares the carrying value of the reporting unit to the fair value of all of the assets
and liabilities of the reporting unit (including any unrecognized intangibles) as if the reporting unit was acquired in a
business combination. If the carrying amount of a reporting unit's goodwill exceeds the implied fair value of the
goodwill, an impairment loss is recognized in an amount equal to the excess.

For purposes of reviewing impairment and the recoverability of goodwill and other intangible assets, each of our three
operating segments constitutes a reporting unit and we must make various assumptions regarding estimated future
cash flows and other factors in determining the fair values of the reporting unit. The annual goodwill impairment
assessment is based on several factors requiring judgment and is based on how our President and Chief Executive
Officer manages the business. If these estimates or their related assumptions change in the future, or if we change our
future reporting unit structure, we may be required to record impairment charges in future periods. If assumed revenue
growth is not achieved in future periods, our telecommunications transmission and RF microwave amplifiers reporting
units could be at risk of failing Step One of the goodwill impairment test and goodwill and intangibles assigned to the
respective reporting units could be written off. It is possible that, during fiscal 2015, business conditions (both in the
U.S. and internationally) could deteriorate from the current state and our current or prospective customers could
materially postpone, reduce or even forgo purchases of our products and services to a greater extent than we currently
anticipate. A significant decline in defense spending that is greater than we anticipate or a shift in funding priorities
may also have a negative effect on future orders, sales, income and cash flows and we might be required to perform a
Step One interim goodwill impairment test during fiscal 2015. In any event, we are required to perform the next
annual goodwill impairment analysis on August 1, 2015 (the start of our fiscal 2016). If our assumptions and related
estimates change in the future, or if we change our reporting unit structure or other events and circumstances change
(e.g., a sustained decrease in the price of our common stock (considered on both absolute terms and relative to peers)),
we may be required to record impairment charges when we perform these tests, or in other future periods. Any
impairment charges that we may record in the future could be material to our results of operations and financial
condition.

We could be negatively impacted by a security breach, through cyber-attack, cyber intrusion or otherwise, other
significant disruption of our IT networks and related systems or of those we operate for certain customers.
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We face the risk of a security breach or other significant disruption of our IT networks and related systems, whether
through cyber-attack or cyber intrusion via the Internet, malware, computer viruses, attachments to e-mails, persons
inside our organization or persons with access to systems inside our organization. The risk of a security breach or
disruption, particularly through cyber-attack or cyber intrusion, including by computer hackers, foreign governments
and cyber terrorists, has increased as the number, intensity and sophistication of attempted attacks and intrusions from
around the world have increased. Our IT network and systems have been and, we believe, continue to be under
constant attack. We face an added risk of a security breach or other significant disruption to certain of our equipment
used on some of our customer's IT networks and related systems which may involve managing and protecting
information relating to national security and other sensitive government functions. Our customers' systems and certain
of our equipment are under frequent attack.
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As a communications company, and particularly as a government contractor, we face a heightened risk of a security
breach or disruption from threats to gain unauthorized access to our and our customers’ proprietary or classified
information on our IT networks and related systems and to certain of our equipment used on some of our customer's
IT networks and related systems. These types of information and IT networks and related systems are critical to the
operation of our business and essential to our ability to perform day-to-day operations, and, in some cases, are critical
to the operations of certain of our customers. Although we make significant efforts to maintain the security and
integrity of these types of information and IT networks and related systems, and we have implemented various
measures to manage the risk of a security breach or disruption, there can be no assurance that our security efforts and
measures will be effective or that attempted security breaches or disruptions will not be successful or damaging. Even
the most well protected information, networks, systems and facilities remain potentially vulnerable because attempted
security breaches, particularly cyber-attacks and intrusions, or disruptions will occur in the future, and because the
techniques used in such attempts are constantly evolving and generally are not recognized until launched against a
target, and in some cases are designed not to be detected and, in fact, may not be detected. In some cases, the
resources of foreign governments may be behind such attacks. Accordingly, we may be unable to anticipate these
techniques or to implement adequate security barriers or other preventative measures, and thus it is virtually
impossible for us to entirely mitigate this risk. A security breach or other significant disruption involving these types
of information and IT networks and related systems could:

