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Dear Fellow Shareholder,

Fiscal 2004 was a year of transformation for Celeritek. Determined to keep thicdphafly on the path to
profitability despite a difficult industry environment, our board of directors and managgment team carefully
examined each of our businesses, and we took a number of actions to better position Celeritek for the future,
including significantly shifting our strategic direction.

We were encouraged by the progress we began to see, particularly in the second half of fiscal 2004. We
believe our efforts to sharpen our strategic focus and execution, coupled with a recovering economy, will lead
to improved results in fiscal 2005.

Repositioning Celeritek For A Stronger Future

The past year was challenging for many handset manufacturers and suppliers. A soft macroeconomic
climate, excess capacity and increasing competition from around the globe forced average selling prices of
handsets and their components to decrease rapidly. It was clear that our previously targeted markets had
changed and in order to be successful in this transforming environment, we needed to adapt accordingly.

Faced with this reality, in the second quarter fiscal 2004, we announced our decision to exit the wireless
handset power amplifier business and concentrate our semiconductor business on areas with the greatest
potential for growth and profitability — in particular, wireless communications.

In another action taken to shift our strategic direction and enhance shareholder value, on July 8, 2004, we
signed an agreement to sell substantially all of our assets related to our subsystem defense business to
Teledyne Wireless, Inc. You are being asked to approve the asset sale at the annual meeting. If the asset sale
is consummated, we intend to distribute a substantial portion of the proceeds to you in the form of a cash
dividend, and we plan to renew our focus on our semiconductor operations. Following the asset sale, our
resources and strategy will be focused on our semiconductor business, in markets that we believe have
significant growth potential, where our technology is a differentiator and where we believe we can command
higher average selling prices. In particular, these markets and their technologies are:

» Wireless Infrastructure products such as low noise amplifiers, power amplifiers and gain blocks based
on both pHemt and InGaP HBT processing technology; and

 Radio link products for both ground terminals and space. These products include low noise amplifiers
and power amplifiers based on both pHemt and InGaP HBT processing technology; and

. Mili‘tary applications for broadband low noise amplifiers, power amplifiers and gain blocks based on our
pHemt processing technology.

We are pleased that Celeritek has achieved measurable progress since embarking on this new strategy,
and we are hopeful that pending actions, such as the proposed asset sale, will result in continued progress éo
the company. P @CFQSEE

2004 Results Demonstrate Our Progress EP 2 77 2@@%?

Through an expanded product offering in our semiconductor business, we have broadened our custonEHQOMSON
base and diversified our customer mix. In fiscal 2004, revenue for non-CDMA power amplifier produdfNANCIAL
increased almost 70% over last year to more than $9 million. Non-CDMA semiconductor orders have also
increased over 100% from approximately $5 million in fiscal 2003 to approximately $11 million in fiscal 2004.
Additionally, at the end of fiscal 2004, our largest customer accounted for just 11% of our semiconductor




revenues with the next four largest customers at 9% each — a sharp contrast to the previous year, when only
one customer accounted for 70% of semiconductor sales. This greatly improved diversification reduces our
exposure to any One customer.

We Are Committed To Shareholder Value

Consistent with our objective of delivering value to our shareholders, in the third quarter of fiscal 2004,
our board of directors declared an extraordinary cash dividend of $4.50 per share. After completion of the
proposed asset sale, we intend to distribute a portion of the proceeds from that transaction to the shareholders
in another extraordinary cash dividend. We expect this dividend will be at least $25 million, or approximately
$1.93 per share. After assessing the expected needs of the business, the board concluded that in each case, this
return of capital is an appropriate use of cash. We believe these dividends will not compromise our ability to
achieve our long-term financial, operational and product goals. Technological innovation is our future.
Accordingly, you can expect that we will continue to invest in those areas of our business that enable us to
enhance the value proposition we offer to customers and, in turn, drive growth for our investors.

Corporate Governance

We have long believed that solid corporate governance principles are an important contributor to our
success. We are proud that Celeritek has been a leader in this respect. For instance, Institutional Shareholder
Services, considered by many to be the authority on corporate governance, has ranked Celeritek’s corporate
governance compliance in the top 96% of rated companies.

Still, even those at the top can find ways to improve. As we realigned our strategy over the past year, we
also took steps to further enhance Zow we conduct our business. Last year, we expanded our board from six
directors to seven. With an overwhelming majority of independent directors, our board is structured to provide
broad perspective and objective guidance to help ensure we set realistic goals and meet them responsibly.

High standards of corporate governance are the bedrock of any good company and will always be a top
priority for Celeritek.

Looking Ahead

Celeritek is a stronger company today than we were a year ago. We enter fiscal 2005 as a leaner, more
flexible and more responsive organization. While there is still much work to be done to further broaden our
total addressable market and return to profitability, the progress we are making gives us confidence that we are
on the right track.

In closing, I would like to commend Celeritek’s employees for the hard work and unwavering dedication
that they have exhibited over the past year. They have been a core part of our success in the past, and their
inventiveness and adaptability will continue to contribute to our success in the future. I am confident that by
leveraging our strengths and staying focused on our priorities, Celeritek will realize its full potential.

On behalf of the entire Celeritek board of directors, I thank you for your continued support of our
company.

Sincerely,

o

TAMER HUSSEINI
Chairman of the Board, President and
Chief Executive Officer
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CELEDITEM

3236 Scott Boulevard
Santa Clara, California 95054

September 16, 2004

To Our Shareholders:

We cordially invite you to attend our 2004 Annual Meeting of Shareholders of Celeritek, Inc. The
meeting will be held on October 21, 2004 at 10:00 a.m., local time, at our offices located at 3236 Scott
Boulevard, Santa Clara, California 95054,

At the annual meeting, we will be seeking your approval to elect our proposed slate of directors for the
upcoming year, to ratify the appointment of BDO Seidman, LLP as our independent auditors for the fiscal
year ending March 31, 2005, to approve amendments to, and certain material terms of, certain of our stock
option plans and to approve a pricing modification of certain of our outstanding stock options to adjust for our
March 2004 extraordinary cash dividend.

As you may know, on July 8, 2004, we entered into an asset purchase agreement with Teledyne Wireless, Inc.
under which we agreed to sell our defense business to Teledyne for approximately $33.0 million in cash (subject to
a working capital adjustment). In addition to the matters described above, at the annual meeting, we will be
seeking your approval to sell our defense business to Teledyne. We believe the proposed sale of our defense
business will enable us to realize immediately the value of our defense business in cash, increasing our financial
flexibility, including our ability to maximize shareholder value by financing our continuing semiconductor business.
We will return a substantial portion of the proceeds from the proposed sale of our defense business to our
shareholders through a one-time, extraordinary cash dividend, which will be at least $25.0 million, or $1.93 per
share, based on 12,915,723 of our shares outstanding as of August 30, 2004. Our board of directors has not
determined the final amount of this dividend, however, so it may be larger than $25 million if our board determines
that we will need less cash to finance our continuing semiconductor operations and to cover any potential liabilities
that we have retained under our asset purchase agreement with Teledyne.

Our board of directors considered a number of factors in evaluating the proposed sale of our defense
business and consulted with our professional advisors, including our financial and legal advisors. Our board of
directors also obtained an opinion of our financial advisor, Jefferies Quarterdeck, a division of Jefferies &
Company, Inc., that the consideration that we will receive in connection with the proposed sale of our defense
business to Teledyne is fair, from a financial point of view, to us. Please read the attached proxy statement for
a detailed description of the factors that our board of directors considered in connection with the proposed sale
of our defense business to Teledyne. After careful consideration of these factors, our board of directors
unanimously approved the proposed sale of our defense business to Teledyne and is recommending that you
also approve the proposed transaction.

Your vote is very important to us, regardless of the number of shares of our stock that you own. Whether
or not you plan to attend the annual meeting, please vote as soon as possible by submitting a proxy for the
annual meeting, whether or not you plan to attend the annual meeting, to ensure that your shares are
represented at the annual meeting.

On behalf of our board of directors, I thank you for your support and urge you to vote “FOR” each of the
proposals described in the attached proxy statement.

Sincerely,

o

TAMER HUSSEINI
Chairman of the Board, President and
Chief Executive Officer
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CELERITEK, INC.
3236 Scott Boulevard
Santa Clara, CA 95054

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held on October 21, 2004

To Celeritek Shareholders:

The 2004 Annual Meeting of Shareholders of Celeritek, Inc. will be held on October 21, 2004 at
10:00 a.m., local time, at our offices located at 3236 Scott Boulevard, Santa Clara, California 95054, Our
telephone number at this address is 408-986-5060. At the meeting, you will be asked:

1. to approve and adopt the Asset Purchase Agreement, dated July 8, 2004, between Celeritek and
Teledyne Wireless, Inc., attached as Annex A to the proxy statement, and the sale of our defense business
to Teledyne pursuant thereto;

2. to elect our board of seven directors to serve for the upcoming year;

3. to ratify the appointment of BDO Seidman, LLP as independent auditors for the fiscal year
ending March 31, 2005;

4. to approve amendments to our 1994 Stock Option Plan and Outside Directors’ Stock Option
Plan;

5. to approve a pricing modification of our outstanding stock options granted prior to March 12,
2004 under the 1994 Stock Option Plan and the Qutside Directors’ Stock Option Plan, in order to adjust
for our March 2004 extraordinary cash dividend; and

6. to transact any other business as may properly come before the annual meeting or any
postponement or adjournment thereof.
Our board of directors has unanimously approved, and recommends that you vote in favor of, each of the
proposals described above.

Our board of directors has fixed the close of business on August 30, 2004 as the record date for the
determination of shareholders who are entitled to notice of, and to vote at, the annual meeting. Shareholders
who owned our stock at the close of business on August 30, 2004 may attend and vote at the annual meeting.

Because of the significance of the proposed sale of our defense business to Teledyne, your participation in
the annual meeting, in person or by proxy, is particularly important. Please follow the instructions on the
enclosed proxy to vote either by mail, telephone or electronically by the Internet. Whether or not you plan to
attend the annual meeting, please complete, sign, date and return the enclosed proxy as promptly as possible
to ensure yvour representation at the annual meeting.

If you attend the annual meeting, you may revoke your proxy and vote in person, even if you have
previously returned your proxy. Simply attending the annual meeting, however, will not revoke your proxy. To
do so, you must vote at the annual meeting. If you do not attend the annual meeting, you may still revoke your
proxy at any time prior to the annual meeting by providing a later-dated proxy or by providing written notice of
your revocation to our corporate secretary.

This notice and the attached proxy statement are first being mailed to shareholders on or about
September 17, 2004.

By order of the Board of Directors,

for

TAMER HUSSEINI
Chairman of the Board, President and
Chief Executive Officer

Santa Clara, California
September 16, 2004
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CELERITEK, INC.
3236 Scott Boulevard
Santa Clara, California 95054
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QUESTIONS AND ANSWERS ABOUT THE ANNUAL MEETING
When and where is the annual meeting?

The 2004 Annual Meeting of Shareholders of Celeritek, Inc. will be held on October 21, 2004 at
10:00 a.m., local time, at our offices located at 3236 Scott Boulevard, Santa Clara, California 95054.

What proposals will be considered and voted upon at the annual meeting?

We have scheduled five proposals to be considered and voted upon at the annual meeting:

» Proposal One: The proposed sale of our defense business to Teledyne;

» Proposal Two: The election of directors to our board of directors to serve for the upcoming year;

» Proposal Three: The ratification of the appointment of BDO Seidman, LLP as our independent
auditors for our fiscal year ending March 31, 2005;

« Proposal Four: The proposed amendments to our 1994 Stock Option Plan and Outside Directors’
Stock Option Plan; and

 Proposal Five: The proposed pricing modification of our stock options granted prior to March 12,
2004 under the 1994 Stock Option Plan and the Outside Directors’ Stock Optlon Plan, in order to
adjust for our March 2004 extraordinary cash dividend.

Will 1 receive any payment as a result of the sale of the defense business?

We will return a substantial portion of the proceeds from the proposed sale of our defense business to our
sharcholders through a one-time, extraordinary cash dividend, which will be at least $25.0 million, or
$1.93 per share, based on 12,915,723 of our shares outstanding as of August 30, 2004. Our board of
directors has not determined the final amount of this dividend, however, so it may be larger than
$25 million if our board determines that we will need less cash to finance our continuing semiconductor
operations and to cover any potential liabilities that we have retained under our asset purchase agreement
with Teledyne.

What vote is required to approve each of the proposals to be considered and voted upon at the annual
meeting?

Proposal One, regarding the proposed sale of our defense business to Teledyne, will be approved only if
we receive the affirmative “FOR” vote of a majority of the shares of our outstanding common stock
entitled to vote at the annual meeting. As more fully described herein, each of our directors, including the
investment funds they represent that hold shares of our common stock, has entered into a voting
agreement with Teledyne under which each has agreed to vote for the proposed sale of our defense
business to Teledyne. These directors and investment funds held an aggregate of 1,224,360 shares of our
common stock on the record date for the annual meeting.

With respect to Proposal Two, the seven individuals receiving the highest number of “FOR” votes of
shares of our common stock entitled to vote at the annual meeting will be elected to our board of directors
to serve for the upcoming year.

Proposals Three, Four and Five, regarding the ratification of the appointment of BDO Seidman, LLP as
our independent auditors for our fiscal year ending March 31, 2005, the proposed amendments to our
1994 Stock Option Plan and Outside Directors’ Stock Option Plan and the proposed pricing modification
of options granted prior to March 12, 2004 under the 1994 Stock Option Plan and the Outside Directors’
Stock Option Plan, will be approved only if we receive the affirmative “FOR” vote of a majority of the
shares of our outstanding common stock present, either in person or by proxy, at the annual meeting and
entitled to vote at the annual meeting.



How does the board of directors recommend that I vote on the proposals to be considered and voted
upon at the annual meeting?

Our board of directors recommends that you vote your shares:

« “FOR” the proposed sale of our defense business to Teledyne;

+« “FOR” each of our seven nominees to our board of directors;

« “FOR?” the ratification of the appointment of BDO Seidman, LLP as our independent auditors;

+ “FOR” the proposed amendments to our 1994 Stock Option Plan and Qutside Directors’ Stock Option
Plan; and

+ “FOR” the proposed pricing modification of options granted prior to March 12, 2004 under the 1994
Stock Option Plan and the Outside Directors’ Stock Option Plan.

Who can vote at the annual meeting?

Our board of directors has fixed the close of business on August 30, 2004 as the record date for the
determination of shareholders who are entitled to notice of, and to vote at, the annual meeting.
Shareholders who owned our commen stock at the close of business on August 30, 2004 may attend and
vote at the annual meeting.

With respect to each matter that will be voted on at the annual meeting, each shareholder who is entitled
to vote at the annual meeting will be entitled to cast one vote for each share of our common stock that
such shareholder held at the record date for the annual meeting. On August 30, 2004, 12,915,723 shares
of our common stock were outstanding.

What is the quorum for the annual meeting?

In order to properly conduct business at the annual meeting, a majority of our common stock outstanding
on the record date for the annual meeting must be present at the meeting. Shares of our common stock
will be considered present at the annual meeting if the holder of such shares has properly submitted a
proxy for the annual meeting, or voted by telephone or via the Internet, or if the holder of such shares is
personally present at the annual meeting and votes on the matters under consideration.

How will votes be counted at the annual meeting?

You may vote your shares of our stock either “FOR” or “AGAINST” each of our nominees for election
to our board of directors (Proposal Two). You may vote your shares of our stock “FOR,” “AGAINST”
or “ABSTAIN" on each of Proposals One, Three, Four and Five at the annual meeting.

If you ABSTAIN from voting on Proposal One, Three, Four and Five, your shares will be counted for the
purpose of establishing a quorum for the annual meeting, but it will have the same effect as a
~ vote AGAINST those proposals.

If you hold your shares directly in your name as the shareholder of record and complete and return a
proxy for the annual meeting with no further instructions regarding the manner in which you would like to
vote your shares at the meeting, your shares will be counted for purposes of establishing a quorum for the
annual meeting, and as a vote “FOR” each of our director nominees and a vote “FOR” Proposals One,
Three, Four and Five.

If you hold your shares through a broker or other nominee (i.c., in “street name”), your broker or
nominee may be prevented from voting the shares held in your account on some of the proposals to be
considered and voted upon at the annual meeting (i.e., “broker non-votes™) unless you have given voting
instructions to the broker or other nominee that holds your shares. Any of your shares that are subject to a
broker non-vote will be counted for the purpose of establishing a quorum for the annual meeting, but it
will have the same effect as a vote AGAINST Proposals One, Three, Four and Five.
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Voting results for the annual meeting will be tabulated and certified by our transfer agent, EquiServe
Trust Company, N.A.

How can I vote my shares in person at the annual meeting?

If you hold your shares directly in your name as the shareholder of record, you may vote your shares in
person at the annual meeting by either completing and submitting a proxy in person at the annual
meeting, or by completing and submitting a ballot that we will provide to you at the meeting. If you
choose to attend the annual meeting to submit a proxy in person or to vote by ballot, please bring the
enclosed proxy or other proof of identification to the annual meeting to ensure your admittance.

If you hold your shares in street name, you must request a legal proxy from the broker or other nominee
that holds your shares in order to vote your shares at the annual meeting, If you obtain a legal proxy from
your broker or other nominee, you may attend the annual meeting and vote either by completing and
submitting a proxy in person at the meeting or by completing a submitting a ballot that we will provide to
you at the annual meeting. In either case, you must also submit your legal proxy to substantiate your right
to vote in person at the annual meeting.

How can I vote my shares without attending the annual meeting?

Whether you hold shares directly as a shareholder of record or in street name, you may vote your shares
without attending the annual meeting. If you hold your shares directly in your name as a shareholder of
record, you may vote your shares without attending the meeting simply by completing and returning a
proxy for the meeting. If you hold your shares in street name, you may vote your shares by completing
and returning voting instructions to your broker or other nominee. In most cases, if you hold your shares
in street name, you will be able to vote your shares by telephone, by using the Internet or by mail. If you
hold your shares in street name, your broker or other nominee will likely send you a voting instruction
form that you may use to instruct your broker or other nominee how to vote on the proposals to be
considered and voted upon at the meeting.

BY TELEPHONE OR THE INTERNET: If you hold your shares in street name and have telephone
or Internet access, you may submit your vote by following the “Vote by Telephone” or “Vote by
Internet” instructions on the vote instruction form or the proxy for the annual meeting.

BY MAIL: If you hold your shares directly in your name as the shareholder of record, you may vote
your shares by mail by completing and returning a proxy for the annual meeting. If you hold your shares
in street name, you may vote your shares by mail by following the instructions set forth in the voting
instruction form that you should receive from by the broker or other nominee that holds your shares. If
you provide specific voting instructions to your broker or other nominee, your shares will be voted as you
have instructed.

How can I change my vote after I return my proxy or voting instructions for the annual meeting?

You may revoke your proxy or change your vote at any time before the polls close for voting at the annual
meeting. You may do so by notifying our corporate secretary that you would like to do so, by completing
and returning a new proxy with a later date, or by attending the annual meeting and voting in person. You
may obtain a new proxy for this purpose by sending a written request to our corporate secretary,
c/o Celeritek, Inc., 3236 Scott Boulevard, Santa Clara, California 95054. Please note that simply
attending the annual meeting will not revoke your previously returned proxy unless you specifically
request it.

If you hold your shares in street name and would like to change the voting instructions that you previously
gave to your broker or other nominee that holds your shares, you may do so by following the instructions
that you receive from your broker or other nominee.

Who will pay the costs of soliciting votes for the annual meeting?

We will pay the costs of soliciting proxies from our shareholders in connection with the annual meeting.
We are required to request brokers and other nominees who hold our stock in their name to furnish our
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proxy materials to the beneficial owners of such stock. We may reimburse those brokerage firms or other
nominees for their reasonable expenses in forwarding the proxy materials to those beneficial owners.

Certain of our directors, officers and employees may solicit proxies on our behalf in connection with the
annual meeting, without additional compensation, personally or by written communication, telephone,
facsimile or other electronic means. In addition, we have retained Innisfree M & A Incorporated to act as
our proxy solicitor in connection with the annual meeting. We have agreed to pay Innisfree a fee of
$12,500, plus their reasonable fees and expenses of solicitation, for their services in connection with the
annual meeting.

Q: Where can I find the voting results of the annual meeting?

A: We will announce the preliminary voting results at the annual meeting. We will publish the final voting
results in our first quarterly report on Form 10-Q filed with the Securities and Exchange Commission
after the annual meeting.

Q: Whom should I call if I have any questions about the annual meeting?

If you have any questions about the annual meeting, you should contact our proxy solicitor at the address
and telephone number listed below:

Innisfree M&A Incorporated
501 Madison Avenue, 20th Floor
New York, NY 10022
Shareholders call toll-free: 888-750-5834
Banks and brokers call collect: (212) 750-5833

CAUTIONARY STATEMENT
REGARDING FORWARD-LOOKING STATEMENTS

This proxy statement contains forward-looking statements. Those statements include statements regarding
our intent, belief or current expectations about Celeritek, as well as the assumptions on which those statements
are based. These forward-looking statements are not guarantees of future performance and involve risks and
uncertainties, and actual results may differ materially from those contemplated by the forward-looking
statements. Important factors that we are currently aware of that could cause our actual results to differ
materially from those in these forward-looking statements include, but are not limited to, the risks and negative
factors discussed elsewhere in this proxy statement. For example, our semiconductor operations may not be
successful as a stand-alone entity, there may be no growth in areas of the semiconductor industry in which we
intend to focus our semiconductor operations, we may have significant obligations with respect to the preclosing
liabilities of our defense business for which we will retain responsibility in connection with the proposed asset
sale, and we may be unable to distribute any of the after-tax proceeds from the proposed asset sale to our
shareholders. Additional risks and negative factors are discussed in the documents to which we have referred you
in this proxy statement. See “Where You Can Find More Information” in this proxy statement. Except as
required by law, we undertake no obligation to update or revise these forward-looking statements in this proxy
statement to reflect changes in the assumptions upon which these forward-looking statements are based, the
occurrence of unanticipated events, or changes in our future operating results over time.




PROPOSAL ONE

PROPOSED SALE OF OUR DEFENSE BUSINESS
TO TELEDYNE WIRELESS, INC.

Summary Term Sheet

This summary term sheet highlights selected information contained in Proposal One of this proxy
statement and may not contain all of the information that is important to you regarding Proposal One. To
understand fully the proposed sale of our defense business and for a more complete description of the legal
terms of the sale of our defense business, you should read carefully the entire description of Proposal One in
this proxy statement and the documents that we have attached as Annexes to this proxy statement, including
the Asset Purchase Agreement attached as Annex A.

Principal Parties

Celeritek, Inc. We design and manufacture Gallium Arsenide, commonly referred to as GaAs,
semiconductor components and GaAs-based subsystems used in defense applications and commercial
communications networks. We refer to ourselves as the “company,” “we,” “us” or “our.” We are a California
corporation and our principal corporate offices are located at 3236 Scott Boulevard, Santa Clara, California

95054 and our telephone number is (408) 986-5060.

Teledyne Wireless, Inc. Teledyne Wireless, Inc., which we refer to in this document as Teledyne, is a
Delaware corporation and a wholly-owned subsidiary of Teledyne Technologies Incorporated. Its principal
offices are located at 1274 Terra Bella Avenue, Mountain View, California 94043 and its telephone number is
(650) 691-9800. From its Mountain View facility, Teledyne manufactures and sells microwave components
used in aerospace and defense applications, including those microwave products that were acquired as a result
of Teledyne’s acquisition of Filtronic plc’s solid state business on December 31, 2003.

Teledyne Technologies Incorporated, which is guaranteeing the payment of the purchase price under the
asset purchase agreement, is a leading provider of sophisticated electronic components, instruments and
communication products, systems engineering solutions, aerospace engines and components and on-site gas
and power generation systems. Teledyne Technologies is a Delaware corporation and its common stock is
traded on the New York Stock Exchange under the symbol “TDY.” Teledyne Technologies has operations in
the United States, the United Kingdom, Mexico and Canada. Teledyne Technologies’ principal corporate
offices are located at 12333 West Olympic Boulevard, Los Angeles, California 90064 and its telephone
number is (310) 893-1600.

Description of the Proposed Asset Sale

On July 8, 2004, we entered into an asset purchase agreement and other related agreements with
Teledyne. Under the terms of the asset purchase agreement, we have agreed to sell all of our assets related to
our defense business to Teledyne in exchange for approximately $33.0 million in cash (subject to a working
capital adjustment) and the assumption of specified liabilities related to our defense business. In connection
with the proposed asset sale, Teledyne has also agreed to offer employment to those employees identified by us
who work primarily in our defense business.

If we complete the proposed asset sale, we have further agreed that, for a period of four years, we will not
compete with Teledyne by re-entering the same business that we are selling in the proposed asset sale.

In connection with the proposed asset sale, we also entered into a supply agreement with Teledyne that
will only be effective if and when we complete the proposed asset sale. Under the terms of the supply
agreement, we are obligated to fulfill Teledyne’s orders of GaAs semiconductor components at most-favored
pricing terms for use in certain products for a period of three years.

Our Reasons for the Proposed Asset Sale and Our Plans Following the Proposed Asset Sale (Page 12)

The proposed asset sale will enable us to realize immediately the value of our defense business in cash,
thereby increasing our ability to finance our continuing semiconductor business. The proposed asset sale will
also enable us to make a one-time, extraordinary cash dividend to our shareholders, which will be at least $25
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million, or $1.93 per share, based on 12,915,723 of our shares outstanding as of August 30, 2004. Our board of
directors has not determined the final amount of this dividend, however, so it may be larger than $25 million if
our board determines that we will need less cash to finance our continuing semiconductor operations and to
cover any potential liabilities that we have retained under our asset purchase agreement with Teledyne.
Assuming that this dividend is $25 million, we will have approximately $29 million in cash and short-term
investments available (including approximately $6.6 million in cash generated from the proposed asset sale) to
finance our continuing semiconductor business, and to cover any potential liabilities that we have retained
under the asset purchase agreement, after we pay this dividend.

If we complete the proposed asset sale, our semiconductor business will represent substantially all of our
business. As a result, our net sales for the foreseeable future will be substantially lower than they are currently.
Moreover, to date, our semiconductor business has incurred significant operating losses. For example, for our
fiscal year ended March 31, 2004, the net sales of our defense business were approximately $19.1 million and
the excess of these net sales over the direct costs and expenses of our defense business (without making
adjustments that would estimate the results of our defense business if it were operated as a stand-alone entity
or by a third party) were approximately $4.3 million. Comparatively, for the same fiscal year ended March 31,
2004, our semiconductor business had pro forma net sales (after giving effect to the proposed asset sale) of
approximately $10.2 million and a pro forma net loss (after giving effect to the proposed asset sale) of
approximately $20.3 million. '

Despite the recent operating losses of our semiconductor business, we believe that our semiconductor
operations have significant growth potential. Following the proposed asset sale, we intend to focus on our
continuing semiconductor business and pursue profitability by expanding our sales and marketing efforts and
by increasing our semiconductor research and development efforts to broaden our product offerings over time.
In addition, we will continue to review our cost structure and make adjustments over time to align our
overhead spending with our revenue levels. Notwithstanding these plans, we cannot assure you that our
semiconductor operations will achieve profitability in the near term following the proposed asset sale or at all.
If we are unable to achieve profitability following the proposed asset sale, we may face liquidity constraints in
the future that could force us to borrow funds from third parties, agree to be acquired by a third party or
discontinue further operations. ’

Recommendation of Our Board of Directors Regarding the Proposed Asset Sale (Page 13)

At a meeting on July 7 and 8, 2004, our board of directors unanimously determined that the proposed
asset sale is in the best interests of Celeritek and our shareholders and unanimously approved the proposed
asset sale. Our board recommends that you vote “FOR” the approval of the proposed asset sale and adoption
of the asset purchase agreement related thereto.

Opinion of Our Financial Advisor Relating to the Proposed Asset Sale (Page 14)

Our financial advisor, Jefferies Quarterdeck, has delivered an opinion to our board of directors as to the
fairness, from a financial point of view, to us of the consideration provided for in the proposed asset sale. The
full text of Jefferies Quarterdeck’s written opinion is attached to this document as Annex D. Jefferies
Quarterdeck’s written opinion is addressed to our board of directors and does not constitute a recommendation
to any shareholder as to any matter relating to the sale of our defense business. We encourage you to read the
opinion carefully in its entirety for a description of the procedures followed, assumptions made, matters
considered and limitations on the review undertaken.

Interests of Our Directors and Executive Officers in the Proposed Asset Sale (Page 19)

In considering the recommendation of our board of directors with respect to the proposed asset sale, you
should be aware that some of our directors and executive officers have certain interests in the proposed asset
sale that may differ from the interests of our shareholders generally. Our board of directors was aware of these
interests and considered them, among other factors, in approving and recommending the proposed asset sale.
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Closing of the Proposed Asset Sale

We expect to close the proposed asset sale following the satisfaction or waiver of all of the conditions to
each party’s obligations under the asset purchase agreement. We are working toward completing the proposed
asset sale during the fourth quarter of this calendar year, and anticipate completion immediately following the
annual meeting.

Conditions to the Proposed Asset Sale (Page 37)

The asset purchase agreement contains closing conditions that are customary in transactions similar to
the proposed asset sale, including:

« approval by our shareholders;

¢ receipt of required waivers, consents and authorizations from governmental authorities and third
parties;

+» the absence of any orders or injunctions prohibiting the completion of the asset sale;
» the accuracy of the representations and warranties of the parties; and
» compliance by the parties with their respective covenants and obligations under the asset purchase
agreement.
Termination of the Proposed Asset Sale (Page 39)

The asset purchase agreement may be terminated prior to the completion of the proposed asset sale under
certain circumstances that are provided for under the asset purchase agreement, including:

» by mutual written consent of the parties;

+ by either party upon written notice to the other party if we have not completed the proposed asset sale
on or prior to December 31, 2004;

* by either party if our shareholders do not approve the proposed asset sale at the annual meeting;

» by either party if any final, non-appealable order or injunction effectively prevents us from completing
the proposed asset sale;

¢ by either party if any rule or regulation would make the proposed asset sale illegal;

* by Teledyne, if we have breached our representations or warranties, covenants or agreements under the
asset purchase agreement in any material respect;

* by us, if Teledyne has breached its representations or warranties, covenants or agreements under the
asset purchase agreement in any material respect;

* by us, if before January 8, 2005, our board of directors, in compliance with the requirements of the
asset purchase agreement, authorizes us to enter into a superior transaction; or

» by Teledyne, if our board of directors publicly withdraws its recommendation of the proposed asset sale
or approves a competing proposal from a third party.

The asset purchase agreement provides that we may have to pay Teledyne $1.65 million in cash as a
termination fee under certain circumstances, including if we accept a proposal for the defense business that is
superior to Teledyne’s.

Federal Income Tax Consequences to Us of the Proposed Asset Sale (Page 20)

The purchase price that we receive for our defense business in connection with the proposed asset sale,
plus the amount of any liabilities assumed by Teledyne that are required to be capitalized for tax purposes, will
be allocated among all of our assets that are sold to Teledyne. We will recognize gain or loss on each of the
assets sold in an amount equal to the difference between the sales price allocated to that asset and our tax basis
in that asset.

We do not believe the proposed asset sale will result in substantial federal or state corporate income tax
liability (including alternative minimum tax) because we anticipate that our taxable gain resulting from the
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proposed asset sale will be substantially offset for income tax purposes by operating losses, including losses
from prior years. However, tax authorities may disagree with our determination of our available operating
losses, or our operating losses could be less than anticipated, which may increase our income tax liability as a
result of the proposed asset sale.

Accounting Treatment of the Proposed Asset Sale (Page 21)

We expect to account for the proposed asset sale as a sale of certain assets and certain liabilities, in
accordance with accounting principles generally accepted in the United States. In the period in which we
complete the proposed asset sale, we expect to recognize a gain in the amount of the difference between the
sales price and the aggregate book value of the net assets that we are selling to Teledyne.

No Regulatory Requirements for the Proposed Asset Sale (Page 21)

We do not require any material regulatory approvals to complete the proposed asset sale.

No Dissenters’ Rights in Connection with the Proposed Asset Sale (Page 21)

Our shareholders will not be entitled to dissenter’s rights in connection with, or as a result of, the
proposed asset sale.

Background and Material Terms of the Proposed Asset Sale
Background of the Proposed Asset Sale

Beginning in the early spring of 2003, we began to actively explore our strategic alternatives. As part of
that process we engaged a nationally recognized investment banking firm to act as our financial advisor with
respect to, among other things, exploring and evaluating our strategic alternatives. At our request, our financial
advisor contacted numerous third parties to determine whether there was any interest in exploring a business
combination or acquisition of our company. Through that process, we did not receive any indications of
interest in a business combination or acquisition of our company, but we did receive some indications of
interest in the assets of our defense business.

In May 2003, in connection with the resolution of our dispute with the “Celeritek Shareholder Protective
Committee,” we appointed four new directors to our board of directors and formed a new strategy committee
to analyze and explore our strategic alternatives and make recommendations to our board regarding those
strategic alternatives. Throughout the remainder of 2003 and early 2004, the strategy committee and our new
board of directors further considered our strategic alternatives and ultimately determined that exploring a sale
of our defense business was in the best interests of our company and our shareholders.

[n February 2004, we engaged a new investment banking firm, Jefferies Quarterdeck, a division of
Jefferies & Company, Inc., to act as our financial advisor with respect to the potential sale of our defense
business.

In March 2004, Jefferies Quarterdeck contacted 78 parties that Jefferies Quarterdeck and our manage-
ment team believed might have had an interest in exploring an acquisition of our defense business. Of those
parties contacted, 37 indicated that they had an interest in acquiring our defense business and received
additional information after entering into confidentiality agreements with us.

On or about March 18, 2004, Dr. Robert Mehrabian, Chairman, President and Chief Executive Officer of
Teledyne Technologies Incorporated, spoke with Mr. Husseini to express Teledyne’s interest in our defense
business.

On March 19, 2004, Teledyne Technologies Incorporated entered into a confidentiality agreement with
Jefferies Quarterdeck.

By April 2004, after reviewing the information that we had provided, 12 parties (including Teledyne)
submitted to Jefferies Quarterdeck preliminary, non-binding indications of interest in further exploring an
acquisition of our defense business. At a meeting on April 23, 2004, our board of directors evaluated these
indications of interest and determined that it would pursue further discussions with seven of those 12 parties
(including Teledyne). Our board of directors determined to discontinue any further efforts to negotiate a
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transaction with five of those 12 parties because it believed that they would not offer an acceptable price for
our defense business or would propose terms and conditions that would not be in the best interests of our
company and our shareholders.

In the following weeks, our management team gave presentations regarding our defense business to each
of the seven parties that continued to express interest in acquiring our defense business, and all of them
conducted a due diligence investigation of our defense business. At this time, we also delivered a draft asset
purchase agreement and supply agreement to each of these parties and invited them to submit comments on
these agreements if they were interested in making an offer to acquire our defense business.

By June 2, 2004, four of the seven parties (including Teledyne) who had attended our management
presentations and conducted due diligence on our defense business submitted continuing indications of interest
in acquiring our defense business, but each of them conditioned their willingness to pursue further discussions
regarding a transaction on our willingness to enter into exclusive negotiations with them.

On June 3, 2004, Dr. Mehrabian spoke with Mr. Husseini regarding Teledyne’s indication of interest.

On June 3, 2004, our board of directors convened a meeting to consider the four indications of interest
that we had received. Representatives of Jefferies Quarterdeck and Wilson Sonsini Goodrich & Rosati,
Professional Corporation, our outside legal counsel, also attended this meeting. At the beginning of the
meeting, representatives of Wilson Sonsini Goodrich & Rosati discussed our board’s fiduciary duties in
connection with the potential sale of our defense business. Qur board of directors then evaluated each of the
indications of interest, including the proposed purchase prices offered for our defense business, each of the
potential buyer’s ability to complete a transaction in a timely manner and each of the potential buyer’s stated
intention with respect to our employees who worked in our defense business. At the conclusion of this
discussion, our board of directors rejected two of the indications of interest and instructed Jefferies
Quarterdeck to contact Teledyne and the other remaining potential buyer to further explore their indications
of interest.

Later that day, Jefferies Quarterdeck, after contacting the other remaining potential buyer, related its
discussion with that potential buyer to members of our board’s strategy committee. At the strategy
committee’s request, Jefferies Quarterdeck subsequently notified Teledyne that the strategy committee had
determined to enter into exclusive negotiations with Teledyne regarding the sale of our defense business.

On June 4, 2004, we entered into a letter agreement with Teledyne under which we agreed to enter into
exclusive negotiations with Teledyne regarding the potential sale of our defense business.

On June 11, 2004, the strategy committee, together with members of our management team and
representatives from Jefferies Quarterdeck and Wilson Sonsini Goodrich & Rosati, held a meeting to discuss
the terms of Teledyne’s proposal and other matters related to the process of completing the proposed
transaction.