Disrupt the proper functioning of these networks and systems and therefore our operations and/or those of certain of
our customers;

Result in the unauthorized access to, and destruction, loss, theft, misappropriation or release of, proprietary,
confidential, sensitive or otherwise valuable information of ours or our customers, including trade secrets, which
others could use to compete against us or for disruptive, destructive or otherwise harmful purposes and outcomes;
€Compromise national security and other sensitive government functions;

Require significant management attention and resources to remedy the damages that result;

Subject us to claims for contract breach, damages, credits, penalties or termination; and

Damage our reputation with our customers (particularly agencies of the U.S. government) and the public generally.

In addition, the cost of continually defending against cyber-attacks and breaches has increased in recent years and
future costs and any or all of the foregoing could have a material adverse effect on our business and results of
operations.

Terrorist attacks and threats, and government responses thereto, and threats of war could have a material adverse
effect on us.

Terrorist attacks, the U.S. and other governments’ responses thereto, and threats of war could also adversely impact our
business, results of operations and financial condition. Any escalation in these events or similar or future events may
disrupt our operations or those of our customers or suppliers and may affect the availability of materials needed to
manufacture our products or the means to transport those materials to manufacturing facilities and finished products to
customers.

Noncompliance with numerous domestic and international laws, regulations and restrictions (including those
pertaining to income taxes) could materially impact our business, results of operations and financial condition.

Our business operations are primarily located in the U.S.; however, we must comply with certain international, as well
as domestic, laws, regulations and restrictions. Our products are incorporated into wireless communications systems
that must comply with various U.S. government regulations, including those of the Federal Communications
Commission, as well as similar international laws and regulations. Because the laws and regulations pertaining to our
business are relatively complex, our business faces increased risks including the following:
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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, contracting practices and classified information.
Failure to comply with these 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 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
the Foreign Corrupt Practices Act.
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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.

Adverse regulatory changes could impair our ability to sell products — Regulatory changes, including changes in the
allocation and availability of frequency spectrum, and in the military standards and specifications that define the
current satellite networking environment, could materially harm our business by: (i) restricting development efforts by
us and our customers, (ii) making our current products less attractive or obsolete, or (iii) increasing the opportunity for
additional competition. The increasing demand for wireless communications has exerted pressure on regulatory
bodies worldwide to adopt new standards and reassign bandwidth for these products and services. The reduced
number of available frequencies for other products and services and the time delays inherent in the government
approval process of new products and services have caused, and may continue to cause, our customers to cancel,
postpone or reschedule their installation of communications systems including their satellite, over-the-horizon
microwave, or terrestrial line-of-sight microwave communication systems. This, in turn, could have a material adverse
effect on our sales of products to our customers. Changes in, or our failure to comply with, applicable laws and
regulations could materially harm our business.

We may be subject to environmental liabilities — We engage in manufacturing and are subject to a variety of local, state
and federal governmental regulations relating to the storage, discharge, handling, emission, generation, manufacture
and disposal of toxic or other hazardous substances used to manufacture our products. We are also subject to the
Restriction of Hazardous Substance ("RoHS") directive which restricts the use of lead, mercury and other substances
in electrical and electronic products. The failure to comply with current or future environmental requirements could
result in the imposition of substantial fines, suspension of production, alteration of our manufacturing processes or
cessation of operations that could have a material adverse effect on our business, results of operations and financial
condition. In addition, the handling, treatment or disposal of hazardous substances by us or our predecessors may have
resulted, or could in the future result, in contamination requiring investigation or remediation, or leading to other
liabilities, any of which could have a material adverse effect on our business, results of operations and financial
condition.