During the balance of June and through early July 2004, Teledyne conducted further due diligence on our
defense business, and we and our financial and legal advisors negotiated the terms of asset purchase
agreement, the supply agreement and other agreements related to the proposed sale of our defense business. In
particular, we held extensive discussions with Teledyne regarding the scope of the fiduciary exceptions to our
non-solicitation agreements with Teledyne and our board recommendation obligations under the asset
purchase agreement, our right to terminate the asset purchase agreement with Teledyne if we received a
superior offer from a third party, our obligations to pay Teledyne a termination fee under certain circum-
stances and the size of that fee, the conditions to Teledyne’s obligation to complete the proposed transaction,
the scope of our representations and warranties and our related indemnification obligations to Teledyne,
Teledyne’s obligations to our employees who work in our defense business, our non-competition agreement
with Teledyne, and the pricing, “last-time-buy,” and other terms of the supply agreement.

On or about June 29, 2004 and July 1, 2004, Richard G. Finney, our Vice President, Subsystems Division,
met with officers of Teledyne and Teledyne Technologies to discuss the terms of his employment agreement. As
described more fully under “Interests of Our Directors and Executive Officers in the Proposed Asset Sale” below,
Mr. Finney entered into a two-year employment agreement with Teledyne. Teledyne’s execution of the asset
purchase agreement was conditioned upon Mr. Finney’s execution of this employment agreement.
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On July 6 and 7, 2004 our representatives at Wilson Sonsini Goodrich & Rosati met with representatives
of Teledyne and its legal advisors in San Francisco, California to further discuss and negotiate the terms of the
asset purchase agreement, the supply agreement and other matters regarding the proposed transaction.

On July 7, 2004, our board of directors convened a meeting to review the asset purchase agreement, the
supply agreement and other related matters. All of the directors attended this meeting in person or by
telephone, other than Bryant Riley. In addition, members of our management team, together with representa-
tives of Jefferies Quarterdeck and Wilson Sonsini Goodrich & Rosati, attended this meeting. At the outset of
the meeting, representatives of Wilson Sonsini Goodrich & Rosati reviewed the proposed terms of the draft
asset purchase agreement, the draft supply agreement and other related matters. Following a discussion of the
draft transaction agreements, Jefferies Quarterdeck presented its financial analysis of the consideration
provided for in the proposed transaction. Following Jefferies Quarterdeck’s presentation, our board of directors
discussed Jefferies 'Quarterdeck’s financial analysis and the terms of the proposed transaction. The directors
expressed support for, and approval of, the transaction, but determined to adjourn the meeting until the
following day, in order to further discuss the transaction with Mr. Riley in attendance,

On July 8, 2004, our board of directors reconvened the previous day’s meeting, with Mr. Riley in attendance,
to further discuss the proposed transaction. Members of our management team, together with representatives of
Jefferies Quarterdeck and Wilson Sonsini Goodrich & Rosati, were present at the meeting. Representatives of
Wilson Sonsini Goodrich & Rosati again reviewed the proposed terms of the draft asset purchase agreement, the
draft supply agreement and other related matters. Representatives of Jefferies Quarterdeck then presented its
financial analysis of 'the consideration provided for in the proposed transaction again, after which it delivered to the
board an oral opinion (which opinion was subsequently confirmed in writing) to the effect that, as of the date
provided in the opinion, and based on and subject to the matters described in the opinion, the consideration
provided for in the proposed transaction was fair to us from a financial point of view. After discussing the proposed
transaction and Jefferies Quarterdeck’s presentation, our board of directors unanimously determined that the
proposed transaction was in the best interests of Celeritek and its shareholders, unanimously approved the asset
purchase agreement, the supply agreement and the related transaction agreements and the sale of our defense
business to Teledyne on the terms set forth in those agreements, and further authorized management to execute
the transaction agreements on behalf of the company.

At Teledyne’s request, later that day each of the directors and their affiliated investment funds that hold
our shares entered into voting agreements with Teledyne to vote such shares in favor of the transaction.

On July 8, 2004, we executed the asset purchase agreement, the supply agreement and other related
agreements with Teledyne and publicly announced the transaction by issuing a joint press release.

Information on Teledyne Wireless, Inc.

Teledyne Wireless, Inc. is a Delaware corporation and wholly-owned subsidiary of Teledyne Technologies
Incorporated, a Delaware corporation headquartered in Los Angeles, California whose common stock is traded on
the New York Stock Exchange under the symbol “TDY.” From its facility in Mountain View, California,
Teledyne Wireless manufactures microwave components used in aerospace and defense applications.

Teledyne Technologies Incorporated is a provider of sophisticated electronic components, instruments
and communications products, systems engineering solutions, general aviation and cruise missile engines and
components as well as on-site gas and power generation systems. It has operations in the United States, the
United Kingdom, Mexico and Canada. According to its most recent Form 10-K, in 2003 its total sales were
$840.7 million and its aggregate segment operating profits were $61.9 million. According to its most recent
Form 10-Q, for the first six months of 2004, Teledyne Technologies’ total sales were $458.5 million and its
total segment operating profits were $34.3 million. Approximately 46% of Teledyne Technologies’ total sales in
2003 were to the U.S. Government, as a prime contractor or subcontractor.

Teledyne Technologies Incorporated, including Teledyne Wireless, has engaged in a number of recent
acquisitions intended to add to its product and service offerings in the aerospace and defense electronics
markets. In June 2003, Teledyne Technologies acquired the aviation information solution businesses of
Spirent plc to enhance its aircraft data acquisition and communications product lines. In December 2003, to
broaden its microwave product offerings to its customers, Teledyne acquired the assets of the Filtronic Solid
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State business based in Santa Clara, California, which designed and manufactured customized microwave
subassemblies for electronic warfare, radar and other military applications, and subsequently moved and
consolidated the business with Teledyne’s facility in Mountain View, California. In July 2004, Teledyne
Technologies completed the acquisition of Reynolds Industries, Incorporated, a supplier of specialized high
voltage connectors and subassemblies for defense, aerospace and industrial applications.

As stated in its press release, Teledyne believes that the acquisition of our defense business fits within
Teledyne’s strategy to offer its defense customers a broader portfolio of microwave products and capabilities.
In addition to sharing some of the same customers, the solid state amplifiers and microwave subassemblies of
our defense business utilize design and manufacturing technology similar to Teledyne’s, and are complemen-
tary with Teledyne’s line of high power helix traveling wave tubes used on military, electronic warfare, radar
and communications applications. Teledyne also expects to obtain synergies through the consolidation and
planned move of our defense business to its operations in Mountain View, California.

According to Teledyne Technologies’ most recent Form 10-Q, at its most recent quarter end (June 27,
2004), it had $60.0 million outstanding and $220.0 million available for borrowing under its $280.0 million
revolving credit facility, which could be used for acquisitions. Teledyne Technologies has guaranteed the
payment of the purchase price, and it intends to borrow under this facility and make a capital contribution to
Teledyne Wireless, Inc. to fund the purchase price for our defense business.

QOur Plans Following the Completion of the Proposed Asset Sale

Initially, we will return a substantial portion of the proceeds from the proposed asset sale to our
shareholders through a one-time, extraordinary cash dividend, which will be at least $25.0 million, or $1.93 per
share, based on 12,915,723 of our shares outstanding as of August 30, 2004. Our board of directors has not
determined the final amount of this dividend, however, so it may be larger than $25 million if our board
determines that we will need less cash to finance our continuing semiconductor operations and to cover any
potential liabilities that we have retained under our asset purchase agreement with Teledyne. Assuming that
this dividend is $25 million, we will have approximately $29 million in cash and short-term investments
(including approximately $6.6 million in cash generated from the proposed asset sale) available to finance our
continuing semiconductor business, and to cover any potential liabilities that we have retained under the asset
purchase agreement, after we pay this dividend.

If we complete the proposed asset sale, we intend to focus on our continuing semiconductor business. We
believe that we have great expertise in the GaAs semiconductor industry, particularly at the RF and
microwave frequencies. We further believe that these areas of the semiconductor industry have significant
growth potential and we intend to deploy our considerable technical expertise and financial resources to pursue
that growth. We intend to pursue profitability by expanding our sales and marketing efforts and by increasing
our semiconductor research and development efforts to broaden our product offerings over time. We believe
that the additional $6.6 million in net cash (after deducting the $25 million dividend) that we will generate
from the proposed asset sale, together with our pre-existing cash and short-term investments, will enable us to
finance these efforts over time while we assess our ability to achieve profitability in our semiconductor
business. In addition, we will continue to review our cost structure and make adjustments over time to align
our overhead spending with our revenue levels.

Notwithstanding these plans, we cannot assure you that our semiconductor operations will achieve
profitability in the near term following the proposed asset sale or at all. If we are unable to achieve profitability
following the proposed asset sale, we may face liquidity constraints in the future that could force us to borrow
funds from third parties, agree to be acquired by a third party or discontinue further operations.

While maintaining our focus on our semiconductor business, we also intend to continue our efforts to
maximize shareholder value by exploring our other strategic alternatives, including other business combina-
tions that would enhance shareholder value.



Our Reasons for the Proposed Asset Sale

Our board of directors determined that the proposed asset sale is in the best interests of Celeritek and our
shareholders after considering a number of positive and negative factors. The positive factors that our board of
directors considered included the following:

+ The proposed asset sale will enable us to realize immediately the value of our defense business in cash,
thereby increasing our ability to finance our continuing semiconductor business. The proposed asset
sale will also enable us to make a one-time, extraordinary cash dividend to our shareholders, which will
be at least $25 million, or $1.93 per share, based on 12,915,723 of our shares outstanding as of
August 30, 2004, Our board of directors has not determined the final amount of this dividend, however,
so it may be larger than $25 million if our board determines that we will need less cash to finance our
continuing semiconductor operations and to cover any potential liabilities that we have retained under
our asset purchase agreement with Teledyne. Assuming that this dividend is $25 million, we will have
approximately $29 million in cash and short-term investments (including approximately $6.6 million in
cash generated from the proposed asset sale) available to finance our continuing semiconductor
business, and to cover any potential liabilities that we have retained under the asset purchase
agreement, after we pay this dividend. As noted above under “Our Plans Following the Proposed Asset
Sale,” we intend to use our remaining cash and short term investments to pursue profitability in our
continuing semiconductor business by increasing our research and development efforts to broaden our
product offerings and by expanding our sales and marketing efforts. We believe that the additional
$6.6 million in net cash (after deducting the $25 million dividend) that we will generate from the
proposed asset sale, together with our pre-existing cash and short-term investments, will enable us to
finance these efforts over time while we assess our ability to achieve profitability in our semiconductor
business.

» In connection with the proposed asset sale, we have entered into a three-year supply agreement with
Teledyne under which we will supply Teledyne with GaAs semiconductor components for use in
certain products. We anticipate that Teledyne will be a stable customer for our continuing semiconduc-
tor operations. However, Teledyne has no obligation to purchase a minimum supply of semiconductors
from us under the supply agreement and we anticipate that sales to Teledyne under the supply
agreement will not represent a material portion of our net sales during the three-year term of the supply
agreement.

« After conducting an extensive market check, and reviewing multiple indications of interest, Teledyne’s
offer to acquire our defense business represented the most favorable terms to us and our shareholders,
including with respect to price, closing certainty, closing speed and regulatory considerations.

» Teledyne has a good reputation as an employer, which our board of directors determined to be an
important factor for the employees who will be transitioning to Teledyne in connection with the
proposed asset sale.

» Jefferies Quarterdeck delivered an opinion regarding the fairness to us, from a financial point of view,
of the consideration that we will receive in the proposed asset sale, which is described more fully below
under the caption “— Opinion of Our Financial Advisor Relating to the Proposed Asset Sale.”

Our board of directors also considered a number of potentially negative factors in its deliberations
concerning the proposed asset sale, including the following:

» If we complete the proposed asset sale, our semiconductor business will represent substantially all of
our business. As a result, our net sales for the foreseeable future will be substantially lower than they
are currently. Moreover, to date, our semiconductor business has incurred significant operating losses.
For example, for our fiscal year ended March 31, 2004, the net sales of our defense business were
approximately $19.1 million and the excess of these net sales over the direct costs and expenses of our
defense business (without making adjustments that would estimate the results of our defense business
if it were operated as a stand-alone entity or by a third party) were approximately $4.3 million.
Comparatively, for the same fiscal year ended March 31, 2004, our semiconductor business had pro
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forma net sales (after giving effect to the proposed asset sale) of approximately $10.2 million and a pro
forma net loss (after giving effect to the proposed asset sale) of approximately $20.3 million.

+ We will be responsible for substantially. all preclosing liabilities of our defense business, except for
current liabilities that will be assumed by Teledyne in connection with the proposed asset sale. While
we do not believe that these liabilities will be significant, we will retain some portion of the proceeds of
the proposed asset sale to pay for any of these liabilities that may arise in the future.

» We have agreed to indemnify Teledyne against certain losses that it may suffer arising out of our
defense business. We do not anticipate that we will be required to indemnify Teledyne for any matters,
but if we are forced to do so, it could have a materially adverse impact on our business by draining our
available cash reserves.

» The proposed asset sale is conditioned upon a number of factors including approval by our shareholders
and the receipt of certain third-party consents from our most significant defense business customers. If
we are unable to satisfy these conditions and fail to complete the proposed asset sale as a result, our
business and results of operations may suffer because our customers and our employees may question
our commitment to our defense business.

» Under the terms of the asset purchase agreement, we are not permitted to solicit other offers to acquire
our defense business. In addition, if we receive an offer that is superior to the proposed asset sale, we
may not accept it unless we pay Teledyne $1.65 million in cash as a termination fee. In addition, we
may be required to pay Teledyne a $1.65 million fee if our board of directors simply withdraws its
recommendation in favor of the proposed asset sale, or if our shareholders fail to approve the proposed
asset sale after we have received a competing offer from a third party (but only if we later complete a
transaction with that third party within a 12-month period following the annual meeting). These
arrangements could discourage third parties from expressing interest in our defense business, even at a
higher price than Teledyne has agreed to pay us for it.

» The proposed asset sale will be a taxable transaction to us.

+ As a result of the proposed asset sale, we will be scaling back our operations in accordance with the
smaller scale of our continuing semiconductor operations. Shareholders who are “value” investors, as
opposed to “growth” investors, may sell shares of our stock, resulting in higher than normal levels of
selling of our stock for a period of time and a decline in the price of our stock, as a result of our new
business profile.

Our board of directors believed that certain of these negative factors were unlikely to occur or unlikely to
have a material impact on us, while others could be avoided or mitigated by us, and that overall, the risks
associated with the proposed asset sale were outweighed by the potential benefits of the transaction.

The foregoing discussion of information and factors considered by our board of directors is not intended to
be all-inclusive. In view of the wide variety of factors considered, our board of directors did not find it
practicable to quantify or otherwise assign relative weight to the specific factors considered. However, after
taking into account all of the factors set forth above, our board of directors unanimously determined that the
proposed asset sale is in the best interests of Celeritek and our shareholders and that we should proceed with
the proposed asset sale.

Recommendation of Our Board of Directors Regarding the Proposed Asset Sale

For the reasons described above, our board of directors has unanimously determined that the proposed
asset sale is in the best interests of Celeritek and our shareholders and has unanimously approved the proposed
asset sale.

Our board of directors unanimously recommends that you vote “FOR” the approval of the proposed
asset sale and the adoption of the asset purchase agreement by completing and returning the enclosed proxy
or by completing and returning the voting instructions that you receive from the broker or other nominee that
holds your shares.
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Opinion of Our Financial Advisor Relating to the Proposed Asset Sale

We retained Jefferies Quarterdeck under an engagement letter, dated February 17, 2004, to act as
financial advisor regarding the sale of our defense business. Pursuant to the terms of Jefferies Quarterdeck’s
financial advisor engagement letter, Jefferies Quarterdeck assisted us in soliciting and assessing expressions of
interest in purchasing our defense business. The solicitations generated interest from multiple third parties
and, ultimately, culminated with the execution of the asset purchase agreement.

We selected Jefferies Quarterdeck as our financial advisor with respect to the transaction because of
Jefferies Quarterdeck’s substantial middle-market merger and acquisition experience in the aerospace, defense
and government services markets and its familiarity with us and prospective acquirers of our defense business.
As part of its investment banking business, Jefferies Quarterdeck is regularly engaged in the valuation of
businesses and securities in connection with mergers and acquisitions and related transactions and valuations
for corporate and other purposes in the aerospace, defense and government services markets.

In connection with the proposed transaction, on June 30, 2004, we engaged Jefferies Quarterdeck to
render its written opinion to our board of directors as to whether the consideration to be received by us is fair
to us, from a financial point of view.

The consideration was determined in arm’s-length negotiations between Teledyne and us. Pursuant to
Jefferies Quarterdeck’s fairness opinion engagement letter, Jefferies Quarterdeck was not retained for the
purpose of making a recommendation, nor did it make a recommendation, as to the amount of consideration to
be paid in the transaction. We imposed no restrictions or limitations upon Jefferies Quarterdeck with respect
to the investigations made or the procedures followed by Jefferies Quarterdeck in rendering its opinion.

On July 7 and 8, 2004 our board of directors met to review the proposed transaction. During this meeting,
Jefferies Quarterdeck reviewed with our board of directors certain financial analyses, as described below. At
the meeting, Jefferies Quarterdeck rendered to our board of directors its oral opinion, subsequently confirmed
by delivery of a written opinion, dated as of July 8, 2004, that, based upon and subject to the various
considerations set forth in the opinion, the consideration to be received by us is fair, from a financial point of
view, to us.

The full text of Jefferies Quarterdeck’s opinion, which sets forth, among other things, assumptions
made, procedures followed, matters considered and limitations on the scope of the review undertaken by
Jefferies Quarterdeck in rendering its opinion is attached as Annex D to this proxy statement and is
incorporated herein by reference in its entirety. You are urged to, and you should, read the Jefferies
Quarterdeck opinion carefully and in its entirety. The summary of the Jefferies Quarterdeck opinion in this
proxy statement is qualified in its entirety by reference to the full text of the Jefferies Quarterdeck opinion.

Jefferies Quarterdeck’s opinion was provided for the information and assistance of our board of directors
in connection with its consideration of the transaction. The Jefferies Quarterdeck opinion addresses only the
fairness to us, from a financial point of view, of the consideration to be received by us. The opinion does not
address our underlying business decision to effect the transaction and does not constitute a recommendation to
any shareholder as to how such shareholder should vote or act on any matter relating to the transaction.
Further, the opinion addresses only the fairness as of the date of the opinion of the consideration to be received
by us from a financial point of view and does not address any other aspect of the transaction (such as the
supply agreement or the transition services agreement referenced in the agreement, even though our board of
directors considered these other aspects in approving the transaction and in making its recommendation). The
opinion does not address the value of our company or our viability as a going concern after the consummation
of the transaction. In addition, Jefferies Quarterdeck did not opine as to the market value or the prices at
which any of our securities may trade at any time in the future.

Jefferies Quarterdeck’s opinion spoke only as of the date it was rendered, was based on the conditions as
they existed and information with which it was supplied as of such date and was without regard to any market,
economic, financial, legal, tax or other circumstances or event of any kind or nature which might exist or occur
after such date. Unless otherwise noted, all of Jefferies Quarterdeck’s analyses were performed based on
market information available as of July 2, 2004.
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In connection with its opinion, Jefferies Quarterdeck, among other things:

» Reviewed a draft asset purchase agreement dated as of July 7, 2004 and participated in certain
negotiations with Teledyne;

» Reviewed certain financial and other information about our defense business that was publicly available
or that we provided to Jefferies Quarterdeck, which included management’s adjustments to reflect its
estimates of direct and indirect costs of operating our defense business on a stand-alone basis, including
certain adjustments to the direct costs of the semiconductor components produced by our fabrication
facility and utilized by our defense business. Such estimates may not be indicative of the amount of
such costs that will actually be incurred by our defense busmess if the proposed asset sale is
consummated;

» Reviewed certain internal financial and operating information, including financial information and
financial forecasts and projections for our defense business on a stand-alone basis that we provided to
Jefferies Quarterdeck, taking into account (a) the growth prospects of our defense business and the

_ various market segments in which it competes, (b) our defense business’s historical and current fiscal
year financial performance, (c) our defense business’s forecasts going forward and its ability to meet
them, and (d) certain of our defense business’s contracts and their effects on its business;

» Met with our management regarding our defense business’s prospects, financial outlook and operating
plans of our defense business and held discussions concerning the impact on our defense business and
its prospects of the economy and our defense business’s industry, including the effect of the current
economic environment;

* Compared the valuation in the public market of companies in lines of business that Jefferies
Quarterdeck deems similar to that of our defense business in market, services offered, and/or size;

+ Reviewed public information with respect to recent acquisition transactions that Jefferies Quarterdeck
deems comparable to the transaction;

+ Performed a discounted cash flow analysis to analyze the present value of the future cash flow streams
our management has indicated it expects our defense business to generate;

+ Performed a leveraged buyout analysis to value our defense business.as if a financial sponsor purchased
our defense business in a leveraged buyout transaction;

» Performed comprehensive marketing of our defense business to potential buyers; and
» Evaluated and assessed all indications of interest in our defense business received from third parties.

In connection with its review, Jefferies Quarterdeck did not assume any responsibility for independent
verification of any of the foregoing information and relied on such information being complete, accurate and
fair in all respects. With respect to the financial information, financial forecasts and other information with
respect to our defense business, including any adjustments thereto, that Jefferies Quarterdeck reviewed,
Jefferies Quarterdeck was advised, and assumed, that such forecasts and such other information were
reasonably prepared on bases reflecting the best currently available estimates and good faith judgments of our
management team as to our defense business’s future financial performance and such other information.
Jefferies Quarterdeck was not requested to make, and did not make, an independent-evaluation or appraisal of
our defense business’s assets or liabilities (contingent or otherwise) or conduct a comprehensive physical
inspection of any of our defense business’s assets, nor was Jefferies Quarterdeck furnished with any such
evaluations or appraisals or reports of such physical inspections, nor has Jefferies Quarterdeck assumed any
responsibility to obtain any such evaluations, appraisals or reports. Jefferies Quarterdeck relied on advice of
our legal counsel and independent accountants as to all legal, tax and financial reporting matters with respect
to our defense business and the asset purchase agreement and did not make any independent assessment of
such matters. The Jefferies Quarterdeck opinion necessarily is based upon information available to Jefferies
Quarterdeck as of the date of the opinion and upon financial, economic, market and other conditions as they
existed and could be evaluated on the date of the opinion. In addition, Jefferies Quarterdeck assumed that the
transaction would be consummated upon the terms set forth in the asset purchase agreement without material
alteration thereof, Jefferies Quarterdeck assumed, in all respects material to its analysis, that the representa-
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tions and warranties of each party contained in the asset purchase agreement were true and correct, that each
party would perform all of its covenants and agreements under the asset purchase agreement and that all
conditions to the consummation of the transaction would be satisfied without waiver; that there would be no
post-closing adjustments to the purchase price; that there is no event of default under any indenture or credit
agreement to which we are a party; and all material assets and liabilities of our defense business were as set
forth in financial statements we provided to Jefferies Quarterdeck.

In preparing its opinion to our board of directors, Jefferies Quarterdeck performed a variety of financial
and comparative analyses. The preparation of a fairness opinion is a complex process and is not necessarily
susceptible to partial analysis or summary description. Jefferies Quarterdeck believes that its analyses must be
considered as a whole and that selecting portions of its analyses and of the factors considered by it, without
considering all analyses and factors, could create a misieading or incomplete view of the processes underlying
the Jefferies Quarterdeck opinion. No company or transaction used in the analysis performed by Jefferies
Quarterdeck as a comparison is identical to our defense business or to the transaction. In addition, Jefferies
Quarterdeck may have given various analyses more or less weight than other analyses, and may have deemed
various assumptions more or less probable than other assumptions, so that the range of valuation resulting
from any particular analysis described below should not be taken to be Jefferies Quarterdeck’s view of our
defense business’s actual value. In performing its analyses, Jefferies Quarterdeck made numerous assumptions
with respect to industry performance, general business and economic conditions and other matters, many of
which are beyond our defense business’s control. The analyses performed by Jefferies Quarterdeck are not
necessarily indicative of actual values or actual future results, which may be significantly more or less
favorable than that suggested by such analyses. In addition, analyses relating to the value of businesses or
assets do not purport to be appraisals or to necessarily reflect the prices at which businesses or assets may
actually be sold. The analyses performed were prepared solely as part of Jefferies Quarterdeck’s analysis of the
fairness, from a financial point of view, of the consideration to be received by us and were provided to our
board of directors in connection with the delivery of the Jefferies Quarterdeck opinion.

The following is a brief summary of the material analyses performed by Jefferies Quarterdeck in
connection with the preparation of its opinion, and presented to our board of directors at its meeting held on
July 7 and 8, 2004. References to revenue, EBIT and EBITDA of our defense business refer to such items
derived from the historical and projected financial results of our defense business, as adjusted by management
to reflect its estimates of the direct and indirect costs of operating our defense business on a stand-alone basis,
which we refer to above and which were provided to Jefferies Quarterdeck by management. Certain of the
summaries of the financial analyses include information presented in tabular format. In order to understand
fully the material financial analyses used by Jefferies Quarterdeck, the tables should be read together with
the text of each summary. The tables alone do not constitute a complete description of the material financial
analyses. '

Comparable Company Analysis

To provide contextual data and comparative market information, Jefferies Quarterdeck compared our
selected historical operating and financial ratios to certain publicly traded firms operating in both the defense
sector, as well as certain firms defined more as electronics and components manufacturing companies. These
comparable companies consisted of:

¢ Anaren, Inc.

» Comtech Telecommunications Corp.

» Crane Co.

« EDO Corporation

» Herley Industries, Inc.

» Micronetics, Inc.

« Teledyne Technologies Incorporated

In conducting its analysis, Jefferies Quarterdeck compared, among other things, the enterprise value of
our defense business implied by the consideration, consisting of $33.0 million in cash (subject to adjustment)
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and the assumption of approximately $1.8 million of specified liabilities related to the defense business
(collectively, the “Transaction Consideration”), expressed as a multiple of latest twelve months (“LTM”),
revenue; earnings before interest, taxes, depreciation and amortization (also referred to as “EBITDA”); and
earnings before interest and taxes (also referred to as “EBIT”) as of March 31, 2004. Jefferies Quarterdeck
then compared these multiples to the respective trimmed mean, low, mean, median and high enterprise value
multiples of the comparable companies implied by the public trading value of their common stock. The
trimmed means were calculated by excluding the highest and lowest values for the comparable companies.
Jefferies Quarterdeck reviewed information as of July 2, 2004 to calculate specified financial and operating
information (as adjusted for one time or unusual items that were publicly disclosed), market values and
trading multiples (as described below), and then compared our defense business’s financial and operating
information as of March 31, 2004, with the corresponding financial and operating information, market values
and multiples of the comparable companies.

Although Jefferies Quarterdeck used these companies for comparative purposes, no company utilized in
the Comparable Company Analysis is identical to our defense business. Accordingly, consideration of the
results cannot be limited to a quantitative review of the mathematical analysis, such as determining the
average or median, and involves complex considerations and judgments concerning differences in industry
performance, general business, economic, market and financial conditions and other matters concerning the
companies as well as our defense business.

Enterprise Value Financial Trlar:galllcetcilon Trimmed

as a Multiple of: ‘ Metric(1) Multiples Mean Low Mean Median High
LTM Revenue............... $19,690 1.8x 1.7x  0.7x 1.7x 1.3x 2.8x
LTM EBITDA .............. 3,642 9.5 10.2 7.6 12.3 9.1 27.8
LTMEBIT ................. 2,939 11.8 13.2 8.8 222 13.4 80.5
CY 2004 Revenue............ — —_ 1.3 0.7 1.4 1.2 2.3
CY 2004 EBITDA ........... — — 8.8 7.2 9.0 8.7 11.5
CY 2004 EBIT .............. —_ — 11.5 8.7 11.9 11.3 16.9

(1) References are to the revenue, EBITDA and EBIT of our defense business and refer to such items as
derived from the historical and projected financial results of our defense business, as adjusted by
management to reflect its estimates of the direct and indirect costs of operating our defense business on a
stand-alone basis, which we refer to above and which were provided to Jefferies Quarterdeck by
management. Dollar amounts are in thousands.

Jefferies Quarterdeck selected a valuation multiple range between 9.1x and 10.2x enterprise value to
LTM EBITDA, representing the range between the median and trimmed mean multiples of enterprise value
to LTM EBITDA of the companies used for the Comparable Company Analysis, which resulted in an implied
valuation range of $33.1 million to $37.1 million.

Precedent Transaction Analysis

Using publicly available information, Jefferies Quarterdeck reviewed our defense business’s implied
transaction multiples relative to the corresponding multiples of eleven precedent transactions from May 2003
through June 2004 in the defense electronics and components industry and related industries with enterprise
values approximately corresponding to the enterprise value of our defense business implied by the Transaction
Consideration. No transaction utilized as a comparison in the Precedent Transaction Analysis is identical to
the transaction. Accordingly, consideration of the results cannot be limited to a quantitative review of the
mathematical analysis, such as determining the mean or median, and involves complex considerations and
judgments concerning differences in industry performance, general business, economic, market and financial
conditions and other matters concerning the companies as well as our defense business. For each of these
precedent transactions, Jefferies Quarterdeck calculated a multiple of LTM revenue and EBITDA to the
enterprise value of each transaction (as available), as of the effective date of each transaction, and compared
such multiples to the corresponding multiples implied by the transaction.
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Date

June 21, 2004

June 14, 2004
April 26, 2004
April 6, 2004
December 31, 2003
November 15, 2003
September 30, 2003
September 5, 2003
September 3, 2003
July 31, 2003

May 23, 2003

Acquiror

Ultra Electronics Holdings(1)
L-3 Communications Corp.
Smiths Group PLC
Cobham PLC

Teledyne

Remec Inc.

L-3 Communications Corp.
Cobham PLC(2)

Aeroflex Incorporated
Aeroflex [ncorporated(3)
Crane Co.

Target

DNE Systems (Alpine Group)
Brashear LP

TRAK Communications

DTC Communications Inc.
Filtronic Solid State (Filtronic plc)
Paradigm Wireless Systems Inc.
Klein Associates Inc.

Sea Tel Inc.

MCE Technologies, Inc.

Racal Wireless Solution Group
Signal Technology

(1) This transaction was announced on June 21, 2004, but has not yet closed and become effective.

(2) This transaction provided for contingent payments based on the occurrence of certain events. Jefferies
Quarterdeck computed multiples for this transaction both with and without the contingent payments.

(3) This transaction provided for contingent payments based on the occurrence of certain events. Jefferies
Quarterdeck computed multiples for this transaction both with and without the contingent payments.

Selected Transaction
Multiples
Implied
Financial Transaction

Enterprise Value

asa Multiple of: Metric(1)  Maultiples Mean Median
LTM I@VENUE . ..ottt e $19,690 1.8x 1.2x 1.1x
LTM EBITDA . ... . e 3,642 9.5x 9.1x 9.3x

(1) References are to revenue and EBITDA of our defense business and refer to such items as derived from
the historical and projected financial results of our defense business, as adjusted by management to reflect
its estimates of the direct and indirect costs of operating our defense business on a stand-alone basis,
which we refer to above and which were provided to Jefferies Quarterdeck by management. Dollar
amounts are in thousands.

The average LTM EBITDA multiple of the eleven precedent transactions, using public data that was
available, was 9.1x. From this, Jefferies Quarterdeck selected a range about the mean enterprise value to LTM
EBITDA of 8.6x - 9.6x for the Precedent Transaction Analysis which resulted in an implied valuation range of
$31.3 million to $35.0 million.

Discounted Cash Flow Analysis

Using the operating projections provided to Jefferies Quarterdeck by our management Jefferies
Quarterdeck performed a discounted cash flow analysis. The Discounted Cash Flow is calculated by taking the
sum of the discounted present value of its unlevered free cash flows (before financing costs) over a forecast
period and the discounted present value of our theoretical terminal, or residual, value at the end of the forecast
period. The weighted average cost of capital discount rates ranging from 14.0% to 18.0% were based on
estimates of our weighted average cost of capital. Jefferies Quarterdeck used a terminal value based on the low
to median calendar year (“CY”) 2004 values derived by the publicly-traded comparables used in the
Comparable Company Analysis.

The Discounted Cash Flow Analysis resulted in an implied valuation range of $37.8 million to
$50.0 million.
Leveraged Buyout Analysis

Using the operating projections provided to Jefferies Quarterdeck by our management, Jefferies
Quarterdeck performed an analysis to determine the potential Transaction Consideration, under current
market conditions, that a purchaser in a leveraged buyout could theoretically pay for our defense business
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while earning targeted returns typical for a financial sponsor investing in the advanced technology industry. In
performing this analysis, Jefferies Quarterdeck assumed that (i) the transaction closed as of March 31, 2004,
(i1) a pro forma capital structure including (a) leverage multiples based on March 31, 2004 EBITDA,
(b) total leverage of 4.0x EBITDA with terms consistent with market pricing and availability and (c) fiscal
year 2008 exit multiples consistent with low to median CY 2004 values derived by the pubticly-traded
comparables used in the Comparable Company Analysis; (iii) financing and legal fees consistent with
comparable transactions; and (iv) standard financial sponsor management fees.

The Leveraged Buyout Analysis resulted in an implied valuation range of $33.6 million to $35.8 million,
representing the range of values that a typical financial sponsor would be prepared to pay for an independent
investment in the current environment.

Summary of Analyses

Based on the analyses described above and certain qualitative considerations, Jefferies Quarterdeck noted
that the Transaction Consideration was within the implied valuation range resulting from three of the analyses
and below the range of the remaining analysis. In reaching its opinion, Jefferies Quarterdeck did not assign
any particular weight to any one analysis or the results yiclded by that analysis. Rather, having viewed these
results in the aggregate, Jefferies Quarterdeck exercised its professional judgment in determining that, based
on the aggregate of the analyses used and the results they yielded, the Transaction Consideration was fair,
from a financial point of view, to us.

Jefferies Quarterdeck believed it was inappropriate to, and therefore did not, rely solely on the quantitative
results of the analyses and, accordingly, also made qualitative judgments concerning differences between our
characteristics, the transaction and the data selected for use in its analyses. Among other qualitative factors,
Jefferies Quarterdeck considered certain operational characteristics of our defense business, such as the fact that
it is a carve-out asset lacking certain business and infrastructure functions of a stand-alone company, and certain
financial characteristics of our defense business, such as the fact that its financial data prepared by management
and furnished to Jefferies Quarterdeck was based on theoretical calculations because of its nature as a carve-out
asset and the treatment of certain shared resources in our financial statements.

As described above, in connection with the approval of the transaction, our board of directors separately
retained Jefferies Quarterdeck to render this opinion. Jefferies Quarterdeck received a fee of $275,000 from us
for rendering its opinion and making the presentation referred to above. This latter fee is not contingent upon
results of the transaction or the completion of any transaction involving us. Separately, Jefferies Quarterdeck will
receive a fee of $375,000 plus 1% of that part of the Transaction Consideration greater than $20 million, but less
than $23 million plus 4% of that part of the Transaction Consideration greater than $23 million. This fee is
contingent upon the completion of a transaction as described in our engagement letter with Jefferies
Quarterdeck. In addition, Jefferies Quarterdeck has already received a $50,000 advisory fee from us. The terms
of both Jefferies Quarterdeck’s engagement letter and its fairness opinion engagement letter, which are
customary in transactions of this nature, were negotiated at arm’s length between Jefferies Quarterdeck and us.
In addition under both engagements, we have agreed to reimburse Jefferies Quarterdeck for its out-of-pocket
expenses, including attorney’s fees, incurred in connection with its engagement and to indemnify Jefferies
Quarterdeck and certain related persons against any liabilities and expenses arising out of or in conjunction with
its rendering of services pursuant to its engagement, except if such liabilities are found in a final court judgment
to be the direct result of Jefferies Quarterdeck’s gross negligence, bad faith or willful misconduct.

Interests of Our Dirvectors and Executive Officers in the Proposed Asset Sale

In considering the recommendation of our board of directors with respect to the sale of our defense
business, our shareholders should be aware that certain of our directors and executive officers have interests in
the sale of our defense business that may differ from the interests of our shareholders. Our board of directors
was aware of these interests and considered them, among other factors, in approving and recommending the
sale of our defense business.

We have in effect change of control and severance agreements with Tamer Husseini and Margaret Smith,
our Chief Executive Officer and Chief Financial Officer, respectively. In the event of an involuntary
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termination three months prior to or 24 months following a change of control, these agreements provide for,
among other things, lump sum salary payments and annual bonuses and acceleration of unvested options. We
note that the proposed asset sale could be deemed to be a change of control as described in these agreements,
but an involuntary termination would need to occur to trigger a payment thereunder. These agreements are
described more fully under “Employment Contracts and Termination of Employment and Change-in-Control
Arrangements” below.

Richard G. Finney, our Vice President, Subsystems Division, has entered into a two-year employment
agreement with Teledyne subject to and effective upon the close of the transaction to employ him as Vice
President of Business Development. The employment agreement provides that Mr. Finney will have a base
annual salary of at least $175,000 and will be entitled to participate in Teledyne Technologies’ annual
incentive bonus plan at a minimum target of 35% of his base salary for the year (to be prorated for 2004 based
upon the number of full months between the effective date of the agreement and December 31, 2004 divided
by 12) and other executive compensation and benefit programs applicable to similarly-situated employees.
Under the employment agreement, Teledyne is also obligated to provide an automobile commensurate with
Mr. Finney’s position and consistent with Teledyne’s automobile policy. Mr. Finney is subject to certain
confidentiality, non-competition, and non-solicitation requirements and restrictions during the term of his
employment under the employment agreement and, in some circumstances, thereafter. Teledyne may
terminate the agreement for cause without any further obligations to Mr. Finney other than payment for
outstanding amounts not previously paid.

In addition, our board of directors has approved a cash bonus of $150,000 to Mr. Finney, payment of
which is contingent upon the closing of the proposed asset sale.

Material United States Federal Income Tax Consequences of the Proposed Asset Sale

The following discussion summarizes the material United States federal income tax consequences to us of
the sale of our defense business. In addition, this discussion summarizes the material United States federal
income tax consequences to our shareholders of the proposed distribution of a portion of the proceeds from the
sale following the closing of the transaction. Our shareholders should be aware that the following discussion
does not deal with all federal income tax considerations that may be relevant to such shareholders in light of
their particular circumstances, including but not limited to shareholders who are foreign persons. In addition,
the following discussion does not address the tax consequences of the sale of our defense business or the
proposed distribution under foreign, state or local tax laws and does not address the tax consequences of
transactions occurring prior to or after the sale of our defense business other than the proposed distribution
(whether or not such transactions are in connection with the sale of our defense business).

You are urged to consult your own tax advisors as to the specific tax consequences of the sale of our
defense business and the proposed distribution of a portion of the proceeds from such sale to our
shareholders, including tax return reporting requirements, the applicability and effect of federal, state, local
and foreign tax laws, and the effect of any proposed changes in such laws.

The following discussion is based on the Internal Revenue Code of 1986, as amended, applicable
Treasury Regulations, judicial authority and administrative rulings and practice, all as of the date hereof. The
Internal Revenue Service could adopt a position contrary to that presented in the following discussion. In
addition, future legislative, judicial or administrative changes or interpretations could adversely affect the
accuracy of the statements and conclusions set forth herein. Any such changes or interpretations could be
applied retroactively and could affect the tax consequences of the sale of our defense business to us or the
proposed distribution to our shareholders.

Federal Income Tax Consequences to Us of the Proposed Asset Sale

As a result of the sale of our defense business, we will sell certain of our assets relating to our defense
business to Teledyne in exchange for approximately $33.0 million. This amount, plus the amount of any
liabilities assumed by Teledyne that are required to be capitalized for tax purposes, will be allocated among all
of our assets that are sold to Teledyne. We will recognize gain or loss on each of the assets sold in an amount
equal to the difference between the sales price allocated to that asset and our tax basis in such asset.
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We do not believe the transaction will result in substantial federal or state corporate income tax liability
(including alternative minimum tax) because we anticipate that our taxable gain resulting from the sale of our
defense business will be substantially offset for income tax purposes by operating losses, including losses from
prior years. However, tax authorities may disagree with our determination of our available operating losses, or
our operating losses could be less than anticipated, which may increase our income tax liability as a result of
the sale of our defense business.

Federal Income Tax Consequences of the Proposed Distribution

As described above, we intend to distribute a substantial portion of the proceeds from the sale of our
defense business to our shareholders by means of a cash dividend following the closing. The amount of
proceeds, if any, that may be distributed to the shareholders has not yet been determined.

If we declare and make a distribution of some or all of the proceeds from the sale of our defense business,
the portion of such distribution you receive will be characterized as a taxable dividend to the extent of our
current or accumulated earnings and profits. Dividends are currently taxed at a maximum rate of 15%. To the
extent that the amount of the distribution exceeds our current or accumulated earnings and profits, the
distribution will be treated as a non-taxable return of capital to the extent of your adjusted tax basis in your
company capital stock, and gain will be recognized to the extent that the amount you receive in the
distribution exceeds your tax basis in your shares. If you hold your company capital stock as a capital asset, the
gain will generally be capital gain. Capital gain will be long-term if your holding period for your shares is more
than one year. Loss is not permitted to be recognized. While a final determination cannot be made until the
end of the taxable year in which the distribution is paid, we anticipate that, as a result of our receipt of the
proceeds from the sale of our defense business, it will have current earnings and profits for the tax year that
includes the date of the distribution. As a result, all or a portion of a distribution made to you will likely be
taxable as a dividend. You should consult your own tax advisor regarding the tax treatment of any such
distribution given your particular circumstances.

Information Reporting and Backup Withholding

You will be subject to information reporting with respect to any cash received in the distribution and may
also be subject to backup withholding at a rate of 28%. Any amount withheld with respect to a shareholder
under such rules is not an additional tax and may be refunded or credited against such shareholder’s United
States federal income tax liability, provided that the required information is properly furnished in a timely
manner to the Internal Revenue Service.

Accounting Treatment of the Proposed Asset Sale

We expect to account for the proposed asset sale as a sale of certain assets and certain liabilities, in
accordance with accounting principles generally accepted in the United States. In the period in which we
complete the proposed asset sale, we expect to recognize a gain in the amount of the difference between the
sales price and the aggregate book value of the net assets that we are selling to Teledyne.

No Regulatory Requivrements for the Proposed Asset Sale

We do not require any material regulatory approvals to complete the proposed asset sale.

No Dissenters’ Rights in Connection with the Proposed Asset Sale

Our shareholders will not be entitled to dissenter’s rights in connection with, or as a result of, the
proposed asset sale.
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Financial Information

Selected Historical Consolidated Financial Data

The following tables set forth selected historical financial data for Celeritek as of the dates and for the
periods indicated. The consolidated operations data and the consolidated balance sheet data for fiscal years
2000 through 2004 have been derived from our audited consolidated financial statements included in our
filings on Form 10-K for each of the respective periods. The consolidated operations data for the three months
ended June 30, 2004 and the consolidated balance sheet data as of June 30, 2004 have been derived from our
unaudited consolidated financial statements included on our Form 10-Q for the quarter ended June 30, 2004.

‘ Three Months

Fiscal Years Ended March 31, Ended
2000 2001 2002 2003 2004 June 30, 2004
(In thousands, except for per share data) (unaudited)
Consolidated Statement of
Operations
Netsales.................... $48,211  $ 85,062 $ 57,050 $ 49,423 § 29,928 $ 8,001
Gross profit ................. 8,373 7,580 5,211 10,322 7,753 3,010
Loss from operations.......... (7,154)  (15,695)  (24,592) (17,975) (17,691) (808)
Netloss .................... $(6,824) $(10,602) $(22,618) $(17,027) $(15,980) 3 (965)
Basic and diluted net loss per :
share ... ... ... ... $ (0.88) $ (094) $§ (1.87) $ (1.39) § (1.28) $ (0.08)
Shares used in net loss per share
calculation:

Basic and diluted............. 7,736 11,272 12,076 12,285 12,460 12,856

Fiscal 2004 results of operations include a $4.5 million special charge for equipment impairments, a
building lease impairment and severance costs that resulted from our decision to exit the wireless handset
power amplifier market, partially offset by $0.2 million in proceeds received in fiscal 2004 from the sale of
equipment impaired in fiscal 2002.

 Fiscal 2003 results of operations include a charge of approximately $4.4 million of in-process research and
development and $2.8 million of special charges. Net loss includes a $0.4 million strategic investment
write-down.

Fiscal 2002 results of operations include a fixed asset impairment charge of approximately $11.0 million.
Net loss includes a $1.7 million strategic investment write-down.

Fiscal 2001 results of operations include a fixed asset impairment charge of approximately $1.3 million.
Net loss includes a write-down of short-term investments of $0.5 million. 4

At March 31, At June 30,
2000 2001 2002 2003 2004 2004
(In thousands) (unaudited)
Consolidated Balance Sheet Data
Total assets .................... $63,655 $170,525 $139,688 $122,460 $46,766 $41,894
Long-term obligations............ 636 5,578 6,015 2,919 — —
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Unaudited Pro Forma Condensed Consolidated Financial Information of Celeritek, Inc.

The following unaudited pro forma condensed consolidated financial statements were prepared after the
execution of the asset purchase agreement and give effect to the sale of our defense business to Teledyne
pursuant thereto, in exchange for $33.0 million in cash (subject to a working capital adjustment) and the
assumption of specified liabilities related to our defense business. The unaudited pro forma condensed
consolidated balance sheet as of June 30, 2004 gives effect to the proposed asset sale and payment of the
$25 million dividend described herein as if they occurred on that date. The unaudited pro forma condensed
consolidated statement of operations for the year ended March 31, 2004 and the quarter ended June 30, 2004
give effect to the proposed asset sale as if it occurred on April 1, 2003.

The pro forma adjustments presented below reflect the removal of the assets that Teledyne will purchase
from us and the liabilities that Teledyne will assume from us in the proposed asset sale, as well as the
elimination of the revenues and direct costs of our defense business. The pro forma adjustments presented
below do not reflect any elimination of indirect costs and expenses, such as those that are attributable to
centralized functions that our defense business may have utilized but that we will retain in connection with the
proposed asset sale (e.g., expenses associated with our fabrication facility). The pro forma adjustments are
based on preliminary estimates, currently available information and certain assumptions that we believe are
reasonable. The unaudited pro forma financial information presented herein is being presented for illustrative
purposes only and is not necessarily indicative of the financial position or results of operations that we would
have obtained had we completed the proposed asset sale as of the dates assumed, or of our future results.

The unaudited pro forma condensed consolidated financial statements presented herein should be read in
conjunction with our historical condensed consolidated financial statements and the related notes that are
included in our Annual Report on Form 10-K for the year ended March 31, 2004. See “Where You Can Find
More Information” elsewhere in this proxy statement. ‘
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Unaudited Pro Forma Condensed Consolidated Balance Sheet

June 30, 2004
Celeritek Pro Forma

Consolidated  Adjustments
Historical (a) Pro Forma
(In thousands, except share amounts)
Assets

Current assets:
Cash and cash equivalents ..................coiiiunnionn.. $ 8,123 $ 6,600 $14,723
Short-term Investments .. ...ttt e 15,463 — 15,463
Accounts receivable, €t . ... ... ... e 5,306 (2,881) 2,425
InVENtOTIES . « o v ottt et e e e 2,991 (2,159) 832
Prepaid expenses and other current assets..................... 936 (51) 885
Total current assets . ...t e ‘32,819 1,509 34,328
Propérty and equipment, REt. .. ...ttt 5,317 (1,574) 3,743
Strategic INVESTMENtS . . . ... vttt 2,504 — 2,504
Other assets ................ e e 1,254 — 1,254
TOtal @SSETS « . v v vttt e $41,894 $ (65) $41,829

Current liabilities:

Accounts payable ........ ... .. . $ 2,409 $ — $ 2,409
Accrued payroll ... ... ... e 1,393 (748) 645
Accrued liabilities ....................... e 3,119 (609) - 2,510
Current portion of long-termdebt ....................... ..., 716 (113) 603
Current obligations under capital leases ...................... 168 . (3) 165

Total current liabilities ......... ... ... 7,805 (1,473) 6,332

Shareholders’ equity (12,855,962 common and no preferred shares ‘

outstanding) . ... . e 34,089 1,408 35,497

Total liabilities and shareholders’ equity .................... $41,894 $ (65) $41,829

See accompanying notes to unaudited pro forma condensed consolidated financial information
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Unaudited Pro Forma Condensed Consolidated Statement of Operations

(In thousands, except per share amounts)

Fiscal Year Ended
March 31, 2004

Celeritek Pro Forma
Consolidated  Adjustments
. Historical (b) Pro Forma
Net SaleS ..ottt $ 29,928 $19,690 $ 10,238
Costof goods sold ............. PR . 22,175 11,555 10,620
Gross profit ............... S 7,753 8,135 (382)
Operating expenses: . ...... S ' :
Research and development .......................ouiiii... 9,288 2,356 6,932
Selling, general, and administrative . ...............:......... 8,182 - 1,495 6,687
"Costs related to shareholder and strategic actions .............. 3,412 —_ 3,412
Special charges. ......... i 4,305 - 4,305
Amortization of intangible assets ................... ... . ..., 257 — 257
" Total operating expenses .............. P 25,444 3,851 21,593
Los$ from operations . .......... F (17,691) 4,284 (21,975)
Impairment of strategic investments ......... e . — — —_—
Interest income and other . ................ T e 2,125 — 2,125
Interest €Xpense ....... ... (414) — (414)
Loss before income taxes ...t (15,980) 4,284 (20,264)
Provision (benefit) for income taxes ... T — = —
. Net income (loss) ............... e $(15,980) $ 4,284 $(20,264)
Basic and diluted net loss pershare........................ o8 (128) - S8 034 $ (1.63)
Shares used in net loss per share calculation
Basic and diluted .................oiii.ll. e 12,860 12,460 12,460

See accompanying notes to unaudited pro forma condensed consolidated financial information
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Unaudited Pro Forma Condensed Consolidated Statement of Operations
(In thousands, except per share amounts)

Three Months Ended June 30, 2004

Celeritek Pro Forma
Consolidated Adjustments
) Historical (b) Pro Forma
Nt SAIES .. ottt et $ 8,001 $ 4,725 $ 3,276
Cost of goods SOId .« ...t e 4,991 2,960 2,031
Grossprofit........................ e 3,010 1,765 1,245
Operating expenses:
Research and development .............. ... il 1,793 778 1,015
Selling, general, and administrative ....................c...... 2,025 448 1,577
Costs related to shareholder and strategic actions .............. — — —
Special charges......... ... — — —
Amortization of intangible assets . ........ ... ... ... ... ... — — —
Total operating eXpenses . .. ....c.vvue e 3,818 1,226 2,592
Loss from operations ..............ciieiiniiiiiiien.. (808) 539 (1,347)
Impairment of strategic investments ........................... (237) — 237)
Interest income and other........... ... ... . oL, 166 — 166
Interest EXPense . ... vvvu it e (86) — (86)
Loss before income taxes . ......overin e, (965) 539 (1,504)
Provision (benefit) for income taxes ........................... — — —
Netincome (loss) ... i $ (965) $ 539 $(1,504)
Basic and diluted net loss pershare.......................... $ (0.08) $ 0.04 $ (0.12)
Shares used in net loss per share calculation
Basicand diluted ......... .. .. .. .. 12,856 12,856 12,856

See accompanying notes to unaudited pro forma condensed consolidated financial information
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Notes to Unaudited Pro Forma Condensed Consolidated Financial Information of Celeritek, Inc.

Note 1. Basis of Presentation

On July 8, 2004, we entered into an asset purchase agreement and other related agreements with
Teledyne, under which we agreed to sell our defense business to Teledyne for $33.0 million in cash (subject to
a working capital adjustment) and the assumption of specified liabilities related to our defense business.

The unaudited pro forma condensed consolidated balance sheet as of June 30, 2004 gives effect to this
proposed asset sale and the payment of a $25.0 million cash dividend as if they occurred on that date. The
unaudited pro forma condensed consolidated statement of operations for the year ended March 31, 2004 and
the quarter ended June 30, 2004 give effect to this proposed asset sale as if it occurred on April 1, 2003.

Note 2. Pro Forma Adjustments

Adjustments to present the unaudited pro forma condensed consolidated financial statements are set forth
below. The pro forma adjustments only give effect to amounts that are directly attributable to the proposed
asset sale:

a. These adjustments reflect the removal from our balance sheet of the assets purchased and the
liabilities assumed by Teledyne under the terms of the asset purchase agreement, the cash received as a
result of the asset purchase agreement less $1.4 million in expenses, and the effect of the payment of a
$25.0 million cash dividend, as if these events occurred on June 30, 2004. The debt and capital leases
were subsequently paid in full and will not be assumed by Teledyne.

b. These adjustments reflect the elimination of the revenue and direct costs of our defense business
as if the proposed asset sale had occurred on April 1, 2003. The pro forma income statement does not
include the impact of the proposed asset sale to our net income.
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Unaudited Historical Condensed Financial Information of the Subsystem Defense Business

The following Unaudited Condensed Statements of Net Assets present the assets related to our defense
business that we will sell, and the liabilities that we will assign, to Teledyne in connection with the proposed
asset sale as of March 31, 2003 and 2004. The debt and capital leases reflected in the Statements of Net
Assets were repaid in full in July 2004.

The following Unaudited Condensed Subsystems Defense Statements of Revenue and Direct Costs
present the net sales and direct costs and expenses of our subsystems business for our fiscal years ended
March 31, 2002, 2003 and 2004. These financial statements reflect the results of our subsystems business for
the periods presented, which included sales of our GaAs-based subsystems into the wireless communications
infrastructure market and the defense market. In 2001, the wireless infrastructure markets experienced a
major decline as a result of the overall slowdown in the economy, overcapacity in the wireless infrastructure
markets and excess inventory levels. As a result, we refocused our design and marketing efforts for our GaAs-
based subsystem products on the defense markets. We currently derive substantially all of our GaAs-based
subsystems revenue from defense customers. We are proposing to sell the assets related to the GaAs-based
subsystem product line to Teledyne in the asset sale transaction described in this proxy statement.

We have not historically collected separate financial data for our semiconductor components business and
our GaAs-based subsystem defense business. As a result, the financial statements below include only the
direct costs of our defense business and do not reflect the operation of our defense business on a stand-alone
basis or any adjustments that would estimate the results of our defense business if it was operated as a stand-
alone entity or by a third party. For example, a significant portion of our overhead expense is related to our
GaAs fabrication facility and related functions, which supports both of our businesses. We will retain this
facility following the completion of the proposed asset sale and the financial statements below do not reflect
any allocation of the costs and expenses of operating this facility to our defense business, which is an indirect
cost of our defense business, and also do not reflect any adjustment to the direct costs of the semiconductor
components produced by this facility and utilized by our defense business.

For purposes of the following historical statements, the direct cost of goods sold includes direct material
and labor costs and manufacturing overhead costs that were directly related to the production of the subsystem
products, but does not include the cost of the fabrication facility. The direct operating expenses include
research and development costs directly related to the design of subsystem products, but does not include the
research and development costs related to semiconductor devices incorporated into the subsystem products.
The direct operating costs also include selling expenses directly attributable to the subsystem products.
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Subsystem Defense
Unaudited Condensed Statements of Net Assets

March 31,
2004 2003
(In thousands)
Assets:
Current assets: _
Accounts receivable, net .......... .. ...... B $3,864  $2,577
INVENTOTIES .. ot 1,666 . 1,780
Prepaid eXpenses .. ... ... i 42 4
Total CUITent asSets . .. ..o o 5,572 4,399
Property and equipment, net......................... e _L157 1,116
TOtal ASSEES . o\ vttt e $6,729  $5,515
Liabilities:
Current liabilities: ‘
Accrued Payroll ...t $ 856 $ 640
Accrued labilities . ... .. .. .. 827 389
Current portion of long-term debt . ... ... ... . e 215 401
Current obligations under capital leases .. ........ ... ... . . i, 88 366
Total current liabilities . ... ... .. . . 1,986 1,796
Long-term debt, less CUrrent portion .. .......cvvurit ettt 0 228
Noncurrent obligation under capital leases . ..................... ... .. ... ..., 0 526
Total Habilities . .. ..ottt i e e 1$1,986  $2,550
N @SSEES . . .o $4,743  §2,965
Unaudited Condensed Subsystem Defense Statements of Revenue and Direct Costs
‘ March 31,
2004 2003 2002
(In thousands)
Defense net sales. ... ...t $19,125  $19,085  $20,334
Commercial net sales . ... e 565 1,040 6,160
Total subsystem net SALES . s 19,690 20,125 26,694
Direct costs and expenses
Costof goods sOld. . .. ... . e 11,555 11,984 21,116
Research and development .......... ... ... .. ... . .. .. ... 2,356 1,910 1,674
S N .« ot 1,495 1,382 1,839
Total direct costs and eXpenses . ........ovveieetinerrneenen.. 15,406 15,276 24,629
Excess of revenues over direct costs and expenses ..................... $ 4284 $ 4849 § 2,065
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Transaction Agreements Relating to the Proposed Asset Sale

We have entered into the following transaction agreements with Teledyne in connection with the
proposed asset sale:

« An Asset Purchase Agreement, dated as of July 8, 2004;
+ A Supply Agreement, dated as of July 8, 2004; and
» A Real Property License Agreement, dated as of July 8, 2004.

In addition, if we complete the proposed asset sale, we will enter into a transition services agreement and
one or more novation agreements with Teledyne.

" Finally, our directors and the investment funds that they represent and which hold shares of our common
stock have entered into voting agreements with Teledyne.

The material terms of the foregoing transaction agreements are summarized below.

The Asset Purchase Agreement

The following is a description of the material terms of the asset purchase agreement. The following
description does not purport to describe all of the terms and conditions of the asset purchase agreement. The

full text of the asset purchase agreement is attached to this proxy statement as Annex A and is incorporated by .

reference. You are urged to read the asset purchase agreement in its entirety because it is the legal document
that governs the terms and conditions of the proposed asset sale.

Transferred Assets

We are proposing to sell our defense business by transferring to Teledyne all of the assets that we own or
license, and that we use in the operation or conduct of, that busmess Undcr the terms of the asset purchase

i

agreement, the transferred assets will include: ‘ N

+ all of our machinery, equipment, hardware, software, supplies and other tangible property that are
primarily related to our defense business;

« all of our contracts that are primarily related to our defense business;

« all of our permits, licenses, certifications and other governmental authorizations and approvals,
including licenses to export the products that are included among the transferred assets, that are
primarily related to our defense business and that are transferable to Teledyne under applicable law;

+ all of our intellectual property rights (including patents, inventions, trade secrets, copyrights, designs,
databases, domain names and software) in, to or embodied in the products and substrate designs that
are included among the transferred assets;

« all of our technology in the products and substrate designs that are included among the transferred
assets;

« all of our books and records, ledgers, files, documents, correspondence, lists, drawings, creative,
material, advertising and promotional materials, studies, reports, customer lists, sales data, product
documentation and other printed or written materials that are primarily related to our defense business;

« all of our claims, actions or suits, judgments, causes of action or other rights of any nature that are
primarily related to our defense business (other than tax refunds), and all of our rights to recover
damages for the breach, infringement or misappropriation of any of the transferred assets;

« all of our notes, debentures and accounts receivable that are primarily related to our defense business;

« certain of our advance payments, prepaid items and expenses and deferred charges that are primarily
related to our defense business;
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all of our other current assets that are primarily related to our defense business; and

all of our goodwill and going concern value arising out of our defense business.

Excluded Assets

Under the terms of the asset purchase agreement, Teledyne will not acquire any of our assets other than
the transferred assets described above. Specifically, Teledyne will not acquire:

any of our right, title and interest in and to any real property, whether owned or leased by us (except as
provided in the real property license agreement described below);

any of our right, title and interest in and to any insurance policies, whether or not related to our defense
business or the transferred assets described above; and

any of our right, title and interest in and to our employee benefit plans and the assets of those plans.

Assumed Liabilities

Under the terms of the asset purchase agreement, Teledyne will assume all of our liabilities and other
obligations arising on or after the completion of the proposed asset sale which are related to the transferred
assets described above, the products that are included among the transferred assets described above, or our
defense business. The liabilities and other obligations that Teledyne will assume from us in connection with
the proposed asset sale include:

all current liabilities of our defense business, totaling approximately $1.8 million, that are reflected on
or reserved against in a working capital statement that we will deliver to Teledyne at the completion of
the proposed asset sale;

our severance obligations to those employees identified by us as primarily employed by the defense
business to whom Teledyne does not offer employment, or those employees who receive and reject
offers of employment, by Teledyne in connection with the proposed asset sale, subject to certain
limitations; and

our obligations to pay sales commissions to third party sales representatives in connection with sales of
products that are included among the transferred assets described above.

Excluded Liabilities

Under the terms of the asset purchase agreement, Teledyne will not assume any of our liabilities or other
obligations other than the assumed liabilities described above. Specifically, Teledyne will not assume:

any of our liabilities arising prior to the completion of the proposed asset sale under the contracts that
are included among the transferred assets described above;

any of our liabilities arising prior to the completion of the proposed asset sale out of or related to the
products that are included among the transferred assets described above;

except as otherwise provided in the real property license agreement described below, any of our
liabilities arising out of or related to our ownership or use of any facility owned, leased or operated by

us, including our Santa Clara, California facilities;

any of our liabilities that we incur prior to the completion of the proﬁosed asset sale and arise out of or
relate to any of our employees who are being hired by Teledyne in connection with the proposed asset
sale;

any of our liabilities arising out of or related to our employee benefit plans, except for certain severance
obligations described above;
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» any of our liabilities for taxes for any taxable periods, or portions thereof, ending on or before the
completion of the proposed asset sale, except for certain straddle period taxes which would be prorated
between us and Teledyne as described below; and

. any of our liabilities arising out of or related to any reports, schedules, forms or registration statements
that we file with the Securities and Exchange Commission.
Purchase Price

Teledyne has agreed to pay $33,000,000 in cash for our defense business. In addition, if the net working
capital of our defense business at the completion of the proposed asset sale exceeds $3,808,013, then Teledyne
has agreed to pay us the difference. However, if the net working capital of our defense business at the
completion of the proposed asset sale is less than $3,808,013, we must pay back to Teledyne the difference.
Under the terms of the asset purchase agreement, the net working capital of our defense business means:

+ the total current assets of our defense business, other than cash and cash equivalents and non-payroll
tax related assets, /ess

» the total current liabilities of our defense business, other than non-payroll tax related liabilities.

Representations and Warranties

Our Representations and Warranties. Under the asset purchase agreement, we made certain customary
representations and warranties to Teledyne, including representations and warranties related to:

» our corporate organization and good standing and other similar corporate matters;

s our corporate power and authority to enter into the transaction agreements and complete the proposed
" asset sale;

« the enforceability of the transactlon agreements related to the proposed asset sale;

+ the authorizations, approvals and consents that we are required to obtain in connection w1th the
transaction agreements and the completion of the proposed asset sale;

» the absence of any conflict between the transaction agreements and the completion of the proposed
asset sale and- our articles of incorporation and bylaws, contracts to which we are a party, and
judgments and laws that apply to us;

« our valid title to the tangible property that is included among the transferred assets described above;
« inventories that are included among the transferred assets described above;
+ contracts that are included among the transferred assets described above;

* our valid title to the intellectual property rights embodied in the products that are included among the
transferred assets described above;

» the validity of the accounts receivables that are included among the transferred assets described above;

» certain employee benefit matters relating to our employees who will be hired by Teledyne in connection
with the proposed asset sale;

 pending or threatened litigation affecting our defense business or the transferred assets described
above;

« certain tax matters relating to our defense business and the transferred assets described above;

» certain environmental matters relating to our defense business and the transferred assets described
above;

* the sufficiency of the transferred assets to conduct our defense business in the manner that we currently
conduct it;
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the accuracy of certain information that we provided to Teledyne in connection with the proposed asset
sale;

the accuracy of the working capital statement that we provided to Teledyne in connection with the
proposed asset sale;

the operations of our defense business since March 31, 2004;

the absence of any fact, change, development, event, effect, condition or occurrence since March 31,
2004 that has had, or could reasonably be expected to have, a material adverse effect on the transferred
assets described above, taken as a whole, our ability to perform our obligations under the transaction
agreements or our ability to complete the proposed asset sale;

our compliance with applicable laws relating to our defense business;

our employment of brokers, advisors or intermediaries entitled to a fee or commission in connection
with the proposed asset sale;

product warranties that we have provided to customers of the products that are included among the
transferred assets described above;

suppliers to, customers of and resellers to our defense business;
transactions between us and our affiliates or related parties;

the accuracy of information that we will file with the Securities and Exchange Commission (or any
other governmental authority) in connection with the proposed asset sale;

our board of director’s approval of the transaction agreements and the proposed asset sale, as well as
our shareholder recommendation regarding the proposed asset sale; and

the delivery of an opinion by our financial advisor regarding the fairness to us, from a financial point of
view, of the consideration provided for in the asset purchase agreement.

Teledyne’s Representations and Warranties. Under the asset purchase agreement, Teledyne made
certain customary representations and warranties to us, including representations and warranties related to:

its corporate organization and good standing, and other similar corporate matters;

its corporate power and authority to enter into the transaction agreements and complete the proposed
asset sale;

the enforceability of the transaction agreements related to the proposed asset sale;

the authorizations, approvals and consents that it is required to obtain in connection with the
transaction agreements and the completion of the proposed asset sale;

the absence of any conflict between the transaction agreements and the completion of the proposed
asset sale and its certificate of incorporation and bylaws, contracts to which it is a party, and judgments
and laws that apply to it;

the sufficiency of its funds to complete the proposed asset sale;

the employment of brokers, advisors or intermediaries entitled to a fee or commission in connection
with the proposed asset sale; and

the accuracy of information that we will file with the Securities and Exchange Commission (or any
other governmental authority) relating to it in connection with the proposed asset sale.
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Covenants

Under the terms of the asset purchase agreement, we have agreed that, at all times prior to the
completion of the proposed asset sale, we will:

carry on our defense business in the usual, regular and ordinary course, in substantially the same
manner as we currently conduct it, and in material compliance with all applicable laws;

pay all of our debts that would otherwise constitute assumed liabilities under the asset purchase
agreement when they are due;

_preserve intact the present business organization of our defense business using commercially reasonable

efforts, consistent with past practices and policies;

keep available the services of our employees who will be hired by Teledyne in connection with the
proposed asset sale using commercially reasonable efforts, consistent with past practices and
policies; and

preserve our relationships with our customers, suppliers, distributors, licensors, licensees and other
persons with whom we have significant business dealings relating to our defense business using
commercially reasonable efforts, consistent with past practices and policies.

We have also agreed that, at all times prior to the completion of the proposed asset sale, we will not, in
each case insofar as our defense business is concerned:

divest, sell, transfer, mortgage, pledge or otherwise dispose of, or encumber, or agree to divest, sell,
transfer, mortgage, pledge or otherwise dispose of, or encumber, any of the transferred assets describe
above, except for sale of tangible property in the ordinary course of business or the incurrence of certain
permitted encumbrances;

increase the compensation or employee benefits of those employees who will be hired by Teledyne in
connection with the proposed asset sale;

modify, amend or terminate any contract that is included among the transferred assets described above,
or enter into any new contracts or agreements with respect to our defense business involving payments
in excess of $100,000 in the aggregate, other than in the ordinary course of business;

make any change to the accounting methods, principles or practices of our defense business, except as
may be required by United States generally accepted accounting principles;

enter into any settlement agreements involving payments in excess of $50,000 in the aggregate or which
would restrict our defense business with respect to any pending or threatened litigation or claim relating
to it;

make any capital expenditure related to our defense business in excess of $100,000 in the aggregate;

make any material change in the methods of manufacture, management or operation of our defense
business;

make any capital investment in, any loan to, or any acquisition of the securities or assets of any other

~ person that would be included among the transferred assets describe above;

to the extent related to our defense business or the transferred assets described above, incur or assume
any long-term or short-term debt or assume, guarantee, endorse or otherwise become liable or
responsible for the obligations of any other person; or

authorize or agree to take any of the foregoing actions.

No Solicitation of Competitive Proposals

Under the terms of the asset purchase agreement, we have agreed to immediately cease any discussions
with any third party (other than Teledyne) with respect to any sale of our defense business. In addition, we
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have agreed not to take any action that is intended to facilitate any inquiries or the making of any offer for, or
proposed transfer of, all or a portion of the transferred assets described above or our defense business by a
person other than Teledyne (other than any offer for, or proposed transfer of, any inventory comprising part of
the transferred assets described above in the ordinary course of business), or participate in any discussions or
negotiations regarding the foregoing, directly or indirectly or through our officers, directors, affiliates or
representatives.

Except as specifically permitted, we have agreed that our board of directors will not, in a manner adverse
to Teledyne, withdraw or modify its recommendation in favor of the approval of the proposed asset sale, and
will not approve or recommend any offer for, or proposed transfer of, all or a portion of the transferred assets
described above (other than inventory comprising part of the transferred assets described above in the ordinary
course of business) or our defense business by a person other than Teledyne, or cause us to enter into any
letter of intent, agreement in principle, acquisition agreement or other similar agreement related to any of the
foregoing.

Notwithstanding the foregoing restrictions, nothing in the asset purchase agreement prevents our board of
directors from withdrawing or modifying its recommendation in favor of the approval of the proposed asset
sale at any time prior to the time at which our shareholders have duly approved the proposed asset sale under
applicable law, if:

¢ we receive (under circumstances that do not arise out of a breach of the asset purchase agreement) an
unsolicited bona fide written offer from a third party to consummate a proposed transfer of all or a
portion of the transferred assets described above (other than a proposed transfer of any inventory
comprising part of the transferred assets described above in the ordinary course of business) or our
defense business on terms that our board of directors determines in good faith, after consulting with its
financial advisor and taking into account the purchase price (which must be greater than the
consideration to be paid by Teledyne in connection with the proposed asset sale) and other terms,
conditions and aspects of such proposal to be more favorable to our shareholders than the terms of the
proposed asset sale to Teledyne, and such proposal has not been withdrawn; and

s our board of directors determines in good faith, after considering applicable law and after consulting
with its outside counsel, that, in light of the foregoing proposal, the withdrawing or modifying of its
recommendation is consistent with its fiduciary duties to our shareholders under applicable law.

In addition, nothing in the asset purchase agreement prohibits our board of directors from taking actions
to comply with our obligations under Rules 14e-2(a) and 14d-9 under the Securities Exchange Act of 1934, as
amended, or making any disclosure that is required to enable our board of directors to comply with its
fiduciary duty of candor to our shareholders under applicable law.

Under the terms of the asset purchase agreement, we have also agreed to promptly advise Teledyne, both
orally and in writing, of any offer for, or proposed transfer of, all or a portion of the transferred assets described
above (other than inventory comprising part of the transferred assets described above in the ordinary course of
business) or our defense business by a person other than Teledyne (whether or not such proposal meets the
criteria described in the first bullet point above), and the material terms and conditions of such offer or
proposal, inciuding the identity of the third party making it, as well as any request for our confidential
information, whether in connection with the receipt of any offer or proposal of the nature describe above.

Non-Competition Agreements

Under the terms of the asset purchase agreement, we have agreed that, for a period of four years following
the completion of the proposed asset sale, we will not directly or indirectly:

» engage in, manage or direct any persons engaged in any business competitive with or directly related to
our defense business;

* acquire or have an ownership interest in any entity that derives revenues from any business in
competition with our defense business; or
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s participate in the management or control of any entity or business that derives revenues from any
business in competition with our defense business;

anywhere in the world where we currently conduct our defense business, including the United States, the
European Union, Israel, Japan and Korea.

We and Teledyne have further agreed that the foregoing restrictions prevent us from engaging in the sale
of connectorized and/or hermetic modules that are functionally equivalent to those products that are included
among the transferred assets described above, including, for example, power amplifiers, low noise amplifiers
and multifunctional modules.

Non-Solicitation of Transferred Employees

Under the terms of the asset purchase agreement, we have agreed that, for a period of two years following
the completion of the proposed asset sale, we will not hire, or directly or indirectly solicit, encourage or take
any other action that is intended to induce, influence or encourage any of our employees who accept
employment with Teledyne in connection with the proposed asset sale to terminate his or her employment
relationship with Teledyne.

However, the foregoing prohibitions do not apply to solicitations or employment resulting from general
advertisements appearing in newspapers, trade journals or other media not targeted toward Teledyne’s
employees. Furthermore, if Teledyne terminates the employment of any of the employees described above
following the completion of the proposed asset sale, then we may hire, or take any other action that is intended
to solicit or encourage, any of those employees.

Employee Matters

Under the terms of the asset purchase agreement, Teledyne has agreed that, prior to the completion of
the proposed asset sale, it will make employment offers to those employees identified by us as working in our
defense business. Those employment offers will be effective and contingent upon the completion of the
proposed asset sale. Teledyne has further agreed that such transferred employees would be permitted to
participate in (subject to the terms of) its benefit plans, other than its defined benefit pension and severance
plans. We have agreed to amend our 401 (k) plan to allow the employees of the defense business who have
loans with such plan to roll those loans, together with their account balances, over into Teledyne’s 401 (k)
plan.

The terms of the asset purchase agreement do not prohibit Teledyne from terminating the employment of
any transferred employee following the completion of the proposed asset sale. However, Teledyne has agreed
to assume certain of our severance obligations under our severance policy with respect to the transferred
employees. In particular, Teledyne has agreed to fully assume our severance obligations with respect to
specified key employees. Teledyne has also agreed to assume our severance obligations to those employees
identified by us as working in our defense business if Teledyne does not make an offer of employment to such
employee in connection with the proposed asset sale. In the event that one or more of such employees (other
than key employees) refuses Teledyne’s offer of employment, Teledyne has agreed to assume our severance
obligations with respect to those employees up to an aggregate amount of $50,000. We will be responsible for
any severance payments to those employees that exceed $50,000 in the aggregate.