Tax audits could result in a material tax assessment — Our U.S. federal, state and foreign tax returns are subject to audit
and a resulting tax assessment or settlement could have a material adverse effect on our results of operations and
financial condition. Significant judgment is required in determining the provision for income taxes. The final
determination of tax examinations and any related litigation could be materially different than what is reflected in
historical income tax provisions and accruals. Our federal income tax returns for fiscal 2011 through 2013 are subject
to potential future Internal Revenue Service (“IRS”) audits. Although adjustments relating to past audits of our federal
tax returns were immaterial, a resulting tax assessment or settlement for other periods or other jurisdictions that may
be selected for future audit could have a material adverse effect on our results of operations and financial condition.

All of our business activities are subject to rapid technological change requiring us to continuously develop
technology and/or obtain licensed technology in order to compete successfully.

We are engaged in business activities characterized by rapid technological change, evolving industry standards,
frequent new product announcements and enhancements, and changing customer demands. The introduction of
products and services on future industry standards embodying new technologies such as TDMA-based technologies
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 businesses or licenses, of new or enhanced products and technologies. We
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may not have the financial 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.
Any delays could result in increased costs of development or redirect resources from other projects. In addition, we
cannot provide assurances that the markets for our products, systems, services or technologies will develop as we
currently anticipate. The failure of our products, systems, services or technologies to gain market acceptance could
significantly reduce our revenue and harm our business. Furthermore, we cannot be sure that our competitors will not
develop competing products, systems, services or technologies that gain market acceptance in advance of our
products, systems, services or technologies, or that our competitors will not develop new products, systems, services
or technologies that cause our existing products, systems, services or technologies to become non-competitive or
obsolete, which could adversely affect our results of operations.
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Our DoubleTalk® Carrier-in-Carrier® bandwidth compression technology is licensed by us from a third party that
maintains patents associated with the technology. Other competitors have developed similar technologies and some
may have also licensed parts or all of this compression technology. Although competition for customers who will
benefit from deployment of such technology has increased, we have a large installed base of customers who require
backward compatibility and we have and continue to integrate this technology into a number of our satellite earth
station products. Ultimately, we believe that demand for this product will increase from current levels.

A significant technological or sales breakthrough by others, including smaller competitors or new firms, or an
unsuccessful outcome of defending our rights to licensed technologies, could have a material adverse impact on our
business, results of operations and financial condition.

Ongoing compliance with the provisions of securities laws, related regulations and financial reporting standards could
unexpectedly materially increase our costs and compliance related expenses.

Because we are a publicly traded company, we are required to comply with provisions of securities laws, related
regulations and financial reporting standards. Because securities laws, related regulations and financial reporting
standards pertaining to our business are relatively complex, our business faces increased risks including the following:

If we identify a material weakness in the future, our costs will unexpectedly increase — Pursuant to Section 404 of the
Sarbanes-Oxley Act of 2002 and related SEC rules, we are required to furnish a report of management’s assessment of
the effectiveness of our internal controls as part of our Annual Report on Form 10-K. Our independent registered
public accountants are required to attest to and report on management’s assessment, as well as provide a separate
opinion. To issue our report, we document our internal control design and the testing processes that support our
evaluation and conclusion, and then we test and evaluate the results. There can be no assurance, however, that we will
be able to remediate material weaknesses, if any, that may be identified in future periods, or maintain all of the
controls necessary for continued compliance. There likewise can be no assurance that we will be able to retain
sufficient skilled finance and accounting personnel, especially in light of the increased demand for such personnel
among publicly traded companies.

Stock-based compensation accounting standards could negatively impact our stock — Since our inception, we have used
stock-based awards as a fundamental component of our employee compensation packages. We believe that
stock-based awards directly motivate our employees to maximize long-term stockholder value and, through the use of
long-term vesting, encourage employees to remain with us. Since fiscal 2006, we have applied the provisions of
Accounting Standards Codification (“ASC”) 718, “Compensation — Stock Compensation,” which requires us to record
compensation expense in our statement of operations for employee and director stock-based awards using a fair value
method. The adoption of the standard had a significant effect on our reported earnings, and could adversely impact
our ability to provide accurate guidance on our future reported financial results due to the variability of the factors
used to estimate the value of stock-based awards (including long-term performance shares which are subject to the
achievement of three-year goals which are based on several performance metrics). The ongoing application of this
standard could impact the future value of our common stock and may result in greater stock price volatility. To the
extent that this accounting standard makes it less attractive to grant stock-based awards to employees, we may incur
increased compensation costs, change our equity compensation strategy or find it difficult to attract, retain and
motivate employees, each of which could have a material adverse effect on our business, results of operations and
financial condition.

€Changes in securities laws, regulations and financial reporting standards are increasing our costs — The Sarbanes-Oxley
Act of 2002 required changes in some of our corporate governance, public disclosure and compliance practices. These
changes have resulted in increased costs. The SEC has promulgated and proposed new rules on a variety of subjects
including the requirement to use the interactive data format eXtensible Business Reporting Language (commonly
referred to as “XBRL”) in our financial statements, which we began including in our quarterly reports filed with the

60



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

SEC in the first quarter of fiscal 2011, and the possibility that we would be required to adopt International Financial
Reporting Standards (“IFRS”). In August 2012, the SEC adopted new rules establishing additional disclosure, supply
chain verification and reporting requirements regarding a public company's use of Conflict Minerals procured from
Covered Countries (as both of those terms are defined by the SEC). These SEC rules and reporting requirements have
resulted in us incurring additional costs to document and perform supplier due diligence. As these rules impact our
suppliers, the availability of raw materials used in our operations could be negatively impacted and/or raw material
prices could increase. Further, if we are unable to certify that our products are conflict free, we may face challenges
with our customers, which could place us at a competitive disadvantage and could harm our reputation.
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Our costs to comply with the aforementioned and other regulations continue to increase and we may have to add
additional accounting staff, engage consultants or change our internal practices, standards and policies which could
significantly increase our costs to comply with ongoing or future requirements. In addition, the NASDAQ Stock
Market LLC (“NASDAQ”) routinely changes its requirements for companies, such as us, that are listed on NASDAQ.
These changes (and potential future changes) have (and may) increase our legal and financial compliance costs,
including making it more difficult and more expensive for us to obtain director and officer liability insurance or
maintain our current liability coverage. We believe that these new and proposed laws and regulations could make it
more difficult for us to attract and retain qualified members of our Board of Directors, particularly to serve on our
Audit Committee, and qualified executive officers.

We could be adversely affected if we violate International Traffic in Arms Regulations (“ITAR”).

In the past, we have self-reported violations of ITAR to the U.S. Department of State, Directorate of Defense Trade
Controls (“DDTC”) and had an ITAR compliance audit performed by an independent auditor at the request of the
DDTC. Although the audit found no violations of ITAR, we committed to the DDTC that we would enhance certain
policies and procedures and we have established a company-wide Office of Trade Compliance.

We continue to implement policies and procedures to ensure that we comply with ITAR and related regulations. We
may be subjected to ITAR compliance audits in the future that may uncover improper or illegal activities that would
subject us to material remediation costs, civil and criminal fines and/or penalties and/or an injunction. In addition, we
could suffer serious reputational harm if allegations of impropriety were made against us. Each of these outcomes
could, individually or in the aggregate, have a material adverse effect on our business, results of operations and
financial condition.

We have significant operations in Arizona, Florida, 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 in Florida, where major hurricanes have occurred in the past. Our RF microwave amplifiers segment
manufactures and designs traveling wave tube amplifiers in Santa Clara, California, an area close to major earthquake
fault lines, and also manufactures amplifiers in Melville, New York, an area subject to hurricanes.

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, tornadoes,
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 man-made
disasters or disruptions.

In the event of any such 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, results of
operations and financial condition.