Tax Matters

Under the terms of the asset purchase agreement, we have agreed to prepare, file and make payments for
all tax returns required in connection with our operation of our defense business prior to the completion of the
proposed asset sale. Teledyne has agreed to prepare, file and make payments for all tax returns required in
connection with its operation of our defense business after the completion of the proposed asset sale. The
parties have agreed to pay, on a prorated basis, taxes covering straddle periods that begin prior to the
completion of the proposed asset sale and end after the completion date.
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Closing Conditions

Our Conditions. Our obligation to complete the proposed asset sale is subject to the following
conditions:

the affirmative vote of the holders of a majority of the votes represented by the outstanding shares of

“our common stock, approving the asset purchase agreement and the proposed asset sale;

the satisfaction of any and all waivers, consents, authorizations, qualifications or other orders issued by
any governmental authority reasonably deemed necessary to complete the proposed asset sale
(although we do not believe that we require any such governmental waivers, consents, authorizations,
qualifications or other orders to complete the proposed asset sale);

the absence of any rule, injunction or other order (whether iemporary, preliminary or permanent)
which is in effect and which has the effect of making the proposed asset sale illegal or otherwise
prohibiting the completion of the proposed asset sale;

the absence of any temporary restraining order, preliminary or permanent injunction or other order
issued by any court of competent jurisdiction or other legal restraint or prohibition preventing the
completion of the proposed asset sale or any proceeding brought by a governmental authority seeking
any of the foregoing;

the accuracy of all of Teledyne’s representations and warranties that are qualified by materiality on the
date that we signed the asset purchase agreement and on the date that we complete the proposed asset
sale (or on the specific date referenced in any such representations and warranties), as well as the
accuracy in all material respects of all of Teledyne’s representations and warranties that are not
qualified by materiality on the date that we signed the asset purchase agreement and on the date that
we complete the proposed asset sale (or on the specific date referenced in any such representations and

- warranties); and

Teledyne’s performance in all material respects of all of its covenants and obligations under the asset
purchase agreement to be performed or complied with by Teledyne prior to the completion of the
proposed asset sale.

Teledyne’s Conditions. Teledyne’s obligation to complete the proposed asset sale is subject to the
following conditions:

the affirmative vote of the holders of a majority of the votes represented by the outstanding shares of
our common stock, approving the asset purchase agreement and the proposed asset sale;

the satisfaction of any and all waivers, consents, authorizations, qualifications or other orders issued by
any governmental authority reasonably deemed necessary to complete the proposed asset sale
(although we do not believe that we require any such governmental waivers, consents, authorizations,

qualifications or other orders to complete the proposed asset sale);

the absence of any rule, injunction or other order (whether temporary, preliminary or permanent)
which is in effect and which has the effect of making the proposed asset sale illegal or otherwise

prohibiting the completion of the proposed asset sale;

the absence of any temporary restraining order, preliminary or permanent injunction or other order
issued by any court of competent jurisdiction or other legal restraint or prohibition preventing the
completion of the proposed asset sale or any proceeding brought by a governmental authority seeking
any of the foregoing;

the accuracy of all of our representations and warranties that are qualified by materiality on the date
that we signed the asset purchase agreement and on the date that we complete the proposed asset sale
(or on the specific date referenced in any such representations and warranties), as well as the accuracy
in all material respects of all of our representations and warranties that are not qualified by materiality
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on the date that we signed the asset purchase agreement and on the date that we complete the
proposed asset sale (or on the specific date referenced in any such representations and warranties);

» our performance in all material respects of all of our covenants and obligations under the asset
purchase agreement to be performed or complied with by us prior to the completion of the proposed
asset sale; and

» the collection of certain waivers, consents and authorizations from third parties that Teledyne has
deemed necessary to complete the proposed asset sale.

Indemnification

Our Indemnification Obligations. Under the terms of the asset purchase agreement, we have agreed to
indemnify Teledyne and its direct and indirect subsidiaries, and each of their respective officers, directors and
employees, from and against any damages imposed upon, suffered or incurred by any of them resulting from,
arising out of, relating to, or by reason of:

» any inaccuracy of any of our representations or warranties in the asset purchase agreement or any
certificate, instrument or other document that we deliver to Teledyne in connection with the proposed
asset sale; )

« any fajlure by us to perform or comply in all material respects with any of our obligations, covenants or
agreements (or in all respects with respect to certain obligations, covenants and agreements) in the
asset purchase agreement or any certificate, instrument or other document that we deliver to Teledyne
in connection with the proposed asset sale;

« any of the excluded liabilities describe above that Teledyne is not assuming from us under the asset
purchase agreement in connection with the proposed asset sale; and

» any transfer taxes and straddle period taxes that are payable by us under the asset purchase agreement.

However, we generally are not required to indemnify Teledyne or any other indemnified party described
above for damages arising out of our inaccurate representations and warranties (other than our representations
and warranties regarding our authority to complete the proposed asset sale) until such damages exceed
$400,000 in the aggregate, and then only for the damages that exceed that amount. Furthermore, we are not
required to indemnify Teledyne or any other indemnified party described above for damages arising out of our
inaccurate representations and warranties (other than our representations and warranties regarding our
authority to complete the proposed asset sale and our taxes) that exceed $8,250,000 unless such damages arise
out of fraud. We are not required to indemnify Teledyne for any special, consequential, incidental, punitive or
exemplary damages unless it is required to pay such damages to the government or a third party in connection
with the matter that forms the basis of an indemnification claim. Finally, our indemnification obligations to
Teledyne under the asset purchase agreement (other than with respect to excluded liabilities) will be offset
against any related third party recoveries and insurance proceeds that Teledyne receives, and all indemnity
obligations will be offset against any related tax benefits that Teledyne receives, in connection with the matter
that forms the basis of an indemnification claim.

Teledyne’s Indemnification Obligations. Under the terms of the asset purchase agreement, Teledyne
has agreed to indemnify us and our direct and indirect subsidiaries, and each of our respective officers,
directors and employees, from and against any damages imposed upon, suffered or incurred by any of us
resulting from, arising out of, relating to, or by reason of:

+ any inaccuracy of any of its representations or warranties in the asset purchase agreement or any
certificate, instrument or other document that it delivers to us in connection with the proposed asset
sale;

« any failure by it to perform or comply in all material respects with any of its obligations, covenants or
agreements (or in all respects with respect to certain obligations, covenants and agreements) in the
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asset purchase agreement or any certificate, instrument or other document that it delivers to us in
connection with the proposed asset sale;

+ any of the assumed liabilities describe above that Teledyne is assuming from us under the asset
purchase agreement in connection with the proposed asset sale; and

~» any transfer taxes and straddle period taxes that are payable by it under the asset purchase agreement.

However, Teledyne generally is not required to indemnify us or any other indemnified party described
above for damages arising out of its inaccurate representations and warranties (other than its representations
and warranties regarding its authority to complete the proposed asset sale) until such damages exceed
$400,000 in the aggregate, and then only for the damages that exceed that amount. Furthermore, Teledyne is

“not required to indemnify us or any other indemnified party described above for damages arising out of its
inaccurate representations and warranties (other than its representations and warranties regarding its authority
to complete the proposed asset sale) that exceed $8,250,000 unless such damages arise out of fraud. Teledyne
is not required to indemnify us for any special, consequential, incidental, punitive or exemplary damages
unless we are required to pay such damages to the government or a third party in connection with the matter
that forms the basis of an indemnification claim. Finally, Teledyne’s indemnification obligations to us under
‘the asset purchase agreement will be offset against any related third party recoveries and insurance proceeds
that we receive, and any related tax benefits that we receive, in connection with the matter that forms the basis
of an indemnification claim.

Termination
The asset purchase agreement may be terminated at any time prior to the closing date:
+ by mutual written consent of the parties;

. » by either us or Teledyne upon written notice to the other party if the closing does not occur on or prior
to December 31, 2004;

* by either us or Teledyne, if our shareholders do not approve of the proposed asset sale by requisite vote
at our annual meeting described in this proxy statement;

» by either us or Teledyne, if any final non-appealable court order or injunction effectively prevents us
from completing the proposed asset sale and, prior to such termination, the parties have used our
respective commercially reasonable efforts to resist, resolve or lift, as applicable, such order or
injunction;

» by either us or Teledyne, if any statute, rule, regulation or order enacted, promulgated or issued or
deemed applicable to the proposed asset sale by any governmental authority would make it illegal to
complete the proposed asset sale;

» by Teledyne, if it is not in material breach of its obligations under the asset purchase agreement, and
we have breached any of our representations or warranties, covenants or agreements under the asset
purchase agreement such that any of the conditions to Teledyne’s obligation to complete the proposed
asset sale would not be satisfied;

* by us, if we are not in material breach of our obligations under the asset purchase agreement, and
Teledyne has breached any of its representations or warranties, covenants or agreements under the
asset purchase agreement such that any of the conditions to our obligation to complete the proposed
asset sale would not be satisfied;

by us, if before January 8, 2005, our board of directors, in compliance with the requirements of the
asset purchase agreement, authorizes us to enter into a definitive agreement for a transaction that is
superior to the proposed asset sale and Teledyne does not make an offer more favorable than such
superior transaction within five business days following its receipt of our written intention to do so; or
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« by Teledyne, if our board of directors, in a manner adverse to Teledyne, publicly withdraws its
recommendation of the asset purchase agreement or approves, recommends or takes a neutral position
with respect to any competing proposal from a third party.

Termination Fees

Under the terms of the asset purchase agreement, we have agreed to pay Teledyne a termination fee of
$1.65 million if Teledyne terminates the asset purchase agreement under either of the circumstances described
in the final two bullet points above under the heading “— Termination,” provided that Teledyne has satisfied
the conditions to completing the proposed asset sale that are within its control.

In addition, we have agreed to pay Teledyne the termination fee of $1.65 million if either we or Teledyne
terminate the asset purchase agreement under the circumstances described under the third bullet point above
under the heading “— Termination,” provided that:

» Teledyne has satisfied the conditions to completing the proposed asset sale that are within its
control; and

+ a third party has publicly announced and not withdrawn a competing proposal; and

‘s within twelve months after the termination of the asset purchase agreement, we enter into any letter of
intent or other agreement with respect to that competing proposal.

Other Expenses

Teledyne and we are responsible for our own costs and expenses that we incur in connection with the
proposed asset sale. However, the parties have agreed to equally share the payment of any transfer taxes that
are payable in connection with the proposed asset sale.

The Supply Agreement

In connection with the asset purchase agreement, the parties have entered into a supply agreement under
which we will supply Teledyne with certain products. Earlier this year, Teledyne purchased $45,000 worth of
our semiconductor components. Otherwise, Teledyne has never purchased semiconductor components from
us. We anticipate that sales to Teledyne under the supply agreement will not represent a material portion of
our net sales during the term of the agreement.

Under the supply agreement, we have agreed to sell Teledyne certain GaAs semiconductor components
under most favored pricing terms. Teledyne must use the products sold under the supply agreement for the
sole purpose of incorporating them into Teledyne’s products. After the first three months, Teledyne has no
minimum purchase requirements. During the term of the supply agreement, Teledyne has agreed to grant us a
worldwide, non-exclusive, royalty-free right and license to use, produce and distribute certain substrate designs
of Teledyne on behalf of Teledyne.

The supply agreement has a term of three years effective upon the closing of the asset purchase
agreement. Either party may terminate the supply agreement for breach of the other party. If we undergo a
change of control following the closing, our successor in interest may terminate the supply agreement upon six
months prior written notice to Teledyne, and Teledyne shall have the right to make a last-time buy for its good
faith reasonable estimate of product for the next 18 months. Neither party may assign the agreement without
prior written consent of the other party except for assignment to a successor-in-interest to all or substantially
all of the business or assets of the assigning party.

The form of the supply agreement is attached as Annex B to this proxy statement and you are urged to
read the form of the supply agreement carefully and in its entirety.

In connection with the supply agreement, we have agreed to enter into an escrow agreement with
Teledyne under which we will deposit certain specifications and licenses for the devices to be sold under the
supply agreement. In the event that we cease sale of the devices or enter into bankruptcy proceedings, the
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deposit of specifications and licenses will be released to Teledyne. In the event of such release, Teledyne must
pay us a royalty of 10% on each device that it manufactures and sells to a third party. The term of the
deposited licenses is three years commencing upon the closing of the transaction.

The Real Property License Agreement

In connection with the asset purchase agreement, we have entered into a real property license agreement
with Teledyne under which Teledyne will license approximately 25,000 square feet of our approximately
54,000 square foot facility located at 3236 Scott Boulevard, Santa Clara, California. The real property license
agreement becomes effective upon the closing of the transaction for a term of six months following closing. In
exchange for the license, Teledyne will pay us $59,992 per month. Teledyne may not assign the real property
license agreement without our written consent. Teledyne may terminate the real property license agreement
upon thirty days prior written notice to us.

Transition Services Agreement

As soon as practicable and in connection with the asset purchase agreement, we will enter into a
transition services agreement with Teledyne pursuant to which we will provide to Teledyne certain transition
services at cost (including financial, IT and facilities support) for up to six months following the closing in
exchange for negotiated fees and expenses.

Novation Agreements

In connection with the asset purchase agreement and as soon as reasonably practicable after the closing,
we have agreed to enter into novation agreements with contracting officers of the transferred government
contracts. Subject to the terms of the asset purchase agreement, the novation agreements will transfer and
assign all of our rights, interests, obligations and liabilities under each transferred government contract to
Teledyne.

Voting Agreements

In order to provide an incentive for Teledyne to enter into the asset purchase agreement, each of our
directors and their affiliated investment funds that hold our shares, who as of July 8, 2004 together held
approximately 9.3% of the outstanding shares entitled to vote at the annual meeting, executed voting
agreements and irrevocable proxies with Teledyne dated July 8, 2004.

In the voting agreement, each director agreed to:

+ vote his shares and the shares he owns beneficially, and any newly acquired shares, in favor of the asset
purchase agreement and the proposed asset sale;

» vote his shares and the shares he owns beneficially, and any newly acquired shares, against any
competing third-party proposal to purchase our defense business; and

+ grant an irrevocable proxy to Teledyne to vote his shares and the shares he owns beneficially, and any
newly acquired shares, as required by the voting agreements.

Furthermore, each director agreed not to:

» sell, pledge, encumber, grant an option with respect to, transfer or dispose of his shares or the shares he
owns beneficially, or any newly acquired shares, or any interest in such shares to any person other than
Teledyne unless such person agrees in writing to abide by the terms of the voting agreement;

* deposit his shares or the shares he owns beneficially, and any newly acquired shares, in a voting trust; or

 grant a proxy or enter into a voting or similar agreement with respect to his shares or the shares he
owns beneficially, and any newly acquired shares, other than those rights granted to Teledyne in the
voting agreement.
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In addition, each director has agreed to be prohibited from engaging in solicitations of any competing
third party proposal to purchase our defense business similar in scope and restriction as the prohibitions on
solicitations agreed to by us in the asset purchase agreement described above.

The voting agreements terminate upon the earlier of the consummation of the asset sale or the valid
termination of the asset purchase agreement. The form of the voting agreement is attached as Annex C to this
proxy statement and you are urged to read the form of the voting agreement carefuily and in its entirety.

PROPOSAL TWO
ELECTION OF DIRECTORS

General

We currently have seven members on our board of directors. All seven of the incumbent directors are
nominees. There are no family relationships among any of our directors or executive officers, including any of
the nominees. Unless otherwise instructed, the holders of proxies solicited by this proxy statement will vote the
proxies received by them for the seven nominees. In the event that any nominee is unable or declines to serve
as a director at the time of the annual meeting, the proxy holders will vote for a nominee designated by the
present board of directors to fill the vacancy. We are not aware of any reason that any nominee will be unable
or will decline to serve as a director. The term of office of each person elected as a director will continue until
the next annual meeting or until his successor has been elected and qualified.

Nominees

The names of the nominees for the board of directors, their ages as of July 26, 2004 and certain
information about them, are set forth below.

Director or

Executive
Name Age Position Officer Since
Tamer Husseini(4) ................. 61  Chairman of the Board, President 1984
» and Chief Executive Officer
Robert J. Gallagher(1)(2)(3)(5) .... 60  Director 1998
J. Michael Gullard(1)(3)(5) ........ 59  Director 2003
Lloyd I. Miller, III(4) .............. 50  Director 2003
Bryant R. Riley(1)(2)}(5) ........... 37  Director 2003
Michael B. Targoff(3) .............. 60  Director 2003
Charles P. Waite(2)................ 74  Director 1984

(1) Membér of the Audit Committee.

(2) Member of the Compensation Committee.

(3) Member of the Corporate Governance and Nominating Committee.
(4) Member of the Stock Option Committee.

(5) Member of the Strategy Committee.

Tamer Husseini, a founder of our company, has served as our company’s Chairman of the Board,
President and Chief Executive Officer since our company was founded in 1984. Prior to founding our
company, Mr. Husseini was employed by Granger Associates, a telecommunications company, as Vice
President from 1982 until 1984, Before joining Granger Associates, Mr. Husseini was employed by Avantek,
Inc., a manufacturer of integrated circuits and components for wireless communications applications and now
a division of Agilent Technologies, from 1972 until 1982, last serving as General Manager of the Microwave
Transistor Division. Mr. Husseini has a B.S.E.E. from the University of Texas.
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Robert J. Gallagher was appointed to the board of directors in October 1998. From 1983 to December
2000, Mr. Gallagher was employed by Acuson Corporation, a manufacturer of medical ultrasound imaging
systems. Mr. Gallagher joined Acuson in January 1983 as Vice President, Finance and Chief Financial
Officer, became Executive Vice President in March 1991, was Chief Operating Officer from January 1994
until March 1999, and was President of Acuson from May 1995 until November 1997, when he was appointed
Vice Chairman of the Board. He retired as Chief Operating Officer in March 1999, but remained Senior Vice
President until February 2000. In February 2000, Mr. Gallagher again served as President and Chief
Operating Officer of Acuson until his retirement in January 2001. Mr. Gallagher has a B.S. and a B.A. from
Rutgers University and an M.B.A. from Stanford University.

J. Michael Gullard was appointed to the board of directors in May 2003. Since 1984, Mr. Gullard has
served as a general partner of Cornerstone Management, a venture capital and consulting firm that provides
strategic focus and direction for technology companies primarily in the software and data communications
industries. He is also chairman of the board of Netsolve, Inc., a Nasdaq listed company, and serves on the
board of directors of JDA Software Group, Inc., a Nasdaq listed company. Mr. Gullard’s 27 years in the
technology industry include a number of executive and management posts at Telecommunications Technology
Inc. and the Intel Corporation. He holds a B.A and an M.B.A from Stanford University.

Lioyd I. Miller, III was appointed to the board of directors in May 2003. Mr. Miller is a director of
Stamps.com, Aldila, Inc., Synergy Brands, Inc., Remote Dynamics, Inc. and American Banknote Corpora-
tion. Mr. Miller is also a member of the Chicago Board of Trade and the Chicago Stock Exchange. Mr. Miller
previously served on the board of directors of several companies, including Denny’s Corporation, Anacomp,
Inc., Vulcan International and American Controlled Industries. Mr. Miller received his B.A. from Brown
University.

Bryant R. Riley was appointed to the board of directors in May 2003. Mr. Riley has served as the
Chairman and Chief Executive Officer of B. Riley and Co., Inc., a stock brokerage firm, from 1997 to the
present. Mr. Riley also has served as the Chairman and Chief Executive Officer of Riley Investment
Management, LLC, an investment management company, since founding the company. in 2000. From 1995 to
1997, Mr. Riley was an equity salesman with Dabney/Resnick Inc., a stock brokerage firm. Mr. Riley is a
director of Aldila, Inc. He received his B.S. in Finance from Lehigh University.

Michael B. Targoff was appointed to the board of directors in May 2003. Mr. Targoff is the owner of
Michael B. Targoff & Co., a company he founded in January 1998 that seeks active or controlling investments
in telecommunications and related industry early stage companies. From January 1996 through January 1998,
Mr. Targoff was President and Chief Operating Officer of Loral Space and Communications Ltd. Mr. Targoff
had been Senior Vice President of Loral Corporation prior to the combination of Loral’s defense electronics
and systems integration businesses with Lockheed Martin in 1996. Mr. Targoff also serves on the board of
directors of Leap Wireless International Inc., ViaSat, Inc. and Infocrossing Inc. Mr. Targoff has a B.A. from
Brown University and a J.D. from Columbia University School of Law.

Charles P. Waite has served on the board of directors since our company was founded in 1984. He has
been with Greylock, a vénture capital firm, since 1966 and is currently a special limited partner there.
Mr. Waite has a B.S. from the University of Connecticut and an M.B.A. from Harvard University.

Vote Required

Directors shall be elected by a plurality vote. The seven nominees for director receiving the highest
number of affirmative votes of the shares entitled to be voted for them shall be elected as directors. Votes
against, abstentions and broker non-votes have no legal effect on the election of directors due to the fact that
such elections are by a plurality.

Board Meetings and Committees

During the fiscal year ended March 31, 2004, our board of directors held 21 meetings. Each director is
expected to attend each meeting of our board and those board committees on which he serves. Each
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incumbent director, other than Mr. Targoff, who serves on the Corporate Governance and Nominating
Committee, attended in person or by telephone at least 75% of our board and board committee meetings
required to be atténded by him in the fiscal year ended March 31, 2004. Certain matters were approved by our
board or a committee of our board by unanimous written consent.

Our board of directors currently has a standing Audit Committee, Compensation Committee, Corporate
Governance and Nominating Committee, Strategy Committee and Stock Option Committee. The Audit
Committee, Compensation Committee and Corporate Governance and Nominating Committee each has a
written charter that has been approved by our board of directors and can be viewed at our website at
http:/ /www.celeritek.com.

Audir Commitree

Our Audit Committee consists of Messrs. Gallagher, Gullard and Riley, each of whom meets the
independence and financial literacy requirements of the Nasdaq rules and the independence requirement$ of
the SEC. The Audit Committee held twelve meetings during fiscal year 2004, Our board of directors has
determined that Mr. Gallagher is an “audit committee financial expert” as that term is defined in Item 401 (h)
of Regulation S-K of the Securities Act of 1933, as amended. The Audit Committee oversees our financial
reporting process; reviews the external auditors’ proposed audit scope, compensation, approach and indepen-
- dence; recommends to our board of directors the selection of independent auditors; and monitors the adequacy
and effectiveness of accounting and financial controls.

Compensation Committee

The. Compensatlon Committee consists of Messrs. Gallagher Riley and Waite, each of whom is
independent as defined under the rules of the Nasdaq Stock Market. The Compensation Committee held one
meeting during fiscal year 2004. As part of the agreement with the Shareholder Committee, the Compensa-
tion Committee is now comprised of Messrs. Gallagher, Riley and Waite, each of whom is independent .as
defined under the rules of the Nasdaq Stock Market. The Compensation Committee reviews and approves the
executive compensation policies and administers the employee stock option and stock purchase plans.

Corporate Governance and Nominating Committee

The Corporate Governance and Nominating Committee consists of Messrs. Gallagher, Gullard and
Targoff, each of whom is independent as defined under the rules of the Nasdaq Stock Market. The Corporate
Governance and Nominating Committee assists our board of directors by identifying prospective director
nominees and determining the director nominees for the next annual meeting of shareholders; develops and
recommends to our board the governance principles applicable to our company; oversees the evaluation of our
board and management; and recommends to our board nominees for each committee.

The Corporate Governance and Nominating Committee will consider nominations for our board of
directors made by shareholders. If you wish to submit names of prospective nominees for consideration by the
Corporate Governance and Nominating Committee, you should do so in writing to our Secretary. Nominating
procedures are discussed in greater detail in our bylaws, which will be provided to you upon written request.

Stock Option Committee

Messrs. Husseini and Miller are the members of the Stock Option Committee, which committee has the
authority to grant stock options under Celeritek’s 1994 Stock Optlon Plan to non-executive oﬁicers and
consultants of our company.

Strategy Committee

The Strategy Committee was formed in May 2003. The Strategy Committee consists of
Messrs. Gallagher, Gullard and Riley. The purpose of the Strategy Committee is to analyze and explore
strategic alternatives and make recommendations to our board of directors regarding strategic alternatives.
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Board Recommendation

Our board of directors recommends a vote “FOR” the proposed slate of directors for the current year.

PROPOSAL THREE
RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

General

The Audit Committee is directly responsible for the appointment, compensation, and oversight of the
company’s independent auditors. On February 18, 2004, the Audit Committee recommended that the
company replace Ernst & Young LLP with BDO Seidman, LLP as the company’s independent auditors for
fiscal 2004. Ernst. & Young was not replaced for reasons having to do with disagreements over accounting or
financial disclosure.

In addition to retaining BDO Seidman, LLP to audit the company’s consolidated financial statements for
fiscal 2004, the Audit Committee retained BDO Seidman to provide other auditing and advisory services in
fiscal 2004. The Audit Committee understands the need for BDO Seidman to maintain objectivity and
independence in its audits of the company’s financial statements. The Audit Committee has reviewed all non-
audit services provided by BDO Seidman and has concluded that the provision of such services was
compatible with maintaining BDO Seidman’s independence in the conduct of its auditing functions.

To help ensure the independence of the independent auditors, the Audit Committee has adopted a policy
for the pre-approval of all audit and non-audit services to be performed for the company by its independent
auditor. The Audit Committee may delegate to one or more of its members the authority to grant the required
approvals, provided that any exercise of such authority is presented to the full Audit Committee at its next
regularly scheduled meeting. SR '

Our board of directors has appointed, at the recommendation of the Audit Committee, BDO Seidman,
LLP as our independent auditors to audit our financial statements for the fiscal year ending March 31, 2005. A
representative of BDO Seidman is expected to be present at the annual meeting, will have the opportunity to
make a statement if he or she so desires and is expected to be available to respond to appropriate questions
from the shareholders.

Principal Auditor Fees and Services

The following table sets forth fees for services BDO Seidman provided during the fiscal year 2004:

2004
Audit fees(1) ............ ... ...... FE $123,282
Audit-related fees(2) ... i $ 0
Tax feeS(3) ottt $ 0
Al Other Fees. ... e $ 0
TOta) . . e $123,282

(1) Represents fees for professional services provided in connection with the audit of our annual financial
statements and review of our quarterly financial statements and audit services provided in connection with
other statutory or regulatory filings.

(2) No audit related services were provided.

(3) No tax compliance services were provided.

No services were provided by BDO Seidman prior to the fiscal year 2004.
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The following table sets forth fees for services Ernst & Young provided during the fiscal years 2003 and
2004:

2003 2004
AUt EeS (1) oo $329,000 §$ 77,930
Audit-related fees(2) . .. ..ot e $ 14,000 $ 32,400
Tax fees(3).............. PP F $ 42,150 $ 0
All Other Fees . ..ot e $ 0 S 0
Total .o e $385,150 $110,330

(1) Represents fees for professional services provided in connection with the audit of our annual financial
statements and review of our quarterly financial statements and audit services provided in connection with
other statutory or regulatory filings.

(2) Represents fees for accounting consultations, statutory audits and SEC registrations.

(3) Represents fees for tax compliance services.

In accordance with its charter, the Audit Committee approves in advance all audit and non-audit services
to be provided by BDO Seidman and E&Y. During fiscal year 2004, 100% of the services were pre-approved
by the Audit Committee in accordance with this policy.

Vote Required

If a quorum is present, the affirmative vote of a majority of the shares present and entitled to vote at the
annual meeting will be required to ratify the appointment of BDO Seidman, LLP as our independent auditors.
Abstentions will have the effect of a vote against the ratification of BDO Seidman, LLP as our independent
auditors. Broker non-votes will have no effect on the outcome of the vote.

Board Recommendation

Our board of directors recommends a voté “FOR?” ratification of the appointment of BDO Seidman, LLP
as the independent auditors for the fiscal year ending March 31, 2005.

PROPOSAL FOUR

APPROVAL OF AMENDMENT TO THE 1994 STOCK OPTION PLAN;
APPROVAL OF MATERIAL TERMS OF THE 1994 STOCK OPTION PLAN;
APPROVAL OF AMENDMENT TO THE OUTSIDE DIRECTORS’ STOCK OPTION PLAN

General

In February 1994, our board of directors and shareholders adopted and approved the 1994 Stock Option
Plan (the “1994 Plan”). In October and November 1995, our board of directors and shareholders,
respectively, adopted and approved the Outside Directors’ Stock Option Plan (the “Director Plan”).

Stock options are considered a competitive necessity in the high technology sector in which we compete.
Our board of directors and management believe that stock options are one of the primary ways to (a) attract
and retain key personnel responsible for the continued development and growth of our busmess and (b) to
motivate all employees to increase shareholder value.

At the annual meeting, shareholders are being asked to (a) approve amendments to the 1994 Plan and
the Director Plan in order to allow our board of directors to make appropriate adjustments to the number of
shares that may be delivered under the 1994 Plan or the Director Plan, the number or price of shares of our
common stock subject to an option granted under the 1994 Plan or the Director Plan, as well as any numerical
per-person share Iimits for options granted under the 1994 Plan or the Director Plan, in order to reflect any
changes to our corporate structure affecting the common stock, including a cash dividend affecting the bid
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price of our common stock, and (b) approve the material terms of the 1994 Plan in order to preserve corporate
income tax deductions that may become available to us pursuant to Section 162(m) of the Internal Revenue
Code of 1986, as amended (the “Code”). Our Chief Executive Officer and our four other most highly
compensated executive officers determined as of the end of the last fiscal year (the “Named Executive
Officers”) have an interest in this proposal because they are eligible to receive awards under the 1994 Plan.
Our directors have an interest in this proposal because they are eligible to receive awards under the Director
Plan.

The material terms of the 1994 Plan are described under Annex E. As of July 23, 2004, options to
purchase 965,462 shares of common stock were outstanding, and 731,411 shares were available for future
grant under the 1994 Plan. The material terms of the Director Plan are described under Annex F. As of
July 23, 2004, options to purchase 103,500 shares of common stock were outstanding, and 118,500 shares were
available for future grant under the Director Plan.

Vote Required

If a quorum is present, the affirmative vote of a majority of the shares present and entitled to vote at the
annual meeting will be required to approve the amendments to the 1994 Plan and the Director Plan.
Abstentions will have the effect of a vote “against” the proposal described above. Broker non-votes will have
no effect on the outcome of the vote.

Purposes and Effects of the Proposal

Amendment of the 1994 Plan and the Director Plan. On January 14, 2004, our board of directors
announced the declaration of an extraordinary cash dividend of $4.50 per share to shareholders of record on
February 5, 2004. The dividend was paid on March 11, 2004, totaled $57.8 million, and has been recorded as a
return of capital. Pursuant to the Nasdaq Marketplace Rules, the ex-dividend date with respect to the cash
dividend was set as March 12, 2004, Accordingly, prior to the commencement of trading on March 12, 2004,
the opening bid price of our common stock was reduced by $4.50 to reflect the payment of the cash dividend.

Notwithstanding the foregoing, currently the 1994 Plan and the Director Plan do not allow our board of
directors to make appropriate adjustments to the exercise price of options granted under the 1994 Plan or the
Director Plan in connection with any changes to the bid price of our common stock that arise from a cash
dividend by us. Therefore, shareholders are being asked to approve amendments to the 1994 Plan and the
Director Plan in order to allow our board of directors to make appropriate adjustments to (a) the number of
shares that may be delivered under the 1994 Plan or the Director Plan, (b) the number or price of shares of
our common stock subject to an outstanding option granted under the 1994 Plan or the Director Plan, and
(c) any numerical per-person share limits for options granted under the 1994 Plan or the Director Plan, in
order to reflect any changes to our corporate structure affecting the common stock, including a cash dividend
affecting the bid price of our common stock. Our board of directors approved the amendment to both the 1994
Plan and the Director Plan on June 3, 2004, subject to obtaining shareholder approval.

Approval of the 1994 Plan for Section 162(m) Purposes. We are also asking our shareholders to
approve the material terms of the 1994 Plan so that we may preserve corporate income tax deductions that
may become available to us pursuant to Section 162(m) of the Code. We are asking our shareholders for this
approval so that we may deduct for federal income tax purposes compensation in excess of $1 million that may
be paid to certain executive officers in any single year. Compensation includes cash compensation, income
arising from the exercise of nonstatutory stock options, and disqualifying dispositions of incentive stock
options.

-Pursuant to Section 162(m), we generally may not deduct for federal income tax purposes compensation
paid to certain executive officers to the extent that any of these persons receive more than $1 million in
compensation in any single year. However, if the compensation qualifies as “performance-based” for
Section 162(m) purposes, we may deduct it for federal income tax purposes even if it exceeds $1 million in a
single year. Options granted under the 1994 Plan are generally designed to qualify as “performance-based”
compensation within the meaning of Section 162(m). For these options to continue to qualify as “perform-
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ance-based” compensation under Section 162(m), our shareholders must approve the material terms of the
1994 Plan at the annual meeting.

We believe that we must retain the flexibility to respond to changes in the market for top executives and
offer compensation packages that are competitive with those offered by others in our industry. In the event we
are motivated by competitive forces to offer compensation in excess of $1 million to executive officers, our
board of directors believes it would be in our best interests and those of our shareholders to be able to deduct
such compensation for federal income tax purposes.

Awards Granted to Outside Directors under the Director Option Plan

The following table summarizes the approximate dollar value and number of option shares granted under
the Director Plan during the fiscal year ended March 31, 2004 to (i) each director who is not an executive
officer and (ii) all directors who are executive officers as a group. Only directors who are not also employees
are eligible to receive options under the Director Plan.

Outside Directors’ Stock
Option Plan(1)

Number of Option

Name and Position Dollar Value(2) Share Granted
Robert J. Gallagher .. ... ... .. i $4.13 10,000
J. Michael Gullard. ........... . i $4.30 16,000
Lloyd I. Miller ... ... e $4.30 16,000
Bryant R.Riley ....... ... $4.30 16,000
Michael B. Targoff ...... ... ... ... .. . i $4.30 10,000
Charles P. Waite ... ..o i $4.13 10,000
Non-Executive Officer Director Group (6 persons) .......... $4.30 60,000

(1) Future benefits under the Director Plan are not determinable because the value of options depends on the
market price of our Common Stock on the date of grant.

(2) Indicates the difference between the exercise price at which shares were granted under the Director Plan
and $3.20, the closing price of our common stock on March 26, 2004, the last business day in fiscal 2004,

Board Recommendation

Our board of directors recommends a vote “FOR” the approval of the amendments to the 1994 Plan and
the Director Plan, as well as the approval of the material terms of the 1994 Plan for purposes of
Section 162(m) of the Code.

PROPOSAL FIVE

APPROVAL OF A PRICING MODIFICATION OF OPTIONS GRANTED PRIOR TO
MARCH 12, 2004, UNDER THE 1994 STOCK OPTION PLAN AND THE
OPTION PLAN, IN ORDER TO ADJUST OUTSIDE DIRECTORS’ STOCK
FOR OUR EXTRAORDINARY CASH DIVIDEND IN MARCH 2004

General

The 1994 Plan and the Director Plan currently require us to obtain shareholder approval in order to
reduce the exercise price of options granted under each such plan. Pursuant to the terms of the 1994 Plan and
the Director Plan, we are asking our shareholders to approve a pricing modification of options granted prior to
March 12, 2004 under the 1994 Plan and the Director Plan, such that the per share exercise price of the
aforementioned options will be reduced by $4.50 in order to reflect the extraordinary cash dividend distributed
by the company in March 2004. For options which are incentive stock options, any such reduction to the per
share exercise price of the option will be subject to the consent of the optionee. Any future pricing
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modification of outstanding options under the 1994 Plan and/or the Director Plan will continue to require
prior shareholder approval.

We consider stock options to be a critical component of employee and director compensation and a
competitive necessity in the high technology sector in which we compete. Our board of directors and
management believe that stock options are one of the primary ways to attract and retain key personnel
responsible for the continued development and growth of our business, and to motivate all employees to
increase shareholder value.

At the annual meeting, the shareholders are being asked to approve a pricing modification of ‘options
granted prior to March 12, 2004 under the 1994 Plan and the Director Plan, such that the per share exercise
price of these options will be reduced by $4.50 in order to reflect the extraordinary cash dividend distributed by
the company in March 2004. Our Named Executive Officers have an interest in this proposal because they
have received awards under the 1994 Plan and, with respect to the directors only, the Director Plan.

The material terms of the 1994 Plan are described under Annex E. As of July 23, 2004, options to
purchase 965,462 shares of common stock were outstanding, and 731,411 shares were available for future
grant under the 1994 Plan. The material terms of the Director Plan are described under Annex F. As of
July 23, 2004, options to purchase 103,500 shares of common stock were outstanding, and 118,500 shares were
available for future grant under the Director Plan.

Vote Required

If a quorum is present, the affirmative vote of a majority of the shares present and entitled to vote at the
annual meeting will be required to approve the proposal to modify the pricing of our stock options granted
prior to March 12, 2004 under the 1994 Plan and the Director Plan. Abstentions will have the effect of a vote
“against” the proposals described above. Broker non-votes will have no effect on the outcome of the vote

Purposes and Effects of the Proposal

On January 14, 2004, our board of directors announced the declaration of an extraordinary cash dividend
of $4.50 per share to shareholders of record on February 5, 2004. The dividend was paid on March 11, 2004,
totaled $57.8 million, and has been recorded as a return of capital. Pursuant to the Nasdaq Marketplace Rules,
the ex-dividend date with respect to the cash dividend was set as March 12, 2004. Accordingly, prior to the
commencement of trading on March 12, 2004, our opening bid price was reduced by $4.50 to reflect the
payment of the cash dividend.