Our dependence on component availability, government furnished equipment, subcontractors and key suppliers,
including the core manufacturing expertise of our high-volume technology manufacturing center located in Tempe,
Arizona, exposes us to risk.

Although we obtain certain components and subsystems from a single source or a limited number of sources, we
believe that most components and subsystems are available from alternative suppliers and subcontractors. A
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significant interruption in the delivery of such items, however, could have a material adverse effect on our business,
results of operations and financial condition.

Our telecommunications transmission segment operates our high-volume technology manufacturing center located in
Tempe, Arizona which has been utilized, at one time or another, by all three of our business segments and, to a much
lesser extent, by third-party commercial customers, including prime contractors to the U.S. government, who have
outsourced a portion of their manufacturing to us. This allows us to secure volume discounts on key components,
better control the quality of our manufacturing process and maximize the utilization of our manufacturing capacity.
Intersegment sales in fiscal 2014, 2013 and 2012 by the telecommunications transmission segment to the RF
microwave amplifiers segment were $1.7 million, $2.3 million and $5.4 million, respectively. In fiscal 2014, 2013 and
2012, intersegment sales by the telecommunications transmission segment to the mobile data communications
segment were $0.5 million, $2.7 million and $11.2 million, respectively.
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We expect intercompany manufacturing to increase from current levels in future periods and we intend to maximize
the use of our high-volume technology manufacturing center by continuing to seek contracts with third parties to
outsource a portion of their manufacturing to us. If a natural disaster or other business interruption occurred with
respect to our high-volume technology manufacturing center, we do not have immediate access to other
manufacturing facilities and, as a result, our business would suffer. In addition, if our high-volume technology
manufacturing center is unable to produce sufficient product or maintain quality, it could have a material adverse
effect on our results of operations and financial condition.

Our backlog is subject to customer cancellation or modification and such cancellation could result in a decline in sales
and increased provisions for excess and obsolete inventory.

We currently have a backlog of orders, mostly under contracts that our customers may modify or terminate. Almost all
of the contracts in our backlog (including firm orders previously received from the U.S. government) 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. We can give no assurance that our backlog will result in net sales.

We record a provision for excess and obsolete inventory based on historical and future usage trends and other factors,
including the consideration of the amount of backlog we have on hand at any particular point in time. If orders in our
backlog are canceled or modified, our estimates of future product demand may prove to be inaccurate, in which case
we may have understated the provision required for excess and obsolete inventory. In the future, if we determine that
our inventory is overvalued, we will be required to recognize such costs in our financial statements at the time of such
determination. Any such charges could be materially adverse to our results of operations and financial condition.

Contract cost growth on our fixed price contracts and cost reimbursable type contracts and other contracts that cannot
be justified as an increase in contract value due from customers exposes us to reduced profitability and the potential
loss of future business and other risks.

A substantial portion of our products and services are sold under fixed price contracts. This means that we bear the
risk of unanticipated technological, manufacturing, supply or other problems, price increases or other increases in the
cost of performance. Operating margin is adversely affected when contract costs that cannot be billed to the customer
are incurred. This cost growth can occur if initial estimates used for calculating the contract price were incorrect, or if
estimates to complete increase. To a lesser extent, we provide products and services under cost reimbursable type
contracts which carry the entire burden of costs exceeding a negotiated contract ceiling price.

The cost estimation process requires significant judgment and expertise. Reasons for cost growth may include
unavailability and productivity of labor, the nature and complexity of the work to be performed, the effect of change
orders, the availability of materials, the effect of any delays in performance, availability and timing of funding from
the customer, natural disasters, and the inability to recover any claims included in the estimates to complete. A
significant change in an estimate on one or more programs could have a material impact on our business, results of
operations and financial condition.

We face a number of risks relating to the expected growth of our business. Our business and operating results may be
negatively impacted if we are unable to manage this growth.

These risks include:

The loss of key technical or management personnel could adversely affect our business — Our future success depends

on the continued contributions of key technical management 