Notwithstanding the foregoing, for stock options granted prior to March 12, 2004, under the 1994 Plan
and the Director Plan, our board of directors does not have the power to adjust the exercise price of such
options to reflect any changes to the bid price of our common stock that arise from a cash dividend by us. As a
result, the extraordinary cash dividend distributed by us in March 2004 has widened the preexisting difference
between (a) the exercise price of options outstanding under both the 1994 Plan and the Director Plan, over
(b) the trading price of our common stock subject to such options, resulting from recent adverse economic
conditions. This widening gap between the per share exercise price of options and price of our common stock
has had an adverse impact on our ability to continue to motivate and retain our employees and other key
personnel upon whom we depend for the continued development and growth of our business. Therefore,
shareholders are being asked to approve a pricing modification of stock options granted prior to March 12,
2004, under the 1994 Plan and the Director Plan, such that the per share exercise price of these options will be
reduced by $4.50 in order to reflect the extraordinary cash dividend distributed by us in March 2004, Our
board of directors approved the pricing modification of such stock opnons in June 3, 2004, subject to the
consent of any affected optionees who hold incentive stock options.

Any future endeavors by the company to modify the pricing of outstanding options under either the 1994
Plan or the Director Plan will continue to require prior shareholder approval.
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Number of Awards Granted to Employees, Consultants, and Directors

The number of outstanding options, and their respective exercise prices, that an employee, director, or
consultant received under the 1994 Plan and Director Plan prior to March 12, 2004, are set forth in the
following table: '

Number of Options Average Per Share

Name of Individual or Group Granted Exercise Price
Sean Munday . ... 2,500 $7.33
Paul Kahanna........... ... ... . i . e 5,000 $7.33
All executive officers, asagroup ............. ... ... ... 0 $0.00
All directors who are not executive officers, as a group .. ... 84,000 $7.50
All employees who are not executive officers, as a group .. .. 7,500 $7.33

Board Recommendation

Our board of directors recommends a vote “FOR” the approval of a pricing modification of options
granted prior to March 12, 2004, under the 1994 Plan and the Director Plan, such that the per share exercise
price of the aforementioned options will be reduced by $4.50 in order to reflect the extraordinary cash dividend
distributed by us in March 2004.

OTHER MATTERS

As of the date hereof, our board of directors is not aware of any other matters to be submitted to the
annual meeting. If any other matters properly come before the meeting, it is the intention of the persons
named in the enclosed proxy card to vote the shares they represent as our board of directors may recommend
or as they otherwise deem advisable.

OUR COMPANY

Our Business

Formed as a California corporation in 1984, we design and manufacture gallium arsenide, or GaAs,
semiconductor components and GaAs-based subsystems used in the transmission of voice, video and data over
wireless communication networks and systems. Qur semiconductor products are designed to facilitate
broadband voice and data transmission in satellite handsets, wireless communications network infrastructure,
and defense applications. Qur GaAs-based subsystems are used in a variety of defense applications such as
tactical aircraft, ground based and ship board radar systems, electronic countermeasures and satellite
communications systems.

Corporate Governance and Other Matters

Board Independence

We have determined that all of our directors, other than Mr. Husseini, are independent directors under
the marketplace rules of the Nasdaq Stock Market. We have also determined that all directors serving as
members of our Audit Committee, Compensation Committee, and Governance and Nominating Committee
are independent under the marketplace rules of the Nasdaq Stock Market and the rules of the SEC.

Consideration of Shareholder Recommendations and Nominations of Directors

The Corporate Governance and Nominating Committee of our board of directors will consider both
recommendations and nominations for candidates to our board from shareholders. A shareholder who desires
to recommend a candidate for election to our board shall direct the recommendation in writing to Corporate
Secretary, Celeritek, Inc., 3236 Scott Boulevard, Santa Clara, California 95054, and must include the
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candidate’s name, home and business contact information, detailed biographical data and qualifications,
information regarding any relationships between the candidate and the company within the last three years
and evidence of the nominating person’s ownership of company stock and amount of stock holdings. For a
shareholder recommendation to be considered by the Corporate Governance and Nominating Committee as a
potential candidate at an annual meeting, nominations must be received on or before the deadline for receipt
of shareholder proposals.

If, instead, a shareholder desires to nominate a person directly for election to our board, the shareholder
must follow the rules set forth by the SEC and meet the deadlines and other requirements set forth in
Section 2.14 of our Bylaws, including: (a) the name and address of the shareholder who intends to make the
nomination and of the person or persons to the be nominated; (b) a representation that the shareholder is a
holder of record of our stock or entitled to vote at such meeting and intends to appear in person or by proxy at
the meeting to nominate the person or persons specified in the notice; (¢) such other information regarding
each nominee proposed by such shareholder as would be required to be included in a proxy statement filed
pursuant to the proxy rules of the SEC, had the nominee been nominated, or intended to be nominated, by our
board; and (d) the consent of each nominee to serve as our director if so elected.

Identifying and Evaluating Nominees for Director

The Corporate Governance and Nominating Committee shall use the following procedures to identify
and evaluate the individuals that it selects, or recommends that our board select, as director nominees:

+ The Committee shall review the qualifications of any candidates who have been properly recommended
or nominated by shareholders, as well as those candidates who have been identified by management,
individual members of our board or, if the Committee determines, a search firm. Such review may, in
the Committee’s discretion, include a review solely of information provided to the Committee or may
also include discussions with persons familiar with the candidate, an interview with the candidate or
other actions that the Committee deems proper.

e The Committee shall evaluate the performance and qualifications of individual members of our board
eligible for re-election at the annual meeting of shareholders.

+ The Committee shall consider the suitability of each candidate, including the current members of our
board, in light of the current size and composition of our board. In evaluating the suitability of the
candidates, the Committee considers many factors, including, among other things, issues of character,
judgment, independence, diversity, age, expertise, diversity of experience, length of service, other
commitments and the like. The Committee evaluates such factors, among others, and considers each
individual candidate in the context of the current perceived needs of our board as a whole. While the
Committee has not established specific minimum qualifications for director candidates, the Committee
believes that candidates and nominees must reflect a board that is comprised of directors who (i) are
predominately independent, (ii) are of high integrity, (iii) have qualifications that will increase overall
board effectiveness and (iv) meet other requirements as may be required by applicable rules, such as
financial literacy or financial expertise with respect to Audit Committee members.

« After such review and consideration, the Committee selects, or recommends that our board select, the
slate of director nominees, either at a meeting of the Committee at which a quorum is present or by
unanimous written consent of the Committee.

« In evaluating and identifying candidates, the Committee has the authority to retain and terminate any
third party search firm that is used to identify director candidates, and has the authority to approve the
fees and retention terms of any search firm.

» The Committee will endeavor to notify, or cause to be notified, all director candidates of its decision as
to whether to nominate such individual for election to our board.

Candidates properly recommended by shareholders are evaluated by the Corporate Governance and
Nominating Commiftee using the same criteria as other candidates.
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Shaveholder Communication with Our Board of Directors

Any shareholder may contact any of our directors by writing to them by mail, ¢/o Celeritek, Inc.,
3236 Scott Boulevard, Santa Clara, California 95054.

Any shareholder communications directed to our board (other than concerns regarding questionable
accounting or auditing matters directed to the Audit Committee or otherwise in accordance with our Financial
Information Integrity Policy) will first go to our Chief Financial Officer, who will log the date of receipt of the
communication as well as (for non-confidential communications) the identity of the correspondent in our
shareholder communications log.

The Chief Financial Officer will forward all such original shareholder communications to our board for
review.

Code of Ethics for Principal Executive and Senior Financial Officers

We have adopted a Code of Ethics for Principal Executive and Senior Financial Officers that applies to
our principal executive officer, principal financial officer, controller and any persons performing similar
functions. This Code is posted on our Internet website. The address of our website is
http.//www.celeritek.com. We will post any amendments to, or waivers from, this Code on our website.

Attendance by Board Members at the Annual Meeting of Shareholders

It is the policy of our board to strongly encourage board members to attend the annual meeting of
shareholders. All members of our board attended our annual meeting of shareholders, either in person or by
telephone, on August 27, 2003.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our executive officers,
directors and persons who own more than 10% of a registered class of our equity securities to file certain
reports regarding ownership of, and transactions in, our securities with the SEC. Such officers, directors and
10% shareholders are also required by SEC rules to furnish us with copies of all Section 16(a) forms that they
file.

Based solely on our review of such forms furnished to us and written representations from certain
reporting persons, we believe that all filing requirements applicable to our executive officers, directors and
more than 10% shareholders were complied with during fiscal year 2004.

Certain Relationships and Related Transactions

Loans to Employee

In February 2001, we loaned Perry A. Denning, our former Vice President, Semiconductor Division, a
total of $1,090,000 in connection with the purchase by Mr. Denning of a residence in California following his
relocation from Arizona. Mr. Denning issued to us four non-interest bearing promissory notes, two of which, in
the principal amounts of $300,000 and $450,000, respectively, are secured by trust deeds on his primary
residence in California; one of which, in the principal amount of $150,000, was secured by a trust deed on his
former residence in Arizona; and one of which, in the principal amount of $190,000, is secured by
11,875 shares of our common stock held by Mr. Denning.

The $150,000 promissory note was due and payable on the earlier of December 1, 2001 or the date by
which Mr. Denning sold his former residence in Arizona. In August 2001, $100,000 of such loan was paid, and
the remaining $30,000 was transferred to the $450,000 loan. The $300,000 promissory note and the
$450,000 promissory note (which became $500,000 in August 2001) were paid off in full on February 20,
2004. The $190,000 promissory note is due and payable following the date that Mr. Denning sells the shares
securing the note.
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Change-in-Control Arrangements

Please see the section of this proxy statement entitled “Employment Contracts and Termination of
Employment and Change-in-Control Arrangements.”

Executive Compensation

Summary Compensation Table

The following table sets forth information concerning the compensation that we paid during the last three
fiscal years to our Chief Executive Officer and the other most highly compensated executive officers who
carned more than $100,000 during the fiscal year ended March 31, 2004. All option grants were made under
our 1994 Stock Option Plan.

Long-Term
Compensation
Awards
Annual Compensation Securities All Other

Name and Principal Fiscal Salary Bonus Underlying Compensation

Position Year ($) %) Options (#)

Tamer Husseini.................... 2004 321,238 — — 7,966(1)
Chairman of the Board, 2003 319,382 — — 8,700
President and Chief 2002 273,932 — 100,000 10,726
Executive Officer

Richard G. Finney ................. 2004 224,994 — —_— 18,216(1)
Vice President, 2003 222,388 — — 8,468
Subsystems Division 2002 183,928 —_ 55,000 6,748

Margaret E. Smith ................. 2004 224,994 — — 8,093(1)
Vice President, Finance 2003 220,657 — — 9,230
and Chief Financial 2002 160,804 — 60,000 6,062
Officer

Perry A. Denning(3) ............... 2004 185,059 — —_ 7,407 (2)
Former Vice President, 2003 188,748 77,320 — 12,755
Semiconductor Division 2002 161,575 78,348 35,000 14,622

Gary J. Policky .................... 2004 169,399 — —_— 13,857(1)
Vice President, 2003 164,350 —_ — 17,946
Engineering and 2002 148,422 — 15,000 15,554
Chief Technical Officer

Damian M. McCann ............... 2004 165,006 — — 2,816(1)
Vice President, 2003 170,889 — — 3,038
Advanced Marketing 2002 146,476  10,000(4) 20,000 1,317

and Technology
(1) Represents premiums paid on supplemental long-term disability insurance, medical reimbursement
insurance and 401 (k) Plan contributions.

(2) Represents premiums paid on supplemental long-term disability insurance and medical reimbursement
insurance. ‘

(3) Mr. Denning’s employment with us terminated on September 29, 2003.

(4) Represents commission payment.

Option Grants in Last Fiscal Year

No options or stock appreciation rights were granted to our Chief Executive Officer or our other most
highly compensated executive officers during the fiscal year ended March 31, 2004.
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Aggregated Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

The following table sets forth information with respect to our Chief Executive Officer and its other most
highly compensated executive officers concerning shares acquired upon exercise of stock options in the fiscal
year ended March 31, 2004 and exercisable and unexercisable options held as of March 31, 2004. All option
.grants were made under the 1994 Plan.

Number of Securities ‘
Underlying Unexercised Value of Unexercised

_ Acff,‘ﬂ:ﬁs o Roalue Fiscal Year End (#) at Fiscal Vess End (8
Name Exercise (#) (€31¢)) Exercisable Unexercisable Exercisable Unexercisable
Tamer Husseini.......... 127,500 472,450 170,289 55,211 — —
Richard G. Finney ....... 49,584 197,045 46,124 24,376 - — —
Margaret E. Smith ....... 18,000 27,630 67,082 25,418 — —
Perry A. Denning ........ 10,106 37,291 36,124 14,376 — —
Gary J. Policky .......... 22,500 58,613 8,000 7,500 — —

Damian M. McCann ..... 32,549 94,699 71,226 24,274 — —

(1) Market value of underlying securities is based on the per share closing price of our common stock on the
date of exercise, minus the exercise price.

Compensation of Directors

During the fiscal year ending March 31, 2004, each of our non-employee directors was paid $1,500 for
each regular or special board of directors meeting attended in person, and $500 for each regular or special
board meeting attended telephonically. We also paid each director $500 for each board committee meeting
attended that dccurred on a date different than a meeting of the full board. In addition, in consideration of
Mr. Gullard’s agreement to serve on our board, our board elected to compensate Mr. Gullard in the amount of
$30,000.

In addition, each of our non-employee directors is eligible to participate in the Director Plan. Prior to the
amendment of the Director Plan, as approved by our board of directors in June 2003 and by our shareholders
in August 2003, each non-employee director automatically received an option to purchase 6,000 shares of our
common stock on the date on which the optionee first became a director of our company. The vesting of such
option grant is based on continued service as a director, and the shares underlying each option vest at the rate
of 25% per year, so that each option will be fully vested after the director completes four years of continued
service. On May 28, 2003, in connection with their appointment to our board, directors Gullard, Miller, Riley
and Targoff each received a 6,000 share option grant at a per share exercise price of $7.91.

As a result of the amendment in 2003 to the Director Plan, each non-employee director who becomes a
director after the 2003 annual meeting of shareholders will automatically receive an option to
purchase 10,000 shares of our common stock, on the date on which the optionee first becomes a director of our
company. The vesting of such option grant is based on continued service as a director, and 100% of the shares
underlying each option vest on the first anniversary of the date of grant. In addition, each non-employee
director shall automatically be granted an option to purchase 10,000 additional shares of common stock on the
date of the annual meeting of shareholders each year commencing with the 2003 annual meeting of
shareholders. The vesting of such option grant is based on continued service as a director, and 100% of the
shares underlying each option vest on the first anniversary of the date of grant. On the August 27, 2003 date of
the 2003 annual meeting of shareholders, directors Gallagher, Gullard, Miller, Riley, Targoff and Waite each
received a 10,000 share option grant at a per share exercise price of $7.33.

Employment Contracts and Termination of Employment and Change-in-Control Arrangerﬁents

In November 2002, we entered into a Change of Control Severance Agreement with Tamer Husseini.
Pursuant to this agreement, if Mr. Husseini is terminated as a result of an involuntary termination within
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24 months after a change in control or within three months on or before a change in control, then he shall be
entitled to the following benefits (provided that he signs and does not revoke a standard release of claims with
our company): (i) a lump sum payment of three times his annual base salary in effect as of the date of
termination, less applicable withholding; (ii) a lump sum payment of three times the average of the two
highest annual bonuses paid to Mr. Husseini for the preceding five years, less applicable withholding;
(iii) immediate vesting of all unvested and outstanding stock options, and immediate lapse of our company’s
repurchase right as to any stock subject to a right of repurchase; (iv) to the extent eligible on the termination
date, conversion of coverage under our company’s life insurance plan to an individual policy for six months
after the date of termination at no additional after-tax cost than Mr. Husseini would have paid as an employee,
or if such coverage cannot be obtained without jeopardizing the tax status of our company’s life insurance
plan, then payment to Mr. Husseini of an amount that would enable him to purchase such benefits separately
at no greater after-tax cost than he would have had if the benefits were provided to him as an employee; and
(v) reimbursement of the group health continuation coverage premiums under COBRA through the lesser of
(1) 18 months from the termination date, (2) the date upon which Mr. Husseini and his eligible dependents
become covered under similar plans, or (3) the date on which Mr. Husseini no longer constitutes a “Qualified
Beneficiary” (as such term is defined in Section 4980B(g) of the Internal Revenue Code, as amended). In
addition, if Mr. Husseini voluntarily resigns within 90 days after a change in control, then he shall be entitled
to the following benefits (provided that he signs and does not revoke a standard release of claims with our
company): (i) a lump sum payment of one time his annual base salary in effect as of the date of termination,
less applicable withholding; (ii) a lump sum payment of one time the average of the two highest annual
bonuses paid to Mr. Husseini for the preceding five years, less applicable withholding; (iii) immediate vesting
of 50% of all unvested and outstanding stock options, and immediate lapse of our company’s repurchase right
as to 50% of any stock subject to a right of repurchase. Mr. Husseini may not solicit our company’s employees
for three years from the termination date, and all severance benefits payable under the agreement shall
immediately cease if Mr. Husseini violates this non-solicitation clause.

. :In, November 2002, we entered into a Change of Control Severance Agreement with Margaret Smith.
Pursuant to this agreement, if Ms. Smith is terminated as a result of an involuntary termination within
24 months after a change in control or within three months on or before a change in control, then she shall be
entitled to the following benefits (provided that she signs and does not revoke a standard release of claims with
our company): (i) a lump sum payment of twice her annual base salary in effect as of the date of termination,
less applicable withholding; (ii) a lump sum payment of twice the average of the two highest annual bonuses
paid to Ms. Smith for the preceding five years, less applicable withholding; (iii) immediate vesting of all
unvested and outstanding stock options, and immediate lapse of our repurchase right as to any stock subject to
a right of repurchase; (iv) to the extent eligible on the termination date, conversion of coverage under our
company’s life insurance plan to an individual policy for six months after the date of termination at no’
additional after-tax cost than Ms. Smith would have paid as an employee, or if such coverage cannot be
obtained without jeopardizing the tax status of our company’s life insurance plan, then payment to Ms. Smith
of an amount that would enable her to purchase such benefits separately at no greater after-tax cost than she
would have had if the benefits were provided to her as an employee; and (v) reimbursement of the group
health continuation coverage premiums under COBRA through the lesser of (1) 18 months from the
termination date, (2) the date upon which Ms. Smith and her eligible dependents become covered under
similar plans, or (3) the date on which Ms. Smith no longer constitutes a “Qualified Beneficiary” (as such
term is defined in Section 4980B(g) of the Internal Revenue Code, as amended). Ms. Smith may not solicit
our company’s employees for two years from the termination date, and all severance benefits payable under
the agreement shall immediately cease if Ms. Smith violates this non-solicitation clause.

As used in the agreements with Mr. Husseini and Ms. Smith, the following terms have the following
meanings:

An “involuntary termination” means a termination of employment by the employee due to:

« A significant reduction of title, authority, duties, position or responsibilities relative to the title,
authority, duties, position or responsibilities in effect immediately prior to such reduction, or the
removal of such title, authority, position, duties and responsibilities, unless the employee is
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provided with comparable title, authority, duties, position and responsibilities; provided, however,
that a reduction in title solely by virtue of our being acquired and made part of a larger entlty shall
not constitute an involuntary termination;

* A material reduction, without good business reason, of the facilities and perquisites immediately
prior to such reduction;

+ A reduction of base salary or bonus as in effect immediately prior to such reduction;

» A material reduction in the kind or level of employee benefits to which the employee is entitled
immediately prior to such reduction with the result that the employee’s overall benefits package is
materially reduced;

» A relocation of the employee’s principal place of employment by more than 30 miles;

» Any purported termination of the employee which is not effected for “cause” or for which the
grounds relied upon are not valid; or

» Our company’s failure to obtain the assumption of the agreements by any successors.
Without “cause” means a termination of employment by us other than due to:

» The employee’s willful, repeated failure to substantially perform his or her duties (except due to
physical or mental illness), if the employee fails to cure within 15 days of receipt of written notice
of such failure;

+ A willful act by the employee that constitutes gross misconduct and that is injurious to our
company;

» Any act of personal dishonesty by the employee in connection with employee’s responsibilities
which is intended to result in substantial personal enrichment of the employee; or -

+ The employee’s conviction or plea of guilty or no contest to a felony.
A ““change of control” means:

+ The approval by shareholders of a complete liquidation or the sale or other disposition of all or
substantially all of our company’s assets;

« The approval by sharcholders of our company’s merger or consolidation where our company’s pre-
merger shareholders do not retain at least 60% of the total voting power following the merger;

+ Any person or group of persons acquiring 40% or more of the total voting power of our company’s
stock; or

+ A change in the composition of our board of directors, as a result of which fewer than 66% of the
directors are incumbent directors.

We note that the appointment of four new directors in May of 2003, in connection with the actions
of the “Celeritek Shareholder Protective Committee” was deemed to be a change of control within the
meaning of each of these change of control agreements. Each of these change of control agreements was
filed with the Securities and Exchange Commission as an exhibit to a Current Report on Form 8-K on
April 16, 2003.

Compensation Committee Interlocks and Insider Participation

During fiscal 2004, the Compensation Committee was comprised of Messrs. Gallagher, Riley and Waite,
none of whom has ever been employed by our company. No executive officer of our company has served as a
director or a member of the Compensation Committee (or other board committee performing equivalent
functions or, in the absence of any such committee, the entire board of directors) of another entity, one of
whose executive officers served on the Compensation Committee or as a director of our company.
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Share Ownership by Principal Shareholders and Management

To our knowledge, the following table sets forth information with respect to beneficial ownership of our
common stock, as of June 17, 2004, for:

« each shareholder who we know beneficially owns more than 5% of our common stock;
« each of our directors;

« each of our named executive officers; and

« all of our current directors and executive officers as a group.

Unless otherwise indicated, the principal address of each of the sharcholders below is ¢/o Celeritek, Inc.,
3236 Scott Boulevard, Santa Clara, California 95054. Beneficial ownership is determined in accordance with
the rules of the Securities and Exchange Commission and includes voting or investment power with respect to
the securities. Except as indicated by footnote, and subject to applicable community property laws, each
shareholder identified in the table possesses sole voting and investment power with respect to all shares of
common stock shown held by such shareholder. The number of shares of common stock outstanding used in
calculating the percentage for each listed sharcholder includes shares of common stock underlying options
held by such shareholder that are exercisable within 60 calendar days of June 17, 2004, but excludes shares of
common stock underlying options held by any other shareholder. Percentage of beneficial ownership is based
on 12,856,149 shares of common stock outstanding as of June 17, 2004.

Shares Percentage
Beneficially Beneficially

Owned Owned
5% Shareholders:
State of Wisconsin Investment Board(1) ........ e 901,800 7.0%
Dimensional Fund Advisors Inc.(2) .. ...vvnirenaennennann. [ 861,452 6.7%
Anaren, InC.(3) ... o i 777,300 6.0%
Directors and Executive Officers:
Bryant R. Riley(4)(5) ..o oo e 724,592 5.6%
Tamer Husseini(5) (6) .. ..o i i e 437,097 3.4%
Lloyd I. Miller, TIT(5)(7) . ..o e 233,600 1.8%
Richard G. Finney(5) v oot et e 122,917 *
Damian M. McCann(5) ... e 114,539 *
Margaret E. Smith(5) ... .. .. 94,750 *
Gary J. PoHcKy (5) .ot 85,308 *
Charles P. Waite(5) ... ... 32,273 *
Perry A. Denning . .. .. ... 11,999 *
Robert J. Gallagher(5) ... ... . 7,500 *
J. Michael Gullard(5) ............... R 1,500 *
Michael B. Targoff (5) .. ... 1,500 *

All current directors and executive officers as a group (11 persons)(S) .. 1,855,576 14.0%

* Less than 1%.

(1) Principal address is P.O. Box 7842, Madison, WI 53707. The number of shares held is as set forth in an
amended Schedule 13G filed by State of Wisconsin Investment Board on March 8, 2004.

(2) Principal address is 1299 Ocean Avenue, 11th Floor, Santa Monica, CA 90401. The number of shares
held is as set forth in an amended Schedule 13G filed by Dimensional Fund Advisors Inc. on February 6,
2004.

57



(3) Principal address is 6635 Kirkville Road, East Syracuse, NY 13057. The number of shares held is as set
forth in an amended Schedule 13D filed by Anaren, Inc. on May 2, 2003.

(4) Includes 133)092 shares held by B. Riley & Co. Inc., 10,000 shares held by B. Riley & Co. Holdings,
LLC and 580,000 shares held by SACC Partners LP, of which Riley Investment Management LLC
(“RIM”) is general partner. Bryant R, Riley owns all of the outstanding membership interests of RIM.

(5) Includes, for the applicable director or executive officer, the following shares exercisable within 60 days of
June 17, 2004 upon the exercise of stock options:
* Bryant R. Riley — 1,500 shares
» Tamer Husseini — 190,081 shares
+ Lloyd 1. Miller, III — 1,500 shares
» Richard G. Finney — 51,333 shares
» Damian M. McCann — 78,623 shares
» Margaret E. Smith — 72,498 shares
» Gary J. Policky — 9,750 shares
» Charles P. Waite — 12,000 shares
* Robert J. Gallagher — 7,500 shares
 J. Michael Gullard — 1,500 shares
¢ Michael B. Targoff — 1,500 shares
+ All current directors and executive officers as a group — 427,785 shares

(6) Includes a total of 1,276 shares held by Mr. Husseini’s son and daughters and as to which Mr. Husseini
disclaims beneficial ownership.

(7) Includes 19,300 shares owned of record by Trust A-4 and 20,500 shares owned of record by Trust C.
Mr. Miller serves as investment adviser to the trustee of such trusts and shares voting and dispositive
power with the trustee. Includes 174,500 shares owned of record by Milfam II, L.P. and 1,500 shares
owned of record by Milfam LLC. Mr. Miller is the manager,of Milfam LLC, which is the general partner
of Milfam II, L.P. Includes 6,500 shares owned of record by Alexandra Miller UGMA and 1,500 shares
owned of record by Lloyd I. Miller IV UGMA, of which accounts Mr. Miller serves as custodian.
Includes 3,400 shares owned of record by Kimberly Miller GST, and 3,400 shares owned of record by
Catherine Miller GST, of which accounts Mr. Miller serves as Trustee. Includes 1,500 shares owned of
record by Lloyd Crider GST, of which Mr. Miller serves as co-trustee and shares voting and dispositive
power with the co-trustee.

Equity Compensation Plan Information

The following table gives information about our common stock that may be issued upon the exercise of
options, warrants and rights under all of our existing equity compensation plans as of March 31, 2004,
including the Employee Qualified Stock Purchase Plan, the 1994 Stock Option Plan, the 2000 Nonstatutory
Stock Option Plan and the Outside Directors’ Stock Option Plan. Footnote (5) to the table sets forth the total
number of shares of our common stock issuable upon exercise of options, as of March 31, 2004, granted
pursuant to an equity compensation plan that we assumed in connection with an acquisition, and the weighted
average exercise price of those options. No additional options may be granted under this assumed plan.

(©)
(a) (®) Number of Securities
Number of Securities Weighted Average Remaining Available for Future
to Be Issued Upon Exercise Price of Issuance Under Equity
Exercise of Outstanding Compensation Plans
Outstanding Options, Options, Warrants (excluding securities reflected
Plan Category Warrants and Rights and Rights in column (a))
Equity compensation plans approved
by security holders(1) ........... 1,116,962(3) $17.37 1,105,203 (4)
Equity compensation plans not
approved by security holders(2) . .. 169,896 $28.52 23,855
Total ......................... 1,286,858 $18.84 1,129,058
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(1) Consists of the 1994 Stock Option Plan, the Outside Directors’ Stock Option Plan and the Employee
Qualified Stock Purchase Plan (the “Purchase Plan”).

(2) Consists of only the 2000 Nonstatutory Stock Option Plan, which does not require the approval of and
has not been approved by our shareholders. See description of the 2000 Nonstatutory Stock Option Plan
‘below.

(3) Includes options to purchase 1,013,462 shares of common stock issued under the 1994 Stock Option Plan,
and options to purchase 103,500 shares of common stock issued under the Qutside Directors’ Stock
Option Plan. Excludes purchase rights accruing under the Purchase Plan, which has a reserve of
303,292 shares as of March 31, 2004.

(4) Consists of shares available for future issuance under the equity compensation plans approved by security
holders, including: 683,411 shares of common stock available for future issuance under the 1994 Stock
Option Plan; 118,500 shares of common stock available for future issuance under the Outside Directors’
Stock Option Plan; and 303,292 shares of common stock available for future issuance under the Purchase
Plan.

(5) The table does not include information for the equity compensation plan assumed by us in an acquisition.
A total of 3,438 shares of common stock are outstanding as of March 31, 2004. The weighted average
exercise price of those outstanding options is $7.05 per share. No additional options may be granted under
the assumed plan. :

2000 Nonstatutory Stock Option Plan

On March 23, 2000, our board of directors approved the 2000 Nonstatutory Stock Option Plan (the
2000 Plan”). The 2000 Plan provides for the granting of non-qualified stock options to employees and
consultants at the fair market value ‘of our common stock as of the date of grant. Options granted under the
2000 Plan generally vest at a rate of 1/8th after six months and 1/48th per month thereafter, however, the
vesting schedule can change on a grant-by-grant basis. The 2000 Plan provides that vested options may be
exercised for three months after termination of employment and for twelve months after termination of
employment as a result of death or disability. We may select alternative periods of time for exercise upon
termination of service. The 2000 Plan permits options to be exercised with cash, check, certain other shares of
our stock or consideration received by us under a “cashless exercise” program. In the event that we merge
with or into another corporation, or sell substantially all of our assets, the 2000 Plan provides that each
outstanding option will be assumed or substituted for by the successor corporation. If such substitution or
assumption does not occur, each option will fully vest and become exercisable. There are 200,000 shares of
common stock reserved under the 2000 Plan, and 23,855 shares remaining for future issuance as of March 31,
2004.

REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS

The Compensation Committee of our board of directors determines the compensation of our Chief
Executive Officer and our other executive officers. During fiscal 2004, the Compensation Committee was
comprised of Messrs. Gallagher, Riley and Waite, each of whom is independent as defined under the rules of
the Nasdaq Stock Market. In addition to determining the salary and bonus compensation for all of our
executive officers, the Compensation Committee determines the nature and timing of awards and grants under
our stock option plans.

The goals of the compensation program are to align compensation with our performance and objectives
and to attract, retain and reward executive officers whose contributions are critical to our long-term success.

The primary components of our compensation package are salary, bonuses and stock options.
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Salary

The level of base salary for executive officers is set based upon their scope of responsibility, level of
experience and individual performance. The salary range for each position is reviewed against independent
third party survey data for high-tech companies with similar sales volume located on the West Coast.
Additionally, the Compensation Committee takes into account general business and economic conditions. We
set our salaries to be competitive with the marketplace. None of the factors considered is assigned a specific
weight.

Bonuses

Our executive bonus plan provides the opportunity for annual cash bonuses based on accomplishment of
specific individual performance objectives and our profit objectives. These objectives are set at the beginning
of the fiscal year based on our long-term and short-term obJectlves and performance against these objectives
is assessed at the end of the year.

Stock Options

The Compensation Committee believes that the granting of stock options is an important method of
rewarding and motivating management by aligning management’s interests with our shareholders. The
Compensation Committee also recognizes that a stock incentive program is a necessary clement in a
competitive compensation package. The program utilizes a vesting schedule to encourage our key employees
to continue in our employ and encourages employees to maintain a long-term perspective. In determining the
size of stock option grants, the Compensation Committee focuses primarily on our performance and the
perceived role of such executive in accomplishing these objectives as well as the satisfaction of individual
performance objectives. The Compensation Committee also considers the number of outstanding unvested
options which the officer holds and the size of previous option awards to that officer. The Compensation
Committee does not assign specific weights to these items. : N

Compensation of the Chief Executive Officer

Tamer Husseini has been the President, Chief Executive Officer and Chairman of the Board since our
founding in 1984. The Compensation Committee used the same compensation policy described above for all
executive officers to determine Mr. Husseini’s fiscal year 2004 compensation. In setting both the cash-based
and the equity-based elements of Mr. Husseini’s compensation, the Compensation Committee considered
competitive forces, our performance and Mr. Husseini’s leadership in achieving our long-term strategic goals.
Mr. Husseini voluntarily reduced his salary by 15% in fiscal 2002, resulting in a base salary for the year of
$273,932. Mr. Husseini’s salary was reinstated at $315,000 for fiscal 2003. During fiscal year 2004,
Mr. Husseini was not granted any options to purchase shares of common stock. There was no bonus plan for
Mr. Husseini in fiscal year 2004. The Compensation Committee believes Mr. Husseini’s fiscal year 2004
compensation fairly, sufficiently and relative to our performance, rewards him for this performance and will
serve to retain him as a key employee on whom we are dependent for our continued success.

Policy Regarding Deductibility of Compensation

We are required to disclose our policy regarding qualifying executive compensation for deductibility
under Section 162(m) of the Internal Revenue Code of 1986, as amended, which provides that, for purposes
of the regular income tax, the otherwise allowable deduction for compensation paid or accrued with respect to
the executive officers of a publicly-held company, which is not performance-based compensation is limited to
no more than $1 million per year. It is not expected that the compensation to be paid to our executive officers
for fiscal 2004 will exceed the $1 million limit per officer; however, to the extent such compensation to be paid
to such executive officers exceeds the $1 million limit per officer, such excess will be treated as performance-
based compensation.
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The Compensation Committee is pleased to submit this report to the shareholders with regard to the
above matters.

RoBERT J. GALLAGHER
BryaNT R. RILEY
CHARLES P. WAITE

REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

The Audit Committee of our board of directors serves as the representative of our board of directors for
the general oversight of our financial accounting and reporting process, systems of internal control, audit
process and the process for monitoring compliance with laws and regulations and our Standards of Business
Conduct. Our management has primary responsibility for preparing our financial statements and our financial
reporting process. Our independent auditors, BDO Seidman, LLP, are responsible for expressing an opinion on
the conformity of our audited financial statements in accordance with generally accepted accounting
principles. During fiscal 2004, the Audit Committee was comprised of Messrs. Gallagher, Gullard and Riley,
each of whom meets the independence and financial literacy requirements of the Nasdaq rules and the
independence requirements of the SEC.

In this context, the Audit Committee reports as follows:

(1) The Audit Committee has reviewed and discussed the audited financial statements with our
management, including a discussion of the quality, not just the acceptability, of the accounting principles,
the reasonableness of significant judgments, and the clarity of disclosures in the financial statements. The
Audit Committee reviewed with the independent auditors their judgments as to the quality, not just the
acceptability, of our accounting principals and such other matters as are required to be discussed with the
Audit Committee under generally accepted auditing standards.

(2) The Audit Committee has discussed with our independent auditors the matters required to be
discussed by SAS 61 (Codification of Statements on Auditing Standards, AU 380), as modified or
supplemented.

(3) The Audit Committee has received the written disclosures and the letter from our independent
auditors required by Independence Standards Board Standard No. 1 (Independence Standards Board
Standard No. 1, Independence Discussions with Audit Committees), as modified or supplemented, and
has discussed with our independent auditors their independence and considered the compatibility of non-
audit services with the auditors’ independence. The Audit Committee discussed with our independent
auditors the overall scope and plans for their audit. The Audit Committee meets with the independent
auditors, with and without management present, to discuss the results of their examinations, their
evaluations of our internal controls, and the overall quality of our financial reporting.

(4) Based on the review and discussions referred to in paragraphs (1) through (3) above, the Audit
Committee recommended to our board of directors, and our board of directors has approved, that the
audited financial statements be included in our Annual Report on Form 10-K for the fiscal year ended
March 31, 2004, for filing with the SEC.

The Audit Committee is pleased to submit this report to the shareholders with regard to the above
matters.

RoBERT J. GALLAGHER
J. MICHAEL GULLARD
BryaNT R. RILEY
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STOCK PRICE PERFORMANCE GRAPH

The graph below compares the cumulative total return to shareholders on our common stock with the
cumulative total return on the S&P 500 Index and the S&P Electronic Equipment & Instruments Index over
the same period for the years of March 1999 through March 2004. The graph assumes that $100 was invested
in our common stock on March 31, 1999 and in the S&P 500 Index and the S&P Electronic Equipment &
Instruments Index, including reinvestment of dividends. Historic stock price performance is not necessarily
indicative of future stock price performance.
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DEADLINE FOR RECEIPT OF SHAREHOLDER PROPOSALS

Our shareholders may submit proposals that they believe should be voted upon at our company’s 2005
annual meeting or nominate persons for election to our board of directors.

Pursuant to Rule 14a-8 under the Securities Exchange Act of 1934, as amended, some shareholder
proposals may be eligible for inclusion in our proxy statement for our 2005 annual meeting of shareholders.
Any such shareholder proposals or nominations must have been submitted in writing to the attention of the
Secretary, Celeritek, Inc., 3236 Scott Boulevard, Santa Clara, California 95054, no later than May 20, 2005,
which is 120 calendar days prior to the one-year anniversary of the mailing date of this proxy statement.
Shareholders interested in submitting such a proposal are advised to contact knowledgeable legal counsel with
regard to the detailed requirements of applicable securities laws. The timely submission of a shareholder
proposal does not guarantee that it will be included in our proxy statement for our 2005 annual meeting of
shareholders. '

Alternatively, under our Bylaws, our company’s shareholders may submit proposals or nominations that
they believe should be voted upon at our 2005 annual meeting of shareholders, but do not seek to include in
our proxy statement for our 2005 annual meeting of shareholders pursuant to Rule 14a-8. Any such
shareholder proposals or nominations may be submitted in writing to the Secretary, Celeritek, Inc., 3236 Scott
Boulevard, Santa Clara, California 95054, for our 2005 annual mecting of shareholders not less than 60 days
nor miore than 90 days prior to the one-year anniversary of the mailing date of this proxy statement. For our
2005 annual meeting of shareholders, this means that any such proposal or nomination will be considered
untimely if submitted to our company earlier than June 19, 2005 or later than July 19, 2005. Note, however,
that in the event we provide less than 65 days notice or prior public disclosure to shareholders of the date of
the 2005 annual meeting, any shareholder proposal or nomination not submitted pursuant to Rule 14a-8 must
be submitted to us not later than the close of business on the seventh day following the day on which notice of
the date of the 2005 annual meeting was mailed or public disclosure was made. For example, if we provide
notice of our 2005 annual meeting on June 21, 2005, for a 2005 annual meeting on August 2, 2005, any such
proposaﬂl_gor nomination will be considered untimely if submitted to us after June 28, 2005. For purposes of the
above, “public disclosure” means disclosure in a press release reported by the Dow Jones News Service,
Associated Press or a comparable national news service, or in a document publicly filed by us with the
Securities and Exchange Commission. As described in our Bylaws, the shareholder submission must include
certain specified information concerning the proposal or nominee, as the case may be, and information as to
the shareholder’s ownership of our common stock. If a shareholder gives notice of such a proposal after the
deadline computed in accordance with our Bylaws, the shareholder will not be permitted to present the
proposal to the shareholders for a vote at the 2005 annual meeting.

The rules of the SEC establish a different deadline for submission of shareholder proposals that are not
intended to be included in our 2005 proxy statement with respect to discretionary voting (the “Discretionary
Vote Deadline”). The Discretionary Vote Deadline for the 2005 annual meeting is August 3, 2005, or the date
which is 45 calendar days prior to the one-year anniversary of the mailing date of this proxy statement. If a
sharcholder gives notice of such a proposal after the Discretionary Vote Deadline, our Proxy holders will be
allowed to use their discretionary voting authority to vote against the shareholder proposal when and if the
proposal is raised at the 2005 annual meeting.

Because the Bylaw Deadline is not capable of being determined until we publicly announce the date of
our 2005 annual meeting, it is possible that the Bylaw Deadline may occur after the Discretionary
Vote Deadline. In such a case, a proposal received after the Discretionary Vote Deadline but before the Bylaw
Deadline would be eligible to be presented at the 2005 annual meeting, and we believe that our Proxy holders
at such meeting would be allowed to use the discretionary authority granted by the Proxy to vote against the
proposal at such meeting without including any disclosure of the proposal in the proxy statement relating to
such meeting.

It is important that your shares be represented at the annual meeting, regardless of the number of shares
that you hold. You are therefore urged to execute and return, at your earliest convenience, the accompanying
Proxy Card in the envelope that has been enclosed.

63




VOTING MATTERS

For Shares Directly Registered in the Name of the Shareholder

Shareholders who hold their shares in their own name as a shareholder of record may vote those shares
only by returning a 51gned Proxy Card or voting in person at the meeting.

For Shares Registered in the Name of a Broker or a Bank

A number of brokers and banks are participating in a program provided through ADP Investor
Communication Services that offers telephone and Internet voting options. This program is different from the
program provided by EquiServe Trust Company, N.A. for shares registered directly in the name of the
shareholder. If your shares are held in an account with a broker or a bank participating in the ADP Investor
Communication Services program, you may vote those shares telephonically by calling the telephone number
shown on the vote instruction form received from your broker or bank, or via the Internet at ADP Investor
Communication Services’ voting Web site (www.proxyvote.com).

General Information for All Shares Voted Via the Internet or By Telephone

Votes submitted via the Internet or by telephone must be received by 11:59 p.m., Eastern Time, on
October 20, 2004. Submitting your proxy via the Internet or by telephone will not affect your right to vote in
person should you decide to attend the annual meeting. The telephone and Internet voting procedures are
designed to authenticate shareholders’ identities, to allow shareholders to give their voting instructions and to
confirm that shareholders’ instructions have been recorded properly. Shareholders voting via the Internet
should understand that there may be costs associated with electronic access, such as usage charges from
Internet access providers and telephone companies, which must be borne by the shareholder.

Householding

In an effort to reduce printing costs and postage fees, we have adopted the practice approved by the
Securities and Exchange Commission called “householding.” Under this practice, sharcholders who have the
same address and last name and do not participate in electronic delivery of proxy materials will receive only
one copy of our proxy materials unless one or more of these shareholders notifies us that they wish to continue
receiving individual copies. Shareholders who participate in householding will continue to receive separate
Proxy Cards.

If you share an address with another shareholder and received only one set of proxy materials and would
like to request a separate copy of these materials, please send your request to: Celeritek, Inc., 3236 Scott
Boulevard, Santa Clara, California 95054, Attn: Investor Relations, or visit our website at
hitp://www.celeritek.com. You may contact our company if you received multiple copies of the proxy
materials and would prefer to receive a single copy in the future.

WHERE YOU CAN FIND MORE INFORMATION

We are subject to the information filing requirements of the Securities Exchange Act of 1934, as
amended, and, in accordance with the Securities Exchange Act, are obligated to file with the SEC periodic
reports, proxy statements and other information relating to our business, financial condition and other matters.
These reports, proxy statements and other information may be examined and copies may be obtained from the
SEC’s Public Reference Room at 450 Fifth Street, N.W., Washington, D.C. 20549, and at the SEC’s website
at http://www.sec.gov. You may obtain information on the operation of the Public Reference Room by calling
the SEC at 1-800-SEC-0330. The information is also available at the offices of the National Association of
Securities Dealers, Inc., Reports Section, 1735 K Street, N.W., Washington, D.C. 20006.
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You should rely only on the information contained in this document to vote your shares of common stock
at the annual meeting. We have not authorized anyone to provide you with information that is different from
what is contained in this document. This document is dated September 16, 2004. You should not assume that
the information contained in this document is accurate as of any date other than that date, and the mailing of
this document to shareholders does not create any implication to the contrary. This document does not
constitute a solicitation of a proxy in any jurisdiction where, or to or from any person to whom, it is unlawful to
make such solicitation in that jurisdiction.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE
We are incorporating by reference each document we file with the SEC under the Securities Exchange
Act of 1934, as amended, after the date of this proxy statement and prior to the annual meeting. All such
documents will be incorporated by reference into this proxy statement and deemed to be part of this proxy

statement from the date of the filing of such documents.

We are also incorporating by reference into this proxy statement the documents listed below which have
been filed with the SEC under the Securities Exchange Act:

+ Annual Report on Form 10-K, as amended, for the fiscal year ended March 31, 2004;

Quarterly Report on Form 10-Q for the quarter ended June 30, 2004;
~» Current Report on Form 8-K, filed on July 9, 2004;
» Current Report on Form 8-K/A filed on August 26, 2004.

Documents incorporated by reference are available from us without charge, excluding all exhibits (unless
we have specifically incorporated by reference an exhibit into this proxy statement). You can view these
documents at our Internet website. The address of our website is http://www.celeritek.com. Or, you may
obtain documents incorporated by reference by requesting them in writing or by telephone as follows:

Celeritek, Inc.
3236 Scott Boulevard
Santa Clara, CA 95054

Attention: Investor Relations
Telephone: (408) 986-5060

If you would like to request documents from us, please do so immediately in order to ensure timely
receipt before the annual meeting.

THE BOARD OF DIRECTORS

September 16, 2004
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ASSET PURCHASE AGREEMENT

THIS ASSET PURCHASE AGREEMENT (this “Agreement”) is made and entered into as of July 8,
2004 by and between Teledyne Wireless, Inc. (d/b/a Teledyne Microwave), a Delaware corporation with its
principal place of business at 1274 Terra Bella Avenue, Mountain View, California 94043 (the “Buyer”),-and
Celeritek, Inc., a California corporation with. its principal place of business at 3236 Scott Boulevard,
Santa Clara, California 95054 (the “Seller”). ‘ o

WITNESSETH:

WHEREAS, the Buyer desires to purchase from the Seller, and the Seller desires to sell to the Buyer,
certain of the assets of the Seller relating to the Seller’s defense electronics division, which produces Gallium
Arsenide-based RF and microwave components and subassemblies (the “Subject Business”), all upon the
terms and subject to the conditions set forth herein.

WHEREAS, concurrently with execution of this Agreement, the directors and certain shareholders of
the Seller are entering into Voting Agreements with the Buyer, each in the form attached hereto as Exhibit A
(each, a “Voting Agreement” and collectively, the “Voting Agreements”).

WHEREAS, concurrently with entering into this Agreement, the Buyer and the Seller are entering into a
Supply Agreement, in the form attached hereto as Exhibit B (the “Supply Agreement”), to be effective
(except as otherwise contemplated by the terms and conditions thereof) upon the consummation of the
Transactions (as defined herein).

WHEREAS, concurrently with entering into this Agreement, the Buyer and the Seller are entering into a
Real Property License Agreement, in the form attached hereto as Exhibit C (the “Real Property License
Agreement”), to be effective upon the consummation of the Transactions.

NOW, THEREFORE, in consideration of the foregoing premises, the representations, warranties and
mutual covenants and agreements hereinafter set forth (including the continuing obligations of the Seller
under those agreements), and other valuable consideration, the receipt and sufficiency of which are hereby
acknowledged and accepted, the parties hereto, intending to be legally bound, hereby agree as follows:

ARTICLE 1
DEFINITIONS

1.1 Capitalized Terms. The following capitalized terms shall have the respective meanings ascribed
thereto below:

(a) “Affiliate” of any Person means any other Person that directly or indirectly, through one or
more intermediaries, controls, is controlled by, or is under common control with, such first Person.

(b) “Ancillary Agreements” means, collectively (i) the Voting Agreements, (ii) the Supply
Agreement, (iii) the Real Property License Agreement, (iv) the Seller Transfer Documents, (v) the
Buyer Assumption Documents, (vi) the Novation Agreement, and (vil) the Transition Services
Agreement.

(c) “Bid” means any outstanding quotation bid or proposal by the Seller which, if accepted or
awarded, would lead to a contract with the United States Government or a prime contractor or a higher
tier subcontractor to the United States Government, for the design, manufacture or sale of products or
the provision of services by the Subject Business directly or indirectly to the United States Government.

(d) “Closing Working Capital” means total current assets of the Subject Business as of Closing
(other than (i) cash and cash equivalents and (ii) any Tax related items), less total current liabilities of
the Subject Business as of the Closing (other than any Tax related items, except payroll taxes), in each
case determined in accordance with accounting methods, policies, practices and procedures used to
calculate Reference Working Capital in the Reference Working Capital Statement as set forth in
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Section 3.16 of the Seller Disclosure Schedule. The parties hereby agree that, for purposes of calculating
Closing Working Capital, any and assets and liabilities relating to Taxes (including assets and liabilities
relating to timing differences between financial and accounting) other than payroll taxes shall not be
taken into account and shall be disregarded.

(e) “Code” means the Internal Revenue Code of 1986, as amended, or any successor statute
thereto.

(f) “Contract” means any legally binding mortgage, indenture, lease, license, contract, covenant or
other agreement, instrument or commitment, permit, concession, franchise or license, whether written or
oral.

(g) “Damages” means deficiencies, judgments, orders for compensation, settlements, demands,
claims, liabilities, losses, damages, interest, fines, penalties, costs and expenses (including reasonable
legal, accounting and other costs and expenses incurred in connection with investigating, defending,
settling or satisfying any and all demands, claims, actions, causes of action, suits, Proceedings,
assessments, judgments or appeals, and in seeking indemnification therefor).

(h) “Encumbrance” means any mortgage, lien, pledge, charge, security interest, easement, en-
croachment, lease, option, purchase right, adverse claim of ownership or use, restriction on transfer
(including a right of first refusal or offer or other similar right) or defect of title.

(i) “Environmental Laws” means all applicable federal, state, local and foreign laws, rules,
regulations and policies, all court orders and decrees and arbitration awards, and the common law,
relating to pollution, contamination or protection of the environment or exposure of any person to
Hazardous Materials, including laws, rules, regulations and policies relating to emissions, discharges,
releases or threatened releases of Hazardous Materials, or otherwise relating to the manufacture,
processing, registration, distribution, use, treatment, storage, disposal, generation, transport or handling of
Hazardous Materials.

(j) “Exchange Act” means the Securities and Exchange Act of 1934; as amended, and the rules
and regulations of the SEC promulgated thereunder.

(k) “GAAP” means Generally Accepted Accounting Principles, as in effect on the date of any
statement, report or determination that purports to be, or is required to be, prepared or made in
accordance with GAAP.

(1) “Government Contract” means any prime contract, subcontract, purchase order, teaming
agreement or arrangement, joint venture, basic ordering agreement, letter contract, purchase order,
delivery order, change order, arrangement or other commitment of any kind relating to the Subject
Business between the Seller and (i) the United States Government, (ii) any prime contractor to the
United States Government or (iii) any subcontractor with respect to any contract described in the
foregoing clauses (i) and (ii).

(m) “Governmental Authority” means any federal, state, county, local or foreign government,
governmental entity, department, agency, administrative agency, commission or board or other governing
body, and any court, tribunal or judicial body of any Governmental Authority.

(n) “Hazardous Materials” means pollutants, contaminants, pesticides, radioactive substances,
solid wastes or hazardous or extremely hazardous, special, dangerous or toxic wastes, substances,
chemicals or materials within the meaning of any Environmental Law, including any (i) ‘“hazardous
substance” as defined in CERCLA, (ii) “hazardous waste” as defined in RCRA, and (iii) asbestos,
asbestos-containing material, petroleum, petroleum products, crude oil or any fraction thereof, urea
formaldehyde and polychlorinated biphenyls, but excluding janitorial and office supplies, properly
maintained.

(o) “Intellectual Property Rights” means any or all of the following and all statutory and/or
common law rights throughout the world in, arising out of, or associated therewith: (i) all patents and
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applications therefor and all reissues, divisions, renewals, extensions, provisionals, conversions, continua-
tions and continuations-in-part thereof (collectively, “Patents™); (ii) all inventions (whether patentable
or not), invention disclosures and improvements, all trade secrets, proprietary information, know how,
show how and technology; (iii) all works of authorship, copyrights, mask works, copyright and mask work
registrations and applications, and derivative works based thereon (collectively “Copyrights”); (iv) all
industrial designs and any registrations and applications therefor; (v) all databases and data collections
(including knowledge databases, product information, financial information, customer lists and customer
databases); (vi) all rights in Software; (vii) rights to Uniform Resource Locators, Web site addresses
and domain names (cotlectively “Domain Names”); and (viii) any similar, corresponding or equivalent
rights to any of the foregoing.

(p) “Key Employees” means the Transferred Employees listed in Schedule 1.1(p) hereto.

(q) “Knowledge of the Seller” means the actual knowledge of those Persons identified on
Schedule 1.1(q) hereto, without independent investigation.

(r) “Law” means any federal, state, county, provincial, local or foreign statute, law, ordinance,
regulation, rule, code or rule of common law.

(s) “Liability” means any direct or indirect debt, obligation or liability of any kind or nature,
whether accrued or fixed, absolute or contingent, determined or determinable, matured or unmatured,
due or to become due, or asserted or unasserted.

(t) “Lien” means any mortgage, pledge, lien, security interest, charge, claim, encumbrance,
restriction on transfer, conditional sale or other title retention device or arrangement (including a capital
lease), transfer for the purpose of subjection to the payment of any indebtedness, or restriction on the
creation of any of the foregoing, whether relating to any property or right or the income or profits
therefrom.

(u) “Material Adverse Effect” means a material adverse effect on (i) the Transferred Assets, taken
as a whole or (ii) the ability of the Seller to perform its obligations under the Transaction Agreements to
which it is a party and to consummate the Transactions.

(v) “Non-Transferable Asset” means any Transferred Contract or Transferred Claim that would
otherwise constitute a Transferred Asset, but that (i) by its terms is not transferable or assignable to the
Buyer pursuant to this Agreement without the consent, waiver, approval, authorization, qualification or
other order of one or more Persons and such consent, waiver, approval, authorization, qualification or
other order is not obtained prior to the Closing or (ii) is not transferred or assigned to the Buyer pursuant
to this Agreement for any other reason.

{w) “Permit” means any permit, certificate, approval, license, clearance, authorization, registration
or consent issued by a Governmental Authority pursuant to any Law.

(x) “Permitted Encumbrance” means (i) any Encumbrance for inchoate mechanics’ and material-
men’s liens for construction in progress and workmen’s, repairmen’s, warchousemen’s and carrier’s liens
arising in the ordinary course of the business, (ii) any Encumbrance for Taxes not yet due and payable
and (iii) any Encumbrance arising out of, under or in connection with the Transaction Agreements.

(y) “Person” means any individual, partnership, limited liability company, firm, corporation,
association, trust, unincorporated organization, Governmental Authority or other entity, as well as any
syndicate or group of any of the foregoing.

(z) “Proceeding” means any action, suit, litigation, arbitration, mediation, proceeding, including
any civil, criminal, administrative, investigative or appellate proceeding and any informal proceeding,
prosecution, contest, hearing, inquiry, inquest, audit, examination or investigation commenced, brought,
conducted or heard by or before, or otherwise involving, any Governmental Authority or any arbitrator or
arbitration panel.
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(aa) “Products” means (i) the products listed or described on Schedule 1.1(aa) hereto and (ii) all
documentation in the possession, custody or control of the Seller related to any of the items listed or
described on Schedule 1.1(aa) hereto. For the avoidance of doubt, for all purposes of and under this
Agreement, the term “Products” excludes any and all Substrates, Devices and Capacitors set forth in
Exhibit A to the Supply Agreement on the Effective Date thereof, regardless of whether any of the
Products listed or described on Schedule 1.1(aa) hereto include any such Substrates, Devices or
Capacitors as a component or subcomponent thereof.

(bb) “Proposal” means any offer for, or proposed transfer of, all or a portion of the Transferred
Assets or the Subject Business by a Person other than Buyer, other than any offer for, or proposed
transfer of, any inventory comprising part of the Transferred Assets in the ordinary course of business.

(cc) “Reference Working Capital” means $3,808,013.

(dd) “Reference Working Capital Statement” means the statement of Reference Working Capital
attached hereto as Exhibit D.

(ee) “Related Party” means (i) the Seller, (ii) any Affiliate of the Seller, or (iii) any officer or
director of any Person identified in the foregoing clauses (i) or (ii).

(ff) “SEC” means the United States Securities and Exchange Commission.

(gg) “Securities Act” means the Securities Act of 1933, as amended, and the rules and regulations
of the SEC promulgated thereunder.

(hh) “Seller Benefit Plan” means each “employee benefit plan” (within the meaning of ERISA
section 3(3), including multiemployer plans within the meaning of ERISA section 3(37), and all
severance, change-in-control, fringe benefit, bonus, profit sharing, incentive, restricted stock, stock
purchase, stock option, stock appreciation right, deferred compensation, loan guarantee, relocation
assistance, employee loan or other extension of credit, hospitalization, medical, life or disability
insurance, sick leave, vacation and paid holiday, and all other employee benefit or welfare plans,
agreements, programs, policies or other arrangements, whether or not subject to ERISA, whether oral or
written under which any Transferred Employee has any present or future right to compensation or
employee benefits or pursuant to which the Subject Business could have any liability.

(i1) “Software” means any and all computer software and code, including assemblers, applets,
compilers, source code, object code, data (including image and sound data), design tools and user
interfaces, in any form or format, however fixed. Software shall include source code listings and
documentation.

(jj) “Substrates” has the meaning assigned to such term in the Supply Agreement on the Effective
Date thereof.

(kk) “Substrate Designs” means any mask works, layouts, drawings and documents directly related
to the design of the Substrates, excluding, for avoidance of doubt, any documents relating to the Seller’s
specifications for the starting materials and processes used in the fabrication of Substrates.

(11) “Superior Proposal” means any bona fide written offer made by a third Person to consummate
a Proposal on terms that the board of directors of the Seller determines in good faith, after consultation
with its financial advisor and taking into account the purchase price (which shall be greater than the
Consideration) and other terms and conditions of such proposal, the legal and regulatory aspects of such
proposal and the Person making such proposal, to be more favorable to the Seller’s sharecholders than the
Transactions.

(mm) “Tax” and “Taxes” means any and all federal, state, local and non-U.S. taxes, assessments
and other governmental charges, duties, impositions and Liabilities, including taxes based upon or
measured by gross receipts, income, profits, sales, use and occupation, and value added, ad valorem,
transfer, franchise, withholding, payroll, recapture, employment, excise and property taxes as well as
public imposts, fees and social security charges (including health, unemployment and pension insur-
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ance), and installments of estimated taxes, assessments, deficiencies, levies, imports, duties, license fees,
registration fees, withholdings or similar charges of every kind, character or description imposed by any
Governmental Authorities, together with all interest, penalties and additions imposed with respect to such
amounts and any obligation under any Contract with any other person with respect to such amounts and
including any Liability for taxes of a predecessor entity.

(nn) Tax Returns” means all required federal, state, local and foreign returns, estimates, informa-
tion statements and reports relating to Taxes.

(00) “Technology” means all technology, including all know-how, show-how, techniques, design
rules, trade secrets, inventions (whether or not patented or patentable), algorithms, routines, Software,
files, databases, works of authorship, processes, devices, prototypes, schematics, breadboards, netlists,
mask works, test methodologies, hardware development tools, documentation associated with or primarily
related to any of the foregoing, any media on which any of the foregoing is recorded, and any other
tangible embodiments of any of the foregoing.

(pp) “Third Party Consents” means waivers, consents, approvals and authorizations of third
Persons (other than Governmental Authorities) including those listed on Schedule 1.1 (pp) hereto.

(gq) “Transactions” means the transactions contemplated by the Transaction Agreements.
(rr) “Transaction Agreements” means, collectively, this Agreement and the Ancillary Agreements.

{ss) “Transferred Accounts Receivable” means all notes, debentures and accounts receivable that
are primarily related to the Subject Business.

(tt) “Transferred Books and Records” means all books and records (including personnel records
for Transferred Employees so long as such records are used in the ordinary course of business and in
compliance with applicable Law), ledgers, files, documents, correspondence, lists, drawings, creative,
material, advertising and promotional materials, studies, reports, customer lists, sales data, product
documentation and other printed or written materials that are primarily related to the Subject Business.

{uu) “Transferred Claims” means all claims, actions or suits, judgments, demands, deposits,
prepayments, refunds, causes of action, choses in action, rights of recovery, rights of setoff, rights of
recoupment or rights of any nature that are primarily related to the Subject Business (other than tax
refunds), and all rights to recover damages for the breach, infringement or misappropriation of any
Transferred Assets.

{vv) “Transferred Contracts” means all Contracts to which the Seller is a party, or by which the
Seller may be bound, that are primarily related to the Subject Business, including the Contracts that are
listed on Schedule 1.1(vv) hereto.

(ww) “Transferred Employees” means the employees of the Seller who are listed on Sched-
ule 1.1(ww) hereto.

(xx) “Transferred IPR” means (i) the Intellectual Property Rights in, to or embodied in the
Products and (ii) the Copyrights in, to or embodied in the Substrate Designs.

(yy) “Transferred Permits” means all permits, concessions, grants, franchises, licenses, certifica-
tions and other governmental authorizations and approvals, including licenses to export its Products, that
are primarily related to the Subject Business and that are transferable to the Buyer under applicable Law,
including the permits that are listed or described on Schedule 1.1(yy) hereto.

(zz) “Transferred Prepaid Expenses” means all advance payments, prepaid items and expenses
and deferred charges of the Seller that are listed on Schedule 1.1(zz) hereto.

(aaa) “Transferred Tangible Property” means all machinery, equipment, motor vehicle, tools, dies,
molds, test equipment furniture, office equipment, telephone systems, computer hardware and software,
leasehold improvements, inventories of raw material, work in progress, finished products, parts, goods,
subassemblies, spare parts, replacements and component parts, office, packaging and other supplies that
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are primarily related to the Subject Business, including those that are listed or described on Sched-
ule 1.1(aaa) hereto.

(bbb) “Transferred Technology” means (i) the Technology embodied in the Products and (ii) the
Substrate Designs.

1.2 Additional Capitalized Terms. The following capitalized terms shall have the meanings ascribed
thereto in the respective sections of this Agreement set forth opposite each such term.

Term Section
Accounting Firm . ... e 2.3(b)
Adjustment AMOUNT . ... ...ttt et e e e 2.3(b)
Adjustment Amount Statement ... ... ... e 2.3(b)
AGTEEIMENT . . oottt e e e e Preamble
Assumed Liabilities . .. ... oo e 2.2(a)
BUY e . . Preamble
Buyer Assumption Documents . ... e 2.4(c)
Buyer Benefit Plan ... ... ... 7.1(d)
Buyer Indemnified Party(ies) ... ... oooit it i e P 10.2
L 10T - 2.4(a)
Closing Date . ... oot e 2.4(a)
Competitive Business ACtiVItY ... ... i e 6.1(b)
Conflict .. 33
COnSIAETALION . . ..ottt ettt e e e 2.3(a)
GOy NS . Lo 1.1(0)
Disputed Ttem. .. ... . 2.3(b)
Domain NamIEs .. ..ottt 1.1(0)
Effective Tax Rate .. ... ..ottt e e 10.4(f)
Excluded Assets ... ..o e 2.1(b)
Excluded Liabilities . . .. ..o 2.2(b)
Final Adjustment Amount Statement .......... ... i 2.3(b)
Financial AdviSOT . ... ..ot e e 3.19
Indemnification €Cap ... ... i e 10.4(b)
Indemnification Claim Certificate ......... ... ... ... ... 10.6(a)
Indemnification Threshold Amount . ....... ... ... .. i 10.4(a)
Indemnified Party: ... 0. ... . 10.6(a)
Indemnifying Party ... ... ... o e 10.6(a)
Initial Purchase Price ... . . . i i e 2.3(a)
Notice of Dispute . .. .ot e 2.3(b)
INOVAtION AGIEEMENT . ...\ttt ettt ettt ettt e e e e 5.11
Pt entS . . o e e e s 1.1(0)
Proxy Statement. . .. ... .. e 5.2
Purchase Price .. ... . . e e 2.3(a)
Real Property License AGreement ... .....ovvvtn ettt Recitals
Restricted Termiiory . ...ttt 6.1(b)
Revised Seller Schedule(s) . ... i 5.7
Seller « o Preamble
Seller Disclosure Schedule . ....... ... . Article 3
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1.3 Construction.

(a) For all purposes of and under this Agreement, unless the context otherwise requires (i) the singular
number shall include the plural, and vice versa, (ii) the masculine gender shall include the feminine and
neuter genders, (iii) the feminine gender shall include the masculine and neuter genders and (iv) the neuter
gender shall include the masculine and feminine genders.

(b) Any rule of construction to the effect that ambiguities are to be resolved against the drafting party
shall not be applied in the construction or interpretation of the Transaction Agreements or any certificate,
instrument, agreement or other document entered into or delivered in connection with the Transactions.

(c) For all purposes of and under this Agreement, the words “include” and “including” and any
variations thereof shall not be deemed to be terms of limitation, but rather shall be deemed to be followed by
the words “without limitation” in all cases.

(d) Except as otherwise indicated, all references in this Agreement to “Exhibits,” “Schedules,”
“Articles” and “Sections” are intended to refer to Exhibits, Schedules, Articles and Sections of or to this
Agreement.

(e) The headings in this Agreement are for convenience of reference only, shall not be deemed to be a
part of this Agreement, and shall not be referred to in connection with the construction or interpretation of this
Agreement.

(f) For all purposes of and under this Agreement, unless the context otherwise requires, (i) all
references in this Agreement to the “Seller” shall be deemed to refer to and include the Seller and its
subsidiaries, as applicable, and (ii) all references to the “Buyer” shall be deemed to refer to and include the
Buyer and its subsidiaries, as applicable.

ARTICLE 2
PURCHASE AND SALE OF ASSETS & ASSUMPTION OF LIABILITIES
2.1 Purchase and Sale of Assets.

(a) Transferred Assets. Upon the terms and subject to the conditions set forth in this Agreement, at
the Closing, the Seller shall irrevocably sell, convey, transfer, assign and deliver unto Buyer, free and clear of
any and all Encumbrances other than Permitted Encumbrances, and the Buyer shall purchase and accept from
the Seller, all of the right, title and interest of the Seller as of the Closing in and to the following assets
(collectively, the “Transferred Assets™):

(i) the Transferred Tangible Property;
(i) the Transferred Contracts;

(i) Transferred Permits;
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(iv) the Transferred IPR, and the right to recover all past, present and future damages for
~infringement of such Intellectual Property Rights;

(v) the Transferred Technology;

(vi) the Transferred Books and Records;

(vii) the Transferreti élaims;

(viii) the Transferred Accounts Receivable;

(ix) the Transferred Prepaid Expenses;

(X) the assets reflected on the Reference Working Capital Statement; and

(xi) the assets set forth on Schedule 2.1(a) hereto;

(xii) all goodwill and going concern value of the Seller with respect to the Subject Business.

(b) Excluded Assets. Notwithstanding anything to the contrary set forth in this Agreement, the Seller
shall have no obligation to sell, convey, transfer, assign or otherwise deliver unto the Buyer pursuant to this
Agreement, and the Buyer shall have no obligation to purchase or otherwise accept from the Seller pursuant to
this Agreement, any of the right, title or interest of the Seller in or to any of the assets of the Seller other than
the Transferred Assets {collectively, the “Excluded Assets”). Without limiting the generality of the foregoing,
the Excluded Assets shall expressly include (and, therefore, the Transferred Assets shall exclude) the
following:

(i) all right, title and interest of the Seller in and to any real property, whether owned or leased by
the Seller (except as provided in the Real Property License Agreement);

| (ii) all right, title and interest of the Seller in and to any insurance policies, whether or not related
to the Subject Business or the Transferred Assets; and

(iii) all right, title and interest of the Seller in and to the Seller Benefit Plans and the assets thereof.
2.2 Assumption of Liabilities.

(a) Assumed Liabilities. Upon the terms and subject to the conditions set forth in this Agreement, at
the Closing, the Buyer shall assume from the Seller, and the Seller shall irrevocably convey, transfer and
assign to Buyer, any and all of the Liabilities arising out of or related to the Transferred Assets, the Products or
the Subject Business on or after the Closing (other than the Excluded Liabilities), including the following
Liabilities (collectively, the “Assumed Liabilities”):

(i) any and all Liabilities refiected on or reserved against in the Closing Working Capital on the
Final Adjustment Amount Statement;

(ii) those Liabilities that the Buyer has expressly agreed to assume pursuant to Article 7 hereof; and
(iii) the other Liabilities set forth on Schedule 2.2(a) hereto.

(b) Excluded Liabilities. Notwithstanding anything to the contrary set forth in this Agreement, the
Buyer shall have no obligation to assume from the Seller pursuant to this Agreement, and the Seller shall have
no right or obligation to convey, transfer or assign to the Buyer pursuant to this Agreement, any Liabilities of
the Seller other than the Assumed Liabilities (collectively, the “Excluded Liabilities”). Without limiting the
generality of the foregoing, the Excluded Liabilities shall expressly include (and, therefore, the Assumed
Liabilities shall exclude) the following Liabilities:

(i) other than any such Liabilities that are expressly listed or described in Section 2.2(a) hereof as
Assumed Liabilities, any and all of the Liabilities arising out of or related to the Transferred Assets, the
Products or the Subject Business before the Closing, including the following:

(A) any and all Liabilities arising out of related to the Transferred Contracts before the
Closing;

A-§




(B) any and all Liabilities arising out of or related to the Products before the Closing
(including any Liabilities related to allegations or the presence of asbestos or asbestos-containing
materials contained or incorporated in such products); and

(C) except as otherwise provided in the Real Property License Agreement, any and all
Liabilities arising out of or relating to the ownership or use of any facility owned, leased or operated
by the Seller or any predecessor company, including the facility currently leased by the Seller at
2905 Stender Way, Santa Clara, California 95054,

(i1) other than any such Liabilities that are expressly listed or described in Section 2.2(a) hereof as
Assumed Liabilities, (A) any and all Liabilities arising out of or relating to any Transferred Employees or
the employment thereof incurred before the Closing (including Liabilities for workers compensation
claims, disability and occupational diseases), in each case without regard to whether such Liabilities or
the bases therefor are known or otherwise manifest before the Closing, and (B) subject to the terms of
Article 7 hereof, any and all Liabilities arising out of or related to the Seller Benefit Plans;

(iii) other than any such Liabilities that are expressly listed or described in Section 2.2(a) hereof as
Assumed Liabilities, subject to the terms and conditions of Article 8 hereof, any and all Liabilities for
Taxes for any taxable periods, or portions thereof, ending on or before the Closing;

(iv) any and all Liabilities arising out of or related to any violation of Law (including any
Environmental Law) occurring before the Closing, whether or not the Seller participated in the act or
omission giving rise to such violation;

(v) any and all Liabilities arising out of or related to (A) the failure of any report, schedule, form or
registration statement (including all exhibits, schedules and amendments thereto) filed by the Seller with
the SEC to comply with the requirements of the Securities Act and the Exchange Act, as the case may
be, and (B) the fact that any such reports, schedules, forms or registration statements contained any
untrue statement of a material fact or omitted to state a material fact required to be stated therein or
necessary in order to make the statements therein, in light of the circumstances under which they were
made, not misleading; and

(vi) the other Liabilities set forth on Schedule 2.2(b) hereto.
2.3 Consideration for Transferred Assets.

(a) Initial Purchase Price; Consideration. In consideration for the sale by the Seller to the Buyer of the
Transferred Assets, the Buyer shall (i) subject to the terms of Section 2.3(b) hereof, pay or deliver to the
Seller an aggregate of Thirty Three Million Dollars ($33,000,000) (the “Initial Purchase Price” and as
adjusted pursuant to Section 2.3(b) hereof, the “Purchase Price”) and (ii) assume the Assumed Liabilities
pursuant to Section 2.2(a) hereof (together, the “Consideration”).

(b) Purchase Price Adjustment.

(i) The Purchase Price shall be adjusted, upward or downward, by an amount (the “Adjustment
Amount”) equal to the difference between Reference Working Capital and Closing Working Capital,
where:

(A) such difference will be reflected as a positive number if Closing Working Capital is greater
than Reference Working Capital; and

(B) such difference will be reflected as a negative number if Closing Working Capital is less
than Reference Working Capital.

(ii)) Within five (5) days of the Closing Date, the Seller shall take a physical inventory of the
Subject Business. The Buyer may be present to observe the taking of such physical inventory. Within
sixty (60) calendar days after the Closing, the Buyer shall prepare and deliver to the Seller a statement
(the “Adjustment Amount Statement”) setting forth the Buyer’s calculation of Closing Working Capital
and the Adjustment Amount, which statement shall (a) reflect the physical inventory conducted by the
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Seller, (B) be prepared in a manner consistent with the Reference Working Capital Statement and
(C) include a reconciliation showing the differences between Reference Working Capital and Closing
Working Capital.

~ (iii) The Adjustment Amount Statement shall be final and binding on the Seller and the Buyer
unless the Seller shall notify the Buyer in writing (a “Notice of Dispute”), within thirty (30) calendar
-days of its receipt of the Adjustment Amount Statement from the Buyer, that the Seller wishes to dispute
one or more items set forth in the Adjustment Amount Statement (a “Disputed Item”). The Notice of
Dispute shall set out in reasonable detail each Disputed Item, the basis for such dispute, the amount in
dispute and the Seller’s calculation of Closing Working Capital and the Adjustment Amount. In the
event that the Seller shall fail to notify the Buyer of any dispute with respect to any items set forth in the
Adjustment Amount Statement within such 30-calendar-day period, (A) the Seller shall be deemed to
have accepted and approved the Adjustment Amount Statement (or any items with respect to which the
Seller has not so notified the Buyer of a dispute), and (B) the Adjustment Amount Statement shall be
deemed to be final and binding on the Seller and the Buyer with respect to any item set forth in the
Adjustment Amount Statement that is not a Disputed Item.

(iv) If the Seller shall notify the Buyer of one or more Disputed Items in accordance with
Section 2.3(b) (iii) hereof, the Seller and the Buyer shall consult with each other and attempt in good
faith to resolve any and all Disputed [tems. If the Seller and the Buyer are unable to resolve any Disputed
Items within thirty (30) calendar days of the delivery of a Notice of Dispute, such Dispute Items shall be
referred, to the Vice President and Chief Financial Officer of the Buyer and the Chief Financial Officer of
the Seller for resolution. If such officers are unable to resolve all disagreements within fifteen
(15) business days, then, within fifteen (15) days thereafter, the matter shall be referred for final
determination to KPMG LLP or, in the event that KPMG LLP cannot or will not hear such dispute, to a
nationally recognized, independent auditing firm that is mutually acceptable to the Seller and the Buyer
and is not the independent auditor of either the Seller or the Buyer (in either case, the “Accounting
Firm”). The following terms shall apply to any such determination:

(A) each of the Seller and the Buyer shall promptly prepare a written statement on the
Disputed Items which (together with the relevant documents) will be submitted to Accounting Firm
for determination;

(B) the Accounting Firm shall only consider those items and amounts set forth on the
Adjustment Amount Statement as to which the Seller and the Buyer have disagreed and in giving its
determination, the Accounting Firm shall state what adjustments (if any) are necessary to Closing
Working Capital and the Adjustment Amount Statement in respect of the Disputed Items in order.
to comply with the requirements of this Agreement;

(C) the Accounting Firm shall deliver to the Seller and the Buyer as promptly as possible but
in any event within ninety (90) days after its appointment a written report setting forth the
resolution of the Disputed Items determined in accordance with the terms herein; the Accounting
Firm shall act as an expert (and not as an arbitrator) in making any determination with respect to
any Disputed Items, which shall be final and binding on the Seller and the Buyer; and

(D) the fees and expenses of the Accounting Firm shall be paid (i) by the Seller, if the
difference between the Adjustment Amount calculated based upon any determinations of the
Accounting Firm and the Seller’s calculation of the Adjustment Amount is greater than the
difference between the Adjustment Amount calculated based upon any determinations of the
Accounting Firm and the Buyer’s calculation of the Adjustment Amount, (ii) by the Buyer, if the
difference between the Adjustment Amount calculated based upon any determinations of the
Accounting Firm and the Buyer’s calculation of the Adjustment Amount is greater than the
difference between the Adjustment Amount calculated based upon any determinations of the
Accounting Firm and the Seller’s calculation of the Adjustment Amount, and (iii) by the Seller and
the Buyer equally if the difference between the Adjustment Amount calculated based upon any
determinations of the Accounting Firm and'Seller’s calculation of the Adjustment Amount is equal

A-10




to the difference between the Adjustment Amount calculated based upon any determinations of the
Accounting Firm and Buyer’s calculation of the Adjustment Amount.

(v) If the Seller and the Buyer reach (or pursuant to Section 2.3(b) (iii) hereof are deemed to
reach) agreement on the Adjustment Amount Statement, or the Adjustment Amount Statement is
finally determined at any stage in the procedures set out in this Section 2.3(b), the Adjustment Amount
Statement as so agreed or determined shall be final and binding on the Seller and the Buyer and shall be
deemed to be the “Final Adjustment Amount Statement,” for all purposes of and under this Agreement.

(vi) The Buyer shall permit the Seller and its accountants and other advisors reasonable access during
normal business hours, and on reasonable notice, to the premises and personnel of the Subject Business and to
any relevant accounts, documents and records of the Transferred Assets and Assumed Liabilities within its
possession which are reasonably necessary for the purposes of reviewing the Adjustment Amount Statement,
and will permit them to make copies of such accounts, documents and records at their own cost and expense.

(vii) In the event that the Seller shall deliver a Notice of Dispute pursuant to Section 2.3(b) (iii) hereof
and the aggregate dollar amount of all Disputed Items set forth therein (calculated without setting off any
single Disputed Item against any other Disputed Items) is less than twenty percent (20%) of the aggregate
dollar amount of the Adjustment Amount set forth in the Adjustment Amount Statement delivered by the
Buyer pursuant to Section 2.3(b) (ii) hereof, then for purposes of this Section 2.3(b) (vii) hereof, (A) the
Adjustment Amount shall be recalculated by excluding all Disputed Items, and (B):.

(1) if the Adjustment Amount (as so recalculated) is greater than zero, the Buyer shall pay to
the Seller an amount equal to the Adjustment Amount (as so recalculated); or

(2) if the Adjustment Amount (as so recalculated) is less than zero, the Seller shall pay to the
Buyer an amount equal to the absolute value of the Adjustment Amount (as so recalculated);
in either case such amount (i) to also include interest compounded annually, using a 365-day year from the
Closing Date through the date prior to the date of payment at the prime lending rate of Citibank, N.A. as in
effect on the Closing Date, and (ii) to be payable by wire transfer in immediately available funds to an
account or accounts designated in writing by the recipient of the Adjustment Amount.

(viii) Within two (2) business days after the determination of the Final Adjustment Amount
Statement, the Adjustment Amount (after taking into account, and setting off against, any and all
amounts previously paid pursuant to Section 2.3(b) (vii) hereof) shall be paid as follows:

(1) if the Adjustment Amount is greater than zero, the Buyer shall pay to the Seller an amount
equal to the Adjustment Amount; or

(2) if the Adjustment Amount is less than zero, the Seller shall pay to the Buyer an amount
equal to the absolute value of the Adjustment Amount;

in either case such amount (i) to also include interest compounded annually, using a 365-day year from
the Closing Date through the date prior to the date of payment at the prime lending rate of Citibank,
N.A. as in effect on the Closing Date, and (ii) to be payable by wire transfer in immediately available
funds to an account or accounts designated in writing by the recipient of the Adjustment Amount.

(¢) Tax Allocation of Consideration.

(i) Within one hundred and twenty (120) days after the Closing, the Buyer shall prepare a proposed
allocation of the Consideration among all of the Transferred Assets. Thereafter, the Seller and the Buyer shall
work together in good faith to agree upon such allocation as soon as reasonably practicable. In the event that
the Seller and the Buyer shall agree upon an allocation of the Consideration among the Transferred Assets
pursuant to this Section 2.3(c), such allocation shall be deemed to be the “Tax Allocation” for all purposes of
and under this Agreement. The Seller and the Buyer hereby agree that, for purposes of allocating the
appropriate portion of the Consideration to each of the Transferred Tangible Assets (other than inventory and
work-in-process ), the value of each such Transferred Tangible Asset shall be equal to its net book value, as
reflected in the books and records of the Seller.
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(ii) To the extent the parties agree to the Tax Allocation, each of the Buyer and the Seller shall
(i) report the Transactions for all Tax purposes as a sale of assets in a manner consistent with the Tax
Allocation, (ii) not file any Tax Return or otherwise take a position with any Tax authority that is inconsistent
with the Tax Allecation, (iii) not take any position before any Governmental Authority or in any judicial
proceeding that is inconsistent with the Tax Allocation. Each of the Buyer and the Seller shall timely file a
Form 8594 with the Internal Revenue Service in accordance with the requirements of Section 1060 of the
Code. If there is a purchase price adjustment pursuant to Section 2.3(b) hereof, the Tax Allocation shall be
revised in accordance with Section 1060 of the Code (and the treasury regulations promuigated thereunder),
to reflect such purchase price adjustment. In the event that any Governmental Authority shall make or
propose to either the Buyer or the Seller an allocation of the Consideration that differs from the Tax
Allocation, each of the Buyer and the Seller shall reasonably cooperate in good faith with the other(s) to
contest the determination of such Governmental Authority with respect to the allocation of the Consideration.

2.4 The Closing. ‘

(a) Closing. The consummation of the Transactions shall take place at a closing (the “Closing”) to be
held at the offices of Wilson Sonsini Goodrich & Rosati, Professional Corporation, located at 650 Page Mill
Road, Palo Alto, California 94304, effective as of 12:01 a.m., local time, on the date that is two (2) business
days following the satisfaction or valid written waiver of all the conditions set forth in Article 9 hereof (other
than conditions which by their terms are to be satisfied at the Closing), or at such other location, time and
date as the parties hereto shall mutually determine (the actual date on which the Closing shall occur pursuant
hereto being referred to herein as the “Closing Date™).

(b) Closing Deliveries of the Seller. At the Closing, the Seller shall deliver or cause to be delivered to
Buyer ownership, possession and control of all of the Transferred Assets, free and clear of all Encumbrances
other than Permitted Encumbrances, including by executing and delivering those documents identified in
Section 9.2 hereof and all such other instruments, certificates and other documents that are reasonably
necessary to effect the valid transfer from the Seller to Buyer of, and vest in Buyer valid title or rights in and
to, the Transferred Assets or to complete the Transactions (collectively, the “Seller Transfer Documents”).

(¢) Closing Deliveries of the Buyer. At the Closing, the Buyer shall deliver to the Seller (i) an amount
in cash equal to the Initial Purchase Price, payable by wire transfer in immediately available funds to an
account or accounts designated in writing by the Seller, (ii) all such instruments, certificates and other
documents of assumption, in form and substance reasonably acceptable to the Seller, dated as of the Closing
Date and validly executed or acknowledged (as applicable) for and on behalf of Buyer and in its name by a
duly authorized officer thereof, that are reasonably necessary to effect the valid assumption by the Buyer of the
Assumed Liabilities, in each case effective as of the Closing and (iii) such other agreements or documents
reasonably necessary to complete the Transactions (collectively, the “Buyer Assumption Documents™).

(d) Title to Transferred Assets. Title to all Transferred Assets shall pass from the Seller to the Buyer at
the Closing, subject to the terms and conditions of this Agreement. The Buyer assumes no risk of loss to the
Transferred Assets prior to the Closing.

2.5 Third Party Consents; Non-Transferable Assets.

(a) The Seller and the Buyer shall use their respective commercially reasonable efforts to obtain all
Third Party Consents, in a form and substance reasonably acceptable to the Buyer and the Seller, that are
reasonably necessary to effect the valid transfer from the Seller to the Buyer of, and vest in the Buyer valid
title or rights in and to, the Transferred Assets, in each case effective as of the Closing; provided, however, that
solely for purposes of this Section 2.5(a), the exercise of commercially reasonable efforts by the Buyer or the
Seller shall not consist of making payments to third Persons to obtain any such Third Party Consents,
commencing any litigation or offering or granting any accommodation (financial or otherwise) to any third
Persons, in each case in order to obtain any such Third Party Consents.

(b) Notwithstanding anything in this Agreement or in any Ancillary Agreement to the contrary, nothing
in this Agreement or in any Ancillary Agreement shall be construed as, or constitute, an attempt, agreement
or other undertaking to transfer or assign to the Buyer any Non-Transferable Assets.
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(¢) From and after the Closing and until such time as any Non-Transferable Asset shall be properly and
lawfully transferred or assigned to the Buyer pursuant to Section 2.5(d) hereof (i) the Non-Transferable
Assets shall be held by the Seller in trust exclusively for the benefit of Buyer and (ii) the Seller and the Buyer
shall cooperate in any good faith, reasonable arrangement designed to provide. or cause. to be provided for the
Buyer the material benefits intended to be transferred or assigned to the Buyer under the applicable Non-
Transferable Asset and, in furtherance thereof, to the extent permitted under the terms of each such Non-
Transferable Asset and under applicable Law (A) the Buyer shall use commercially reasonable efforts to
perform and discharge all of the Liabilities of the Seller under the terms of such Non-Transferable Assets in
effect as of the Closing and (B) the Seller shall use commercially reasonable efforts to provide or cause to be
provided to the Buyer, at the request of and under the direction of the Buyer, all of the benefits of the Seller
under the terms of the Non-Transferable Asset in effect as of the Closing, including the enforcement of any
rights under the Non-Transferable Assets (including the right to.terminate in accordance with the terms
thereof upon the advice of the Buyer) and promptly paying to the Buyer any monies received by the Seller
after the Closing under any Non-Transferable Assets attributable to the performance of the Buyer thereunder.
Nothing in this Section 2.5(c) shall in any way diminish the Seller’s obligations hereunder to obtain all
consents and approvals and to take all such other actions prior to or at Closing as are necessary to enable Seller
to convey or assign valid title to all of the Transferred Assets to the Buyer. The Seller and the Buyer hereby

-acknowledge and agree that the relationship, if any, among the parties established by the terms of this
Section 2.5(c) is that of independent contractors, and nothing in this Section 2.5(c) shall be construed to
create a relationship of agency or partnership between the parties hereto or to create any obligation to, or
provide any benefit for, any other Person.

(d) For the period commencing on the Closing Date and ending on the first (1st) anniversary of the
Closing Date, the Seller and the Buyer shall use their respective commercially reasonable efforts to obtain all
such Third Party Consents, in a form and substance reasonably acceptable to the Buyer and the Seller, that
are reasonably necessary to effect the valid transfer from the Seller to the Buyer of, and vest in the Buyer valid
title or rights in and to, the Non-Transferable Assets; provided, however, that solely for purposes of this
Section 2.5(d), the exercise of commercially reasonable efforts by the Buyer and the Seller shall not consist of
making payments to third Persons to obtain such Third Party Consents, commencing any litigation or offering
or granting any accommodation (financial or otherwise) to any third Persons, in each case in order to obtain
any such Third Party Consents. Upon the receipt of any such Third Party Consents under any Non-
Transferable Asset after the Closing Date and prior to the first (1st) anniversary of the Closing Date, such
Non-Transferable Asset shall be transferred and assigned to the Buyer, and thereafter deemed to be a
Transferred Asset for all purposes of and under this Agreement and any applicable Ancillary Agreements,
effective as of the date of such consent, waiver, approval or authorization.

2.6 Transfer Taxes. The Buyer and Seller shall equally share the payment of, and shall pay when due,
any and all documentary, stamp, sales, use, excise, value-added, gross receipts or similar transfer taxes
(“Transfer Taxes”) that are or may be payable in connection with the sale or purchase of the Transferred
Assets, Each party shall prepare and timely file all Tax Returns relating to Transfer Taxes that such party is
required to file under applicable law (subject to the other party’s review and consent, which shall not be
unreasonably withheld) and shall timely pay all Transfer Taxes required to be paid by such party under
applicable law. Each party shall indemnify the other for fifty percent (50%) of all such Transfer Taxes paid by
the other in accordance with Section 10.2 and Section 10.3 hereof. The Buyer shall provide to the Seller a
valid California resale certificate for the inventory items purchased by the Buyer. The parties shall cooperate
with one another to the extent reasonably requested and legally permitted to minimize any Transfer Taxes.

2.7 Proration of Certain Liabilities. Any and all Liabilities for property Taxes payable in respect of
Transferred Tangible Property shall be prorated as of the Closing between the Seller, on the one hand, and the
Buyer, on the other hand. The net proration payment for the items of Liability set forth in this Section 2.7
hereof that are determinable as of the Closing shall be made within sixty (60) calendar days of the Closing.
Any net proration payment for the items of Liability set forth in this Section 2.7 hereof that are not
determinable as of the Closing shall be paid by the Buyer to the Seller or by the Seller to the Buyer, as the
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case may be, within thirty (30) calendar days after the party or parties directly incurring such Liability shall
notify the other party hereto in writing that such item of Liability has become determinable.

2.8 Further Assurances.

(a) Of the Seller. At any time and from time to time after the Closing, at the Buyer’s reasonable
request and without further consideration therefor, the Seller shall execute and deliver to the Buyer such other
documents or instruments of sale, transfer, conveyance, assignment and confirmation, provide such materials
and information and take such other actions, as may reasonably be requested in order more effectively to
transfer, convey and assign to the Buyer, or confirm the title or rights of the Buyer in or to, all of the
Transferred Assets, to put the Buyer in actual possession and control of the Transferred Assets to the full
extent permitted by applicable Law, and otherwise to cause the Seller to fulfill its obligations under the
Transaction Agreements to which it is a party.

(b) Of the Buyer. At any time and from time to time after the Closing, at the Seller’s reasonable
request and without further consideration therefor, the Buyer shall execute and deliver to the Seller such other
documents or instruments of assumption, provide such materials and information and take such other actions,
as may reasonably be requested in order more effectively to assume from the Seller, or confirm the obligations
of the Buyer under, all of the Assumed Liabilities, and otherwise to cause the Buyer to fulfill its obligations
under the Transaction Agreements to which it is a party. :

ARTICLE 3
REPRESENTATIONS AND WARRANTIES OF THE SELLER

Subject to the exceptions and other information set forth in disclosure schedules delivered by the Seller to
the Buyer as of the date hereof (the “Seller Disclosure Schedule”), the Seller hereby represents and warrants
to the Buyer as follows:

3.1 Organization, Good Standing; Corporate Power. The Seller is a corporation duly organized,
validly existing and in good standing under the laws of the State of California. The Seller is licensed or
qualified to transact business as a foreign corporation, and is in good standing, under the laws of all states
in the United States where the Subject Business would require it to be so licensed or qualified, except
where the failure to be so licensed or qualified would not reasonably be expected to have a Material
Adverse Effect. The Seller has all requisite corporate power and authority to own, hold and use the
Transferred Assets, and to sell, license or otherwise distribute any of the Products to, or provide services
to, customers or potential customers or any class of customers, in the manner currently being conducted
by it.

3.2 Authority. The Seller has all requisite power and authority to enter into the Transaction
Agreements to which it is a party, to perform its obligations under the Transaction Agreements, and to
consummate the Transactions. The execution and delivery by the Seller of the Transaction Agreements
to which it is a party, the performance by the Seller of its obligations under the Transaction Agreements,
and the consummation by the Seller of the Transactions, have been duly authorized by all necessary
corporate action on the part of the Seller, and except for shareholder approval which the Seller shall seek
pursuant to Section 5.2 hereof, no further action is required on the part of the Seller to authorize the
execution and delivery by the Seller of the Transaction Agreements to which it is a party, the
performance by the Seller of its obligations under the Transaction Agreements, or the consummation by
the Seller of the Transactions. This Agreement has been (and as of the Closing each of the Ancillary
Agreements to which the Seller is a party will be) duly executed and delivered by the Seller, and this
Agreement constitutes (and upon the execution and delivery thereof by the Seller as of the Closing, each
of the Ancillary Agreements to which the Seller is a party will constitute) the valid and binding obligation
of the Seller, enforceable against the Seller in accordance with their respective terms.

3.3 Conflicts. Assuming that the authorizations, approvals and consents referred to in Section 3.4
hereof are duly obtained, the execution and delivery by the Seller of the Transaction Agreements to
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‘which it is a party, the performance by the Seller of its obligations under the Transaction Agreements,
and the consummation by the Seller of the Transactions, will not directly or indirectly (with or without
notice or lapse of time) conflict with or result in any violation of, or result in the imposition of any lien
upon or create a security interest under, or default under, or give rise to a right of termination,
cancellation, modification or acceleration of any obligation or loss of any benefit under (any such event, a
“Conflict”) (i) any provision of the Articles of Incorporation or Bylaws of the Seller, (ii) any of the
Transferred Assets, (ili) any judgment, order, award, decree applicable to the Seller or (iv) to the
Knowledge of the Seller, any Law that is applicable to the Seller or any of its properties or assets
(tangible and intangible), including the Transferred Assets, except in the case of this clause (iv) for any
such Conflicts that would not reasonably be expected to have a material adverse effect on the ability of
the Seller to perform its obligations under the Transaction Agreements to which it is a party and to
consummate the Transactions.

3.4 Required Consents. Except for (a) filings with the SEC of the Proxy Statement, (b) the
approval of the Seller’s shareholders and (c) filings, permits, authorizations, consents and approvals as
may be required under the rules and regulations of NASDAQ, no material consent, waiver, license,
approval, authorization or order of, or material registration, declaration or filing with any Person
(including a party to any agreement with the Seller) is required by or with respect to the Seller in
connection with or as a result of the execution and delivery by the Seller of the Transaction Agreements
to which the Seller is a party, the performance by the Seller of its obligations under the Transaction
Agreements, or the consummation by the Seller of the Transactions.

3.5 Transferred Tangible Property. The Seller has good and valid title to all of the Transferred
Tangible Property, in each case free and clear of any and all Encumbrances other than Permitted
Encumbrances, and each item of Transferred Tangibie Property is in good operating condition, regularly
and properly maintained, subject to normal wear and tear.

3.6 Inventory. All of the inventories of the Seller included among the Transferred Tangible
Property were purchased, acquired or produced in the ordinary and regular course of business and in a
manner consistent with the Seller’s regular inventory practices and are set forth on the Reference
Working Capital Statement in accordance with the practices and principles of the Seller consistent with
the method of treating such items in prior periods. None of the inventory that is included among the
Transferred Tangible Property has been consigned from any third party or is on consignment from any
third party.

3.7 Transferred Contracts;, Government Contracts.

(a) The Seller has made available to the Buyer a true and correct copy of each of the Transferred
Contracts (including all currently effective modifications, amendments and supplements thereto), each of
which contains all of the material terms thereof. Each of the Transferred Contracts is in full force and
effect, is valid and effective against the Seller and the other party or parties thereto in accordance with its
terms, and to the Knowledge of the Seller, there is no existing material default or event of material
default (or event that with notice or lapse of time, or both, would constitute a default) thereunder by the
Seller or any other party or parties thereto. The Seller is in compliance with and has neither breached,
violated or defaulted under, nor received notice that the Seller has breached, violated or defaulted under,
any of the terms or conditions of each of the Transferred Contracts, except as would not reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect.

(b) Section 3.7(b) of the Seller Disclosure Schedule contains a complete and accurate list of any
Transferred Contract that is a, or that contains provisions that include any of the following:

(i) Contract relating to the borrowing of money or under which it has imposed a security
interest on any of the Transferred Assets;

(i) guarantee of any obligation;



(iii) letter of credit, bond or other indemnity, except endorsements of instruments for
collection in the ordinary course of operation of the Subject Business;

(iv) Contract requiring the payment by the Seller of more than $50,000 in any twelve
(12) month period for the purchase or lease of any machinery, equipment or other capital assets;

(v) collective bargaining agreement, employment, international sales agent, representative,
distributor or consulting Contract;

(vi) Contract providing for severance payments or other additional similar rights or benefits
(whether or not optional) in the event of the sale of the Subject Business;

(vil) joint venture or partnership Contract;

(viti) Contract requiring the payment by the Seller to any Person of more than $50,000 in the
aggregate in any twelve (12) month period for the purchase of goods or services;

(ix) Contract between the Seller and any Affiliate of the Seller (which shall be separately
identified as such in Section 3.7(b) of the Seller Disclosure Schedule);

(x) lease of personal property under which the Seller is the lessor, except equipment leases
entered into the ordinary course of business;

(xi) Contract under which the Seller has agreed to indemnify any party; or
{(xii) Contract concerning non-competition.

(¢) With respect to each Government Contract that is a Transferred Contract or any Bid (i) to the
Knowledge of the Seller, the Seller has complied with all material terms and conditions and all
requirements of Law applicable thereto, (ii) no written notice has been received alleging that the Seller is
in breach or violation of any requirement of Law applicable thereto, (iii) no written notice of termination,
cure notice or show-cause notice has been received by the Seller with respect thereto, or (iv) to the
Knowledge of the Seller, no notice of breach, violation or termination, cure notice or show-cause notice
has been threatened with respect thereto.

(d) The Seller is not with respect to the Subject Business (and for the last three (3) years has not
been) (i) to the Knowledge of the Seller, under administrative, civil or criminal investigation, indictment
or information by the United States Government with respect to any alleged irregularity, misstatement or
omission regarding a Government Contract that is a Transferred Contract or any Bid, or (ii) suspended
or debarred from doing business with the United States Government or declared nonresponsible or
ineligible for government contracting. Within the past three (3) years, the Seller has not made a
voluntary disclosure under the United States Department of Defense voluntary disclosure program or
under any voluntary disclosure program of another Governmental Authority with respect to any alleged
irregularity, misstatement or omission arising under or relating to any Government Contract that is a
Transferred Contract or any Bid.

(e) To the Knowledge of the Seller, there are no circumstances that would warrant the United
States Department of Defense or any other Governmental Authority suspension or disbarment proceed-
ings or the finding of nonresponsibility or ineligibility on the part of the Subject Business or any other
damage or penalty assessment or recoupment of payment. To the Knowledge of the Seller, neither the
United States Government nor any prime contractor, subcontractor or vendor is asserting in writing any
claim or initiating any dispute proceeding against the Seller relating to any Government Contract that is a
Transferred Contract or any Bid, nor is the Seller asserting any claim or initiating any dispute proceeding
directly or indirectly against any such party concerning any such Government Contract or Bid.

(f) To the Knowledge of the Seller, there is no proposed or overtly threatened termination of any
facility or personnel security clearances applicable to the Subject Business.

3.8 Transferred IPR and Transferred Technology. The Seller owns, and has the right to transfer to
the Buyer under this Agreement, free and clear of Third Party Consents and all Encumbrances other than
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Permitted Encumbrances, the Transferred IPR and the Transferred Technology. To the Knowledge of
the Seller, (a) the Seller’s current conduct of the Subject Business does not infringe on the Intellectual
Property Rights of any third Person and (b) the Seller has not received any written notice from a third
Person alleging that the Seller has or may have in the past, or is or may be currently, infringing upon the
Intellectual Property Rights of any third Person. To the Knowledge of the Seller, no third party is
infringing or misappropriating any of the Transferred IPR.

3.9 Transferred Accounts Receivable. The Transferred Accounts Receivable arose from bona fide
transactions in the ordinary course of business, consistent with past practices, and represent valid and
enforceable claims against debtors for sales and other charges. No material amount of the Transferred
Accounts Receivable is contingent upon the performance by the Seller of any obligation or contract other
than normal warranty repair and replacement.

3.10 Transferred Employees.

(a) Except for any persons who resign from the Seller’s employment following the date hereof and
prior to the Closing or whose employment with the Seller is terminated following the date hereof and
prior to the Closing, the Transferred Employees are all of the employees of the Seller who currently work
primarily for the Subject Business.

(b) With respect to the Transferred Employees, the Seller is not a party to, or bound by, any
collective bargaining agreement, shop floor agreement contract or other agreement or understanding with
a labor union or labor organization. No proceeding regarding any unfair labor practice is pending before
the National Labor Relations Board or similar domestic or foreign governmental agency. No application
or petition requiring the Seller with respect to the Subject Business to bargain with any labor organization
as to wages or conditions of employment involving the Subject Business has been commenced nor is any
such application or petition, to the Knowledge of the Seller, threatened. To the Knowledge of the Seller,
there are no campaigns being conducted to solicit cards from the Transferred Employees to authorize
representation by any labor organization.

(¢) Section 3.10(c) of the Seller Disclosure Schedule contains a complete and accurate list of the
accrued severance of each Transferred Employee as of July 31, 2004 under the Seller Severance Policy.

(d) The Seller’s 401 (k) plan is intended to meet the requirements of Section 401 (a) of the Code
and has been subject to a determination letter from the Internal Revenue Service to the effect that such
plan is qualified and the related trust is exempt from Federal income taxes under Section 401(a) and
Section 501 (a), respectively, of the Code.

3.11 Litigation. There is no Proceeding pending or, to the Knowledge of the Seller, threatened
relating to the Transferred Assets, the Products or the Subject Business. There is no investigation or other
proceeding pending or, to the Knowledge of the Seller, threatened relating to the Transferred Assets, the
Products or the Subject Business by or before any Governmental Authority. There are no judgments,
orders, decrees, citations, fines or penalties heretofore assessed against the Seller relating to the
Transferred Assets, the Products or the Subject Business under any applicable Law. Since January 1,
2001, the Seller has not been a party to any litigation and has had no litigation pending against a third
party, in each case involving or affecting the Subject Business.

3.12 Taxes.

(a) To the extent that failure to do so would adversely impact the Transferred Assets or the Buyer’s
ownership of the Transferred Assets, the Seller (i) has paid all Taxes it is required to pay to the
appropriate Governmental Authority and (ii) has filed all material Tax Returns it is required to file. With
respect to the Subject Business, all Taxes that the Seller is required to withhold or collect have been
withheld or collected.

(b) There is no action, suit, proceeding, audit, investigation or claim pending or, to the Knowledge
of the Seller, threatened in respect of any Taxes relating to the Subject Business for which the Seller is or
may become liable, nor has any deficiency or claim for any such Taxes been proposed, asserted or, to the
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Knowledge of the Seller, threatened. Seller does not know of any basis for the assertion of any claim for
any liabilities for unpaid Taxes for which Buyer would become liable as a result of the Transactions
contemplated by this Agreement or that would result in any Lien on any of the Transferred Assets.

(¢) There are no Liens with respect to any Taxes upon any of the Transferred Assets, other than
Permitted Encumbrances.

(d) None of the Transferred Assets is “tax exempt use property” within the meaning of Sec-
tion 168(h) of the Code.

3.13 Environmental Matters. The Seller (a) is, to the Knowledge of the Seller, in compliance with
all Environmental Laws that are applicable to the Subject Business, (b) has not, with respect to the
Seller’s operation of the Subject Business, received any written notice of any alleged claim, violation of,
or liability under, any Environmental Law that has not heretofore been cured or for which there is any
remaining liability and (c) has not transferred Hazardous Materials generated by the Subject Business to
any facility listed or proposed for listing under CERCLA or any state equivalent, except in the case of the
foregoing clauses (a) - (¢) as would not reasonably be expected to have, individually or in the aggregate,
a Material Adverse Effect. None of the real property currently owned or leased by the Seller for the
operation of the Subject Business is listed or proposed for listing on the National Priorities List or
CERCLIS (or any state equivalent), and there are no claims pending, or to the Knowledge of the Seller,
threatened against the Seller for any (i) personal injury as a result of employee exposure to Hazardous
Materials or (ii) property damage as a result of Hazardous Materials present on any real property
currently owned or leased by the Subject Business.

3.14 Sufficiency of Assets. The Transferred Assets constitute, as of the date hereof, all of the
assets, rights and properties that the Seller currently uses or holds for use in connection with the operation
of the Subject Business as currently conducted.

3.15 Confidential Offering Memorandum. The Confidential Offering Memorandum provided by
the Financial Advisor (on behalf of the Seller) to the Buyer in connection with the Buyer’s consideration
of the Transactions does not, as of the date hereof, contain any untrue statement of a material fact or omit
to state a material fact required to be stated therein or necessary in order to make the statements therein,
in light of the circumstances under which they were made, not misleading,

3.16 Reference Working Capital Statement. The Reference Working Capital Statement presents
the total current assets of the Subject Business as of March 31, 2004 (other than (i) cash and cash
equivalents, and (ii) any Tax related items), less the total current liabilities of the Subject Business as of
March 31, 2004 (other than any Tax related items, except payroll taxes), in each case derived from the
books and records of the Seller and determined in accordance with the accounting methods, policies,
practices and procedures set forth in Section 3.16 of the Seller Disclosure Schedule.

3.17 Subsequent Events. Since March 31, 2004 until the date hereof, (a) the Seller has conducted
its operations related to the Subject Business in the ordinary course of business, has used commercially
reasonable efforts to maintain the Subject Business, the Transferred Assets, its relations with employees,
customers, suppliers, licenses and operations related to the Subject Business as an ongoing business in
accordance with past practice and (b) there has not been any Material Averse Effect.

3.18 Compliance with Applicable Laws; Permits.

(a) The Subject Business is being conducted in compliance with all applicable Laws, except as
would not reasonably be expected to have a Material Adverse Effect. Without limiting the foregoing, to
the Knowledge of the Seller, the Seller has not, within the past three (3) years, in connection with the
Subject Business (including any Transferred Contract that is a Government Contract or any Bid),
(i) used any funds for unlawful contributions, gifts, entertainment or other unlawful expenses related to
political activity; or (ii) made any unlawful payment to foreign or domestic governmental officials or
employees or to foreign or domestic political parties or campaigns or violated any provision of the Foreign
Corrupt Practices Act of 1977, as amended, or (iii) made any other unlawful payment.
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(b) The Seller has duly obtained all material permits, concessions, grants, franchises, licenses,
certifications and other governmental authorizations and approvals (including any licenses to export its
Products) that are necessary for the conduct of the Subject Business as it is currently conducted. Each
Transferred Permit is in full force and effect, and there are no proceedings pending or, to the Knowledge
of the Seller, threatened that would result in the revocation, cancellation, suspension or modification of
any Transferred Permit.

3.19 Brokers and Intermediaries. Except for Jefferies Quarterdeck, a division of Jefferies &
Company, Inc. (the “Financial Advisor”), the Seller has not employed any broker, finder, advisor or
intermediary in connection with the Transactions who would be entitled to a broker’s, finder’s, adviser’s,
intermediary’s or similar fee or commission in connection therewith or upon the consummation thereof
from the Buyer.

3.20 Product Warranties. There are no outstanding product warranty for the Products for a period
greater than cighteen (18) months. Section 3.20 of the Seller Disclosure Schedule contains a complete
and accurate list of all pending or, to the Knowledge of the Seller, threatened product liability claims with
respect to the Subject Business or the Products. Section 3.20 of the Seller Disclosure Schedule contains a
complete and accurate list of all product liability claims or recalls with respect to the Subject Business or
the Products that have occurred since January 1, 2000. None of the products manufactured or sold by the
Seller with respect to the Subject Business, including the Products, contains or incorporates asbestos,
asbestos-containing materials or presumed asbestos-containing materials.

3.21 Problems with Suppliers and Customers. Since January 1, 2004, (a) no supplier or customer
to or of the Subject Business has canceled or otherwise terminated its relationship with the Seller with
respect to the Subject Business, except cancellations or termination which would not reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect, (b) to the Knowledge of the
Seller, no supplier or customer to or of the Subject Business has overtly threatened to cancel or otherwise
terminate its relationship with the Seller with respect to the Subject Business or its usage of the services
of the Seller with respect to the Subject Business, except cancellations that would not reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect and (c¢) to the Knowledge of
the Seller, no supplier to the Subject Business has become unable to continue to supply the products or
services supplied to the Subject Business by such supplier. The Seller does not have any direct or indirect
ownership interest in any supplier or customer of the Subject Business.

3.22 Transactions with Affiliates. Section 3.22 of the Seller Disclosure Schedule contains a
complete and accurate list of all existing material contractual or business relationships between the Seller,
with respect to the Subject Business, any other divisions of the Seller or any Affiliate of the Seller.

3.23 Transactions with Related Persons, Outside Interests. No Related Party is, or has been since
January 1, 2003, a party to any Contract or transaction with the Seller. No Related Party uses any of the
Transferred Assets except directly in connection with the Subject Business, and no Related Party owns or
has any interest in any of the Transferred Assets. No Related Party has any claim of any nature, including
any inchoate claim, against any of the Transferred Assets or the Subject Business. Except as expressly
provided herein or in any other agreement or as otherwise may be mutually agreed after the Closing,
(a) no Related Party will at any time after the Closing for any reason, directly or indirectly, be or become
entitled to receive any payment or transfer of money or other property of any kind from the Buyer and
(b) the Buyer will not at any time after the Closing for any reason, directly or indirectly, be or become
subject to any obligation to any Related Party.

3.24 Seller Information. The information relating to the Seller and its subsidiaries to be provided
by the Seller for inclusion in the preliminary proxy statement, the Proxy Statement, or in any other
document filed with any other Governmental Authority in connection herewith, at the respective times
filed with the SEC or such other Governmental Authority and first published, sent or given to the
shareholders of the Seller and, with respect to the Proxy Statement, at the date any amendment is mailed
to the shareholders and at the time of the special shareholders meeting, will not contain any untrue
statement of a material fact or omit to state a material fact necessary to make there statement therein, in
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light of the circumstances in which they are made, not misleading (except. that no representation or

warranty is made by the Seller as to such portions thereof that relate only to the Buyer for inclusion or

incorporation by reference therein). The Proxy Statement will comply as to form in all material respects
- with the provisions of the Exchange Act.

3.25 Board Recommendation. Subject to the right of the board of directors of the Seller under
Section 5.8(b) hereof, the board of directors of the Seller, at a meeting duly called and held, has
(a) unanimously adopted this' Agreement (including all terms and conditions set forth herein) and
. approved the Transactions, (b} determined that the Transaction is advisable and that the terms of the
Transaction are fair to, and in the best interests of, the Seller and its shareholders and (c) subject to the
terms of Section 5.8 hereof, resolved to submit this Agreement to the Seller’s shareholders and
recommend that the Seller’s shareholders approve this Agreement and the Transactions.

3.26 Opinion of Financial Advisor. The Financial Advisor has delivered to the Seller’s board of
directors its opinion (in writing or to be confirmed in writing) to the effect that, as of the date hereof and
based upon and subject to the factors and assumptions set forth therein, the consideration to be received
by the Seller for the Transferred Assets pursuant to the Transaction is fair, from a financial point of view,
to the Seller.

ARTICLE 4

REPRESENTATIONS AND WARRANTIES OF THEJBUYER
The Buyer hereby represents and warrants to the Seller as follows:

4.1 Organization, Good Standing; Corporate Power. The Buyer is a corporation duly organized,
validly existing and in good standing under the laws of the State of Delaware. The Buyer has all requisite
corporate power and authority to own, hold and use the Transferred Assets that are owned or held by the
Seller, or in its name, as of the date hereof. ‘

4.2 Authority. The Buyer has all requisite power and authority to enter into the Transaction
Agreements to which it is a party, to perform its obligations under the Transaction Agreements, and to
consummate the Transactions. The execution and delivery by the Buyer of the Transaction Agreements
to which it is a party, the performance by the Buyer of its obligations under the Transaction Agreements
and the consummation by the Buyer of the Transactions, have been duly authorized by all necessary
corporate action on the part of the Buyer, and no further action is required on the part of the Buyer or its
stockholders to authorize the execution and delivery by the Buyer of the Transaction Agreements to
which it is a party, the performance by the Buyer of its obligations under the Transaction Agreements or
the consummation by the Buyer of the Transactions. This Agreement has been (and as of the Closing
each of the Ancillary Agreements to which the Buyer is a party will be) duly executed and delivered by
the Buyer, and this Agreement constitutes (and upon the execution and delivery thereof by the Buyer as
of the Closing, each of the Ancillary Agreements to which the Buyer is a party will constitute) the valid
and binding obligation of the Buyer, enforceable against the Buyer in accordance with their respective
terms.

4.3 Conflicts. The execution and delivery by the Buyer of the Transaction Agreements to which it
is a party, the performance by the Buyer of its obligations under the Transaction Agreements, and the
consummation by the Buyer of the Transactions, will not Conflict with or result in any Conflict under
(i) any provision of the certificate of incorporation or bylaws (or the equivalent organizational
documents) of the Buyer, (ii) any material Contract to which the Buyer is a party or by which the Buyer
or any of its properties or assets may be bound or (iii) any judgment, order, decree or, to the knowledge of
the Buyer, any material Law that is applicable to the Buyer or any of its properties or assets {tangible and
intangible), except in the case of this clause (iii) for any such Conflicts that would not reasonably be
expected to have a material adverse effect on the ability of the Buyer to perform is obligations under the
Transaction Agreements to which it is a party and to consummate the Transactions.
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4.4 Regquired Consents. No material consent, waiver, license, approval, authorization or other
order of, or material registration, declaration or filing with, any Person (including a party to any
agreement with the Buyer) is required by or with respect to the Buyer in connection with or as a result of
the execution and delivery by the Buyer of the Transaction Agreements to which the Buyer is a party, the
performance by the Buyer of its obligations under the Transaction Agreements or the consummation by
the Buyer of the Transactions.

4.5 Sufficiency of Funds. The Buyer has, or has access through one or more of its Affiliates, to
sufficient funds to deliver the Purchase Price to the Seller in accordance with the terms and conditions of
this Agreement.

4.6 Brokers and Intermediaries. Except for Needham & Company, the Buyer has not employed
any other broker, finder, advisor or intermediary in connection with the Transactions who would be
entitled to a broker’s, finder’s, adviser’s, intermediary’s or similar fee or commission in the connection
therewith or upon consummation thereof from the Seller.

4.7 Buyer Information. The information relating to Buyer to be provided by Buyer to be contained
in the preliminary proxy statement, the Proxy Statement, or in any other document filed with any other
Governmental Authority in connection herewith, at the respective time filed with the SEC or such other
Governmental Authority and, in addition, in the case of the Proxy Statement, at the date it or any
amendment or supplement is mailed to shareholders of the Seller and at the time of the special meeting,
will not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements therein, in light of the circumstances in which they are made, not misleading.

ARTICLE 5
COVENANTS & AGREEMENTS
5.1 Interim Operations of the Subject Business.

(a) The Seller shall (i) carry on the Subject Business in the usual, regular and ordinary course and in
substantially the same manner as currently conducted and in material compliance with all applicable Laws,
pay all debts that would otherwise constitute Assumed Liabilities when due, subject to good faith disputes over
such liabilities and (ii) use commercially reasonable efforts, consistent with past practices and policies, to
(A) preserve intact the present business organization of the Subject Business, (B) keep available the services
of the Transferred Employees and (C) preserve its relationships with customers, suppliers, distributors,
licensors, licensees and other persons with which it has significant business dealings relating to the Subject
Business.

(b) Except as set forth in Section 5.1 of the Seller Disclosure Schedule or consented to in writing by
Buyer, Seller shall not:

{i) divest, sell, transfer, mortgage, pledge or otherwise dispose of, or encumber, or agree to divest,
sell, transfer, mortgage, pledge or otherwise dispose of, or encumber, any Transferred Assets other than
(A) Transferred Tangible Property in the ordinary course of business or (B) Permitted Encumbrances;

(ii) increase the compensation or employee benefits of any officers or employees of the Seller who
will become Transferred Employees;

(iii) modify, amend or terminate any Transferred Contract or enter into any new contracts or
agreements with respect to the Subject Business involving payments in excess of $100,000 in the
aggregate, other than in the ordinary course of business (provided, that the Seller shall be permitted to
convert certain intra-company work orders into third-party contracts on reasonable terms subject to
Buyer’s consent);

(iv) make any change to the accounting methods, principles or practices of the Subject Business,
except as may be required by GAAP;
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(v) enter into any settlement agreements involving payments in excess of $50,000 in the aggregate
or which would restrict the Subject Business with respect to any litigation or any claim (whether pending
"or threatened) relating to the Subject Business;

(vi) make any capital expenditure related to the Subject Business in excess of $100,000 in the
aggregate,

(vil) make any material change in the methods of manufacture, management or operation of the
‘Subject Business;

(viil) make any capital investment in, any loan to, or any acquisition of the securities or assets of
any other Person which would be included in the Transferred Assets;

(ix) to the extent related to the Subject Business or Transferred Assets, incur or assume any long-
term or short-term debt or assume, guarantee, endorse or otherwise become liable or responsible
{whether directly, contingently or otherwise) for the obligations of any other Person; or

(x) authorize, or commit or agree to take any of the foregoing actions.

5.2 Proxy Statement and Approval of the Seller’s Shareholders. As promptly as practicable, but no
later than ten (10) business days after the execution and delivery of this Agreement, the Seller shall prepare
and file with the SEC a preliminary proxy statement to be used in connection with the Seller’s solicitation of
proxies from its shareholders to approve and adopt this Agreement and the Transactions. The Buyer shall
promptly provide to the Seller such information concerning its business and financial statements and affairs as
may be required or appropriate for inclusion in the proxy statement, or in any amendments or supplements
thereto, and the Buyer will cause its counsel and auditors to cooperate with the Seller’s counsel and auditors in
the preparation of the preliminary proxy statement. The preliminary proxy statement and the Proxy Statement
will comply in all material respects with all applicable Laws and the Seller will, after consultation with the
Buyer, promptly respond to any comments made by the SEC with respect to such preliminary proxy statement
and, as soon as possible, cause a definitive proxy statement (the “Proxy Statement”) to be mailed to its
shareholders. The Proxy Statement shall contain (A) the recommendation of the board of directors of the
Seller that shareholders of the Seller vote in favor of the approval of this Agreement and the Transactions
contemplated herein, and (B) the opinion of the Financial Advisor described in Section 3.26 hereof (if the
Financial Advisor authorizes such inclusion, which authorization the Seller will request). Whenever any event
occurs which is required to be set forth in an amendment or supplement to the Proxy Statement, the Seller
shall promptly consult with the Buyer of such occurrence and the Seller shall use its commercially reasonable
efforts to obtain and furnish any information, promptly provide comments to the SEC or its staff, and file such
amendment or supplement. The Seller shall duly call, give proper notice of, convene, and -hold a special
meeting of the shareholders as soon as reasonably practicable following the execution of this Agreement for
the purpose of considering and taking action upon this Agreement and the Transactions. The Seller shall use
its commercially reasonable efforts (including by retaining an outside proxy solicitation firm at its own cost
and expense) to solicit from the shareholders of the Seller proxies in favor of the approval of this Agreement
and the Transactions and shall take all other action necessary or advisable to secure the vote or consent of its
shareholders required to effect the Transactions.

5.3 Access. Except as prohibited by applicable Law or by the agreements of the Seller with third
Persons, during the period commencing with the execution and delivery of this Agreement and ending on the
Closing Date, the Seller shall afford to the Buyer and its representatives, subject to reasonable advance notice

-and at all reasonable times during normal business hours, reasonable access to the personnel, professional
advisors, properties, contracts, Books and Records and other documents and data of the Seller relating to the
Subject Business, the Transferred Assets or the Products, in each case only to the extent that such material
relates to the Subject Business, Transferred Assets or the Products.

5.4 Confidentiality. Whether or not the Transactions shall be consummated, any information obtained
during the course of any investigation conducted pursuant to the provisions of Section 5.3 hereof or in
connection with the negotiation and execution of the Transaction Agreements and/or the consummation of
the Transactions (including the Transferred Books and Records), as well as the terms and provisions of the
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Transaction Agreements (including the Purchase Price and any other amounts payable pursuant to any
Transaction Agreement), shall be governed by the terms and conditions of that certain Confidential
Disclosure Agreement, dated March 19, 2004, by and between the Seller and the Buyer; provided, however,
that if the Transactions shall be consummated, nothing set forth in the Confidential Disclosure Agreement or
this Section 5.4 shall restrict the Buyer’s use of or disclosures regarding the Transferred Assets.

5.5 Public Disclosure. Without limiting any other provision of this Agreement or any of the Ancillary
Agreements, the Seller and the Buyer shall consult with each other before issuing, and shall provide the other
with an opportunity to review, comment upon and concur with, and shall use commercially reasonable efforts
to agree upon, any press release or other disclosure, statement or communication in respect of the Transaction
Agreements and/or the Transactions, and, except as required by applicable Law (including applicable
securities Laws) or any listing agreement with the New York Stock Exchange, The Nasdaq Stock Market,
Inc. or other applicable national or regional securities exchange, neither the Seller nor the Buyer shall issue
any press release, make any public disclosure or make any statement or communication to any third party
(other than their respective agents and representatives) regarding the Transaction Agreements and/or the
Transactions (including, if applicable, the termination of any Transaction Agreement and the reasons
therefor) without the prior written consent of the other party hereto.

5.6 Reasonable Efforts. On the terms and subject to the conditions set forth in this Agreement, the
Seller and the Buyer shall use their respective commercially reasonable efforts to take promptly, or cause to be
taken, all actions, and to do promptly, or cause to be done, all things necessary, proper or advisable under
applicable Laws to consummate and make effective the Transactions, as promptly as possible, to obtain all
necessary Third Party Consents and consents of Government Authorities, to effect or make all necessary
registrations, qualifications and filings and to remove any injunctions or other impediments or delays, legal or
otherwise, required to be obtained, made or removed in order to consummate and make effective the
Transactions for the purpose of securing to the parties hereto the benefits contemplated by this Agreement. All
filing fees payable to Government Authorities shall be shared equally between the Seller and the Buyer, with
the exception of any fees incurred in connection with the preliminary proxy statement or the Proxy Statement,
all of which shall be paid by the Seller.

5.7 Revised Seller Schedules. At any time and from time to time after the execution and delivery of this
Agreement, the Seller may amend, modify, update or supplement the information set forth in the Schedules to
this Agreement or in the Seller Disclosure Schedule, in whole or in part, by delivery to the Buyer of an
amended and restated copy of one or more Schedules to this Agreement or the Seller Disclosure Schedule
(each, a “Revised Seller Schedule”), clearly marked to reflect all of the Seller’s proposed amendments,
modifications, updates and supplements thereto. In the event and to the extent that the Buyer shall fail to
object in writing to a Revised Seller Schedule within five (5) business days following its receipt thereof, such
Revised Seller Schedule shall be deemed (i) to replace and supersede in its entirety the corresponding
Schedule to this Agreement or the Seller Disclosure Schedule, as applicable (and any and all corresponding
Revised Seller Schedules previously delivered by the Seller to the Buyer pursuant to this Section 5.7) and
(i) to be the definitive corresponding Schedule to this Agreement or Seller Disclosure Schedule, as
applicable, for all purposes of and under this Agreement, including for purposes of (A) determining the
Transferred Assets to be purchase and sold pursuant to Article 2 hereof, (B) determining whether the
conditions to the obligations of the Buyer set forth in Section 9.2(a) hereof have been satisfied and
(C) establishing the indemnification obligations of the Seller pursuant to Section 10.2 hereof. In the event
that the Buyer shall object in writing to any amended, modified, updated or supplemented information set
forth in a Revised Seller Schedule within five (5) business days following its receipt thereof, such amended,
modified, updated or supplemented information (x) shall not be deemed to amend the corresponding
Schedule to this Agreement for purposes of determining the Transferred Assets to be purchased and sold
pursuant to Article 2 hereof, and (y) shall not be deemed to qualify the representations and warranties of the
Seller set forth in this Agreement for purposes of determining whether the conditions to the obligations of the
Buyer set forth in Section 9.2(a) hereof have been satisfied; provided, however, that notwithstanding the
Buyer’s objection in writing to any such amended, modified, updated or supplemented information set forth in
a Revised Seller Schedule that purports to amend or modify the Seller Disclosure Schedule within such five
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(5) business day period, in the event that the Transactions shall be consummated, such amended, modified,
updated or supplemented information shall be deemed to replace and supersede in its entirety the
corresponding information set forth in the Seller Disclosure Schedule (and in any and all Revised Seller
Schedules (to the extent that any such Revised Seller Schedule amended and superseded the Seller
Disclosure Schedule) previously delivered by the Seller to the Buyer pursuant to this Section 5.7) for purposes
of establishing the indemnification obligations of the Seller pursuant to Section 10.2 hereof.

5.8 No Solicitation.

(a) The Seller shall immediately cease any discussions or negotiations with any Persons other than
Buyer that may be ongoing with respect to the proposed Transactions and shall seek to have returned to the
Seller any confidential information that has been provided in any such discussions or negotiations. From the
date hereof, the Seller shall not, nor shall it permit any of its Subsidiaries to, nor shall it authorize or permit
any of its officers, directors, or employees or any Affiliate, investment banker, financial advisor, attorney,
accountant, or other representative retained by it or any of its Subsidiaries to, directly or indirectly, (i) solicit,
initiate or knowingly encourage discussions (including by way of furnishing information which has not been
previously publicly disseminated), or take any other action intended to facilitate any inquiries or the making of
any Proposal or (ii) participate in any discussions or negotiations regarding any Proposal.

(b) Except as specially permitted under the terms of this Section 5.8(b), neither the board of directors
of the Seller nor any committee thereof shall, in a manner adverse to the Buyer, privately or publicly,
(i) withhold, withdraw, amend or modify its recommendation in favor of the approval of this Agreement and
the Transactions, (ii) approve or recommend any Proposal or (iii) cause the Seller to enter into any letter of
intent, agreement in principle, acquisition agreement or other similar agreement related to any Proposal;
provided, however, that notwithstanding the foregoing or anything in this Agreement to the contrary, nothing
in this Agreement shall prevent the board of directors of the Seller or any committee thereof from
withholding, withdrawing, amending or modifying its recommendation in favor of the approval of this
Agreement and the Transactions at any time prior to the time at which the Seller’s shareholders have duly
approved this Agreement and the Transactions under California Law, if (i) the Seller receives an unsolicited
Superior Proposal after the execution of this Agreement under circumstances that does not arise out of a
breach of the terms of this Section 5.8, and such Superior Proposal has not been withdrawn, and (ii) the board
of directors of the Seller determines in good faith, after considering applicable Law and after consultation with
its outside counsel, that, in light of such Superior Proposal, the withholding, withdrawing, amending or
modifying such recommendation is consistent with the fiduciary duties of the board of directors of the Seller to
the Seller’s shareholders under applicable Law. In addition, nothing in this Agreement shall prohibit the board
of directors of the Seller from (i) taking and disclosing to the Seller’s shareholders a position contemplated by
Rule 14¢-2(a) promulgated under the Exchange Act, (ii) complying with the provisions of Rule 14d-9
promulgated under the Exchange Act or (iii) making any disclosure that is required to comply with the
board’s fiduciary duty of candor (including, without limitation, a change of recommendation in favor of the
approval of this Agreement and the Transactions) to the Seller’s shareholders under applicable Law.

(c) The Seller shall promptly advise the Buyer, both orally and in writing, of any (i) any Proposal,
whether or not a Superior Proposal, and the material terms and conditions thereof, including the identity of
the Persons making it, and (ii) any request for confidential information of the Company, whether in
connection with a Proposal or otherwise.

5.9 Appropriate Action. The Seller and the Buyer shall promptly notify each other in writing of any
pending or, to the Knowledge of the Seller or the Buyer, as applicable, threatened action, proceeding or
investigation by any Governmental Authority or any other Person (i) challenging or seeking damages in
connection with the Transactions or (ii) seeking to restrain or prohibit the consummation of the Transactions
or otherwise limit the right of the Buyer to own or operate all or any portion of the Subject Business. The
Seller and the Buyer shall cooperate with each other and use commercially reasonable efforts in defending any
such action, proceeding or investigation, including seeking to have any stay or temporary restraining order
entered by any court or other Governmental Authority vacated or reversed.
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5.10 Mail and Payments.

(a) The Seller authorizes and empowers the Buyer on and after the Closing Date to receive and open all
mail and other communications received by the Buyer relating to the Subject Business and to deal with the
contents of such communications in good faith and in a proper manner. The Seller shall promptly deliver to
the Buyer any mail or other communication received by the Seller after the Closing Date pertaining to the
Subject Business.

(b) The Seller shall promptly pay or deliver to the Buyer any monies or checks relating to the Subject
Business which have been mistakenly sent after the Closing Date by customers or others to the Seller and
which should have been sent to the Buyer.

(c) The Seller agrees that the Buyer has the right and authority to endorse, without recourse, any check
or other evidence of indebtedness received by the Buyer in respect of any note or account receivable
transferred to the Buyer pursuant to this Agreement and the Seller shall furnish the Buyer such evidence of
this authority as the Buyer may request.

(d) The Buyer shall promptly pay or deliver to the Seller any monies or checks which have been
mistakenly sent after the Closing Date to the Buyer and which should have been sent to the Seller.

5.11 Novation of Government Conitracts. As soon as reasonably practicable following the Closing, the
Buyer shall prepare (with the Seller’s assistance), in accordance with Federal Acquisition Regulations
Part 42, Section 42.12 and any applicable agency regulations or policies, a written request consistent with the
requirements of the Federal Acquisition Regulations Part 42, as reasonably interpreted by the Responsible
Contracting Officer (as such term is defined in Federal Acquisition Regulations Part 42, Section 42.1202(a)),
which shall be submitted by the Seller to each Responsible Contracting Officer, for the United States
Government to (1) recognize the Buyer as the Seller’s successors in interest to all the Government Contracts
that are Transferred Contracts, and (ii) to enter into a novation agreement, in the form attached hereto as
Exhibit E (the “Novation Agreement”), pursuant to which, subject to the requirements of the Federal
Acquisition Regulations Part 42, all of the Seller’s rights, titles and interests in and to, and all of the Seller’s
obligations and liabilities under, each such Government Contract that are Transferred Contracts shall be
validly conveyed, transferred and assigned and novated to the Buyer by all parties thereto. The Buyer shall
provide to the Seller promptly any information regarding the Buyer required in connection with such request.
The Seller and the Buyer shall each use commercially reasonable efforts to obtain all consents, approvals and
waivers required for the purpose of processing, entering into and completing the Novation Agreement,
including responding to any requests for information by the United States Government with regard to such
Novation Agreement; provided, however, that neither the Seller nor the Buyer shall be required to commence
any litigation or offer or grant any accommodation (financial or otherwise) to any third-party.

5.12 Waste Removal. Prior to the Closing, the Seller shall, at its sole cost and expense, transport and
dispose off-site (or cause to be transported and disposed off-site) any hazardous wastes that have been
generated by the Subject Business prior to the Closing Date and accumulated or stored at the premises that is
the subject of the Real Property License Agreement.

5.13 Use of Name. The Buyer shall be permitted to sell Products and inventory that bear the Seller’s
name and/or marks, provided that such Products and inventory are unmodified and the Buyer’s sale of such
Products and inventory are not done in a manner that is derogatory to the Seller’s name and/or marks.
Nothing in this Section 5.13 shall prohibit the Buyer from referring to the Seller solely for purposes of
indicating the prior ownership history of the Subject Business, such as the phrase “formerly part of Celeritek”
or reasonable variations thereof.

5.14 Transitional Services. As soon as practicable following the execution of this Agreement, the Seller
and the Buyer shall negotiate in good faith a transition services agreement (the “Transition Services
Agreement”) pursuant to which the Seller shall provide to the Buyer certain transition services (including
financial, IT and facilities support) to be negotiated in good faith for a period of up to six (6) months following
the Closing Date in exchange for certain fees and expenses to be negotiated in good faith, which fees and
expenses shall reflect the following principles: (i) any components of the services provided under the

A-25



Transition Services Agreement with respect to which a third party charges the Seller shall be provided to the
Buyer on a pass-through basis at the rates charged by such third party, and (ii) any components of the services
provided under the Transition Services Agreement with respect to which a third party does not charge the
Seller shall be provided to the Buyer at rates that reflect the Seller’s internalized cost to provide such services.

5.15 Voting Agreements. As soon as practicable following the execution of this Agreement (and in any
event within one (1) business day thereafter), the Seller shall notify its transfer agent for shares of common
stock of the Seller of the restrictions set forth in the Voting Agreements and instruct such transfer agent to
implement control procedures to enforce such transfer restrictions in accordance with its customary practices.

ARTICLE 6
NON-COMPETITION AND NON-SOLICITATION AGREEMENTS
6.1 Seller Non-Competition Agreement.

(a) Subject to the Closing, and without limiting the Seller’s ability to prosecute antitrust claims against
third parties, beginning on the Closing Date and ending on the fourth (4th) anniversary of the Closing Date,
the Seller shall not directly or indirectly (other than on behalf of the Buyer), without the prior written consent
of the Buyer, engage in a Competitive Business Activity (as defined below) anywhere in the Restricted
Territory (as defined below).

(b) For all purposes of and under this Agreement, the term “Competitive Business Activity” shall mean:
(i) engaging in, managing or directing persons engaged in any business competitive with or directly related to
the Subject Business or any Products; (ii) acquiring or having an ownership interest in any entity which
derives revenues from any business in competition with the Subject Business (except for ownership of one
percent (1%) or less of any entity whose securities have been registered under the Securities Act, or
Section 12 of the Exchange Act); or (iii) participating in the operation, management or control of any firm,
partnership, limited liability company, corporation, entity or business‘which derives revenues from any
business in competition with the Subject Business. For avoidance of doubt, “Competitive Business Activity”
shall (A) include the sale of connectorized and/or hermetic modules that are functionally equivalent to those
Products in the defense portfolio including for example power amplifiers, low noise amplifiers and multifunc-
tional modules, and (B) shall not include connectoriess, non-hermetic modules that are not functionally
equivalent to those Products in the defense portfolio, including, for example, Gallium-Arsenide chips on a
carrier. For all purposes of and under this Agreement, the term “Restricted Territory” shall mean each and
every country, province, state, city or other political subdivision of the world, including those in which the
Seller is currently engaged in business or otherwise distributes, licenses or sells any Products (including the
United States, the European Union, Israel, Japan and Korea).

(¢) The parties hereto agree that the duration and area for which the covenant not to compete set forth
in this Section 6.1 is to be effective is reasonable. In the event that any court determines that the time period
or the area or both of them are unreasonable and such covenant is to that extent unenforceable, the parties
hereto agree that the covenant shall remain in full force and effect for the greatest time period and in the
greatest area that would not render it unenforceable. The parties hereto agree that damages are an inadequate
remedy for any breach of this covenant and that the Buyer shall, whether or not it is pursuing any potential
remedies at law, be entitled to equitable relief in the form of preliminary and permanent injunctions without
bond or other security upon any actual or threatened breach of this covenant. No waiver of any breach of the
foregoing covenant shall be implied from the forbearance or failure of the Buyer to take action thereon.

6.2 Non-Solicitation Agreements.

(a) In the event that this Agreement is terminated prior to the Closing, prior to the second (2nd)
anniversary of such termination, the Buyer shall not hire, or directly or indirectly solicit, encourage or take any
other action that is intended to induce or encourage any of the Transferred Employees or any other employees
of the Seller with whom the Buyer has had contact in connection with the negotiation of this. Agreement and
the Transactions to terminate his or her employment relationship with the Seller; provided, however that this
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prohibition shall not apply to solicitations or employment resulting from general advertisements appearing in
newspapers, periodicals, trade journals or other media not targeted toward Seller’s employees.

(b) In the event that the Closing shall occur, prior to the second (2nd) anniversary of the Closing, the
Seller shall not hire, or directly or indirectly solicit, encourage or take any other action that is intended to
induce, influence or encourage any of the Transferred Employees who accept employment with the Buyer
pursuant to the employment offers made pursuant to Section 7.1 hereof to terminate his or her employment
relationship with the Buyer; provided, however that this prohibition shall not apply to solicitations or
employment resulting from general advertisements appearing in newspapers, periodicals, trade journals or
other media not targeted toward Buyer’s employees. Notwithstanding the foregoing or anything in this
Agreement to the contrary, if the Buyer shall terminate the employment of any such Transferred Employee
following the Closing, then Seller shall not be prohibited from hiring, or directly or indirectly soliciting,
encouraging or taking any other action that is intended to induce, influence or encourage any of the
Transferred Employees who accept employment with the Buyer pursuant to the employment offers made
pursuant to Section 7.1 hereof.

ARTICLE 7
EMPLOYEE MATTERS
7.1 Employment Matters.

(a) Concurrently with the execution of this Agreement, the Buyer and the Key Employee marked with
an asterisk on Schedule 1.1(p) hereto have entered into a employment agreement which will be effective as of],
and contingent upon, the consummation of the Transactions. Prior to the Closing Date, the Buyer shall make
offers of employment to all of the other Transferred Employees, such employment to be effective as of, and
subject to, the Closing. Nothing in this Agreement shall limit the right of the Buyer to terminate the
employment of any Transferred Employee following the Closing Date.

(b) On the Closing Date, in accordance with applicable Law, the Seller shall pay each Transferred
Employee who accepts employment with the Buyer any and all wages that such Transferred Employee has
earned or accrued, but which remains unpaid, through the Closing Date, including, at the request of any such
Transferred Employee, any earned wages in respect of accrued vacation. The Buyer hereby acknowledges and
agrees that the Closing Working Capital (i) shall not reflect any accrued payroll or accrued payroll taxes that
are paid or withheld by the Seller pursuant to this Section 7.1(b) and (ii) shall not reflect any accrued
vacation that is paid by the Seller pursuant to this Section 7.1(b).

(c) The Buyer shall assume and be responsible for the severance obligations of the Seller under the
Seller’s severance policy set forth in Schedule 7.1(c) hereto (the “Seller Severance Policy”) as of the Closing
with respect to the Key Employees. In the event that the Buyer fails to make offers of employment to any
Transferred Employee (other than the Key Employees), the Buyer shall be responsible for any severance
obligations of the Seller under the Seller Severance Policy with respect to the termination of such Transferred
Employee. In the event that, after receiving an offer of employment from the Buyer pursuant to Sec-
tion 7.1(a) hereof, any Transferred Employee (other than the Key Employees) shall refuse to accept the
Buyer’s offer for any reason, then (i) the Buyer shall assume and be responsible for the severance obligations
of the Seller as of the Closing under the Seller Severance Policy with respect to the Seller’s termination of
such Transferred Employee’s employment following the Closing, up to Fifty Thousand Dollars ($50,000) in
the aggregate, and (ii) the Seller shall be responsible for any severance obligations of the Seller as of the
Closing under the Seller Severance Policy with respect to the Seller’s termination of such Transferred
Employee’s employment following the Closing, for any and all severance amounts in excess of the first Fifty
Thousand Dollars ($50,000) in the aggregate.

(d) Subject to the terms of Section 7.1(e) hereof, as of the first (1st) day following the Closing Date, all
Transferred Employees shall be permitted to participate in the plans, programs and arrangements of the Buyer
or its Affiliates, subject to eligibility requirements, relating to compensation and employee benefits (each, a
“Buyer Benefit Plan”), except none of the Transferred Employees shall be entitled to participate or shall
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participate in (i) the Teledyne Technologies Incorporated Pension Plan, as amended, or (ii) until otherwise
determined by the Buyer, the severance policy applicable to Teledyne Technologies Incorporated’s Electronic
and Communications Segment’s current employees.

{e) For purposes under the Buyer Benefit Plans, each Transferred Employee shall be credited with all
years of service for which such Transferred Employee was credited before the Closing Date under any
comparable Benefit Plans to the extent permitted under such Benefit Plans for purposes of eligibility and
vesting only, except to the extent such credit would result in a duplication of benefits and except for
participation in the Teledyne Technologies Incorporated Employee Stock Purchase Plan (The Stock
Advantage Plan).

(f) The Buyer shall make any filings and shall deliver any notices required in connection with the
Transactions under the Worker Adjustment and Retraining Notification Act (“WARN Act”), or any similar
state law, so that Seller shall have no liability under the WARN Act or other similar law as a result of the
Transactions with respect to Transferred Employees. The Buyer shall be solely responsible for and agrees to
indemnify, hold harmless and, at the option of the Seller to defend, the Seller from and against any Liability
under the WARN Act or similar state law in connection with any Transferred Employee who is found to have
suffered an “employment loss” under the WARN Act.

(g) The Seller and the Buyer agree that the Buyer has purchased substantially all of the property in the
Subject Business and in connection therewith the Buyer will employ individuals who immediately prior to the
Closing were employed in such trade or business by the Seller. Accordingly, the Seller shall on or before
December 15, 2004 provide the Buyer will all necessary and reasonably requested payroll records for the
calendar year which includes the Closing Date, the Buyer will furnish a Form W-2 to each employee
employed by the Buyer who had been employed by the Seller disclosing all wages and other compensation
paid for such calendar year and Taxes withheld therefrom, and provided that the Seller has delivered to the
Buyer all necessary and reasonably requested payroll records, the Seller will be relieved of the responsibility to
do so. o

7.2 401 (k) Rollovers. Following the Closing, the Seller shall use commercially reasonable efforts to
permit the direct rollover (pursuant to the rollover provisions of Section 401(a)(31) of the Code) of cash
account balances of the Transferred Employees who accept employment with the Buyer under the Seller’s
401 (k) plan to the Buyer’s 401 (k) plan in which any such Transferred Employees is eligible to participate,
upon the request of any such Transferred Employee (including, if requested by any such Transferred
Employee, the rollover of any notes evidencing an outstanding plan loan or loans). Provided that any such
amendment shall not cause the Seller’s 401 (k) plan to fail to be qualified, and the related trust to fail to be
exempt, from Federal income taxes under Section 401 (a) and Section 501 (a), respectively, of the Code, the
Seller agrees to amend its 401(k) plan to permit any loan of any Transferred Employee who accepts
employment with the Buyer to be rolled over with such Transferred Employee’s account balance to the
Buyer’s 401 (k) plan in accordance with the Code and solely for the purpose of this Transaction if such
Transferred Employee so elects.

ARTICLE 8.

Tax MATTERS
8.1 Responsibility for Filing Tax Returns.

(a) Subject to Section 8.1(b) hereof, Seller will be responsible for the preparation and filing of all Tax
Returns of Seller (including Tax Returns required to be filed after the Closing Date), to the extent such Tax
Returns include or relate to Seller’s operation of the Subject Business or Seller’s use or ownership of the
Transferred Assets on or prior to the Closing Date. Such Tax Returns, to the extent they relate to the
operation of the Subject Business or the Transferred Assets, shall be true, complete and correct in all material
respects. Seller will be responsible for and make all payments of Taxes shown to be due on such Tax Returns
to the extent they relate to the operation of the Subject Business or the Transferred Assets.
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(b) Buyer will be responsible for the preparation and filing of all Tax Returns that it is required to file
with respect to Buyer’s operation of the Subject Business or Buyer's ownership or use of the Transferred
Assets attributable to taxable periods (or portions thereof) commencing after the Closing Date. Buyer’s Tax
Returns, to the extent they relate to the operation of the Subject Business or the Transferred Assets, shall be
true, complete and correct in all material respects. Buyer will make all payments of Taxes shown to be due on
such Tax Returns to the extent they relate to the operation of the Subject Business or the Transferred Assets.

8.2 Straddle Period Taxes. In the case of any real or personal property taxes or any similar taxes
attributable to the Transferred Assets that are reported on a Tax Return covering a period commencing before
the Closing Date and ending thereafter (a “Straddle Period Tax”), any such Straddle Period Tax shall be
prorated between the Seller and the Buyer on a per diem basis. Notwithstanding anything else set forth in this
Agreement, the party required by law to pay any such Straddle Period Tax shall provide the other party with a
proof of payment, and within ten (10) days of receipt of such proof of payment, such other party shall
reimburse the party that paid the Straddle Period Tax for its share of such Straddle Period Tax. The party
required to file a Tax Return with respect to Straddle Period Taxes shall do so within the time period
prescribed by law.

ARTICLE 9
ConDITIONS TO THE CLOSING

9.1 Conditions to Obligations of Each Party. The respective obligations of the Buyer and the Seller to
consummate the Transactions shall be subject to the satisfaction or fulfillment, at or prior to the Closing, of
each of the following conditions:

(a) Shareholder Approval. This Agreement and the Transactions shall have been approved and
adopted by the requisite vote of the Seller’s sharcholders under California Law.

(b) Governmental Approvals. All waivers, consents, approvals, authorizations, qualifications or
other orders issued by, or declarations or filing made with, and waiting periods imposed by, any
Governmental Authority reasonably deemed necessary or appropriate by the Buyer and the Seller to
consummate the Transactions shall have been timely obtained, made or expired.

(c) legality. No Governmental Authority shall have enacted, issued, promulgated, enforced or
entered any statute, rule, regulation, executive order, decree, injunction or other order (whether
temporary, preliminary or permanent) which is in effect and which has the effect of making the
Transactions illegal or otherwise prohibiting the consummation of the Transactions.

(d) Injunctions or Restraints. No temporary restraining order, preliminary or permanent injunc-
tion or other order issued by any court of competent jurisdiction or other legal restraint or prohibition
preventing the consummation of the Transactions shall be in effect, nor shall any proceeding brought by a
Governmental Authority seeking any of the foregoing be pending.

9.2 Additional Conditions to the Obligations of the Buyer. The obligation of the Buyer to effect the
Transactions shall be subject to the satisfaction or fulfillment, at or prior to the Closing, of each of the
following conditions, any or all of which may be waived in whole or in part exclusively by the Buyer (in the
Buyer’s sole discretion) pursuant to a written instrument:

(a) Representations and Warranties. The representations and warranties of the Seller set forth in
Article 3 hereof (as modified by any Revised Seller Disclosure Schedule pursuant to Section 5.7 hereof)
that are qualified by reference to materiality or a Material Adverse Effect (i) shall have been true and
correct on and as of the date hereof and (ii) shall be true and correct on and as of the Closing Date as
though such representations and warranties had been made on and as of the Closing Date, except in the
case of this clause (ii) for those representations or warranties that address matters only as of a particular
date, which representations and warranties shall have been true and correct only as of such particular
date. The representations and warranties of the Seller set forth in Article 3 hereof (as modified by any
Revised Seller Disclosure Schedule pursuant to Section 5.7 hereof) that are not qualified by reference to
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materiality or a Material Adverse Effect (i) shall have been true and correct on and as of the date hereof
in all material respects and (ii) shall be true and correct in all material respects on and as of the Closing
Date as though such representations and warranties had been made on and as of the Closing Date, except
in the case of this clause (ii) for those representations or warranties that address matters only as of a
particular date, which representations and warranties shall have been true and correct in all material
respects only as of such particular date.

(b) Covenants. The Seller shall have performed and complied in all material respects with all
" covenants and obligations under this Agreement required to be performed and complied with by the
Seller at or before the Closing.

(¢) Certificate of the Seller. The Buyer shall have received a certificate, validly executed for and
on behalf of the Seller and in its name by a duly authorized officer thereof, to the effect that, as of the
Closing, the conditions to the obligation of the Buyer to consummate the Transaction set forth in
Section 9.2(a) and Section 9.2{b) hereof have been satisfied or fulfilled (unless otherwise waived by the
Buyer in accordance with the terms hereof).

(d) Ancillary Documents. The Seller shall have executed and delivered to the Buyer the Seller
Transfer Documents, the Novation Agreement and the Transition Services Agreement.

(e) Consents. All approvals, consents, waivers and authorizations set forth in Schedule 9.2(e)
hereto shall have been obtained and in full force and effect.

9.3 Additional Conditions to Obligations of the Seiller. The obligation of the Seller to effect the

Transactions shall be subject to the satisfaction or fulfillment, at or prior to the Closing, of each of the

- following conditions, any or all of which may be waived in whole or in part exclusively by the Seller (in the
Seller’s sole discretion) pursuant to a written instrument:

(a) Representations and Warranties. The representations and warranties of the Buyer set forth in
Article 4 hereof that are qualified by reference to materiality or a Material Adverse Effect (i) shall have
been true and correct on and as of the date hereof and (ii) shall be true and correct on and as of the
Closing Date as though such representations and warranties had been made on and as of the Closing
Date, except in the case of this clause (ii) for those representations or warranties that address matters
only as of a particular date, which representations and warranties shall have been true and correct only as
of such particular date. The representations and warranties of the Buyer set forth in Article 4 hereof that
are not qualified by reference to materiality or a Material Adverse Effect (i) shall have been true and
correct on and as of the date hereof in all material respects and (ii) shall be true and correct in ail
material respects on and as of the Closing Date as though such representations and warranties had been
made on and as of the Closing Date, except in the case of this clause (ii) for those representations or
warranties that address matters only as of a particular date, which representations and warranties shall
have been true and correct in all material respects only as of such particular date.

(b) Covenants. The Buyer shall have performed and complied in all material respects with all
covenants and obligations under this Agreement required to be performed and complied with by the
Buyer at or before the Closing.

(c) Certificate of the Buyer. The Seller shall have received a certificate, validly executed for and

on behalf of the Buyer and in its name by a duly authorized officer thereof, to the effect that, as of the

" Closing, the conditions to the obligation of the Seller to consummate the Transaction set forth in

Section 9.3(a) and Section 9.3(b) hereof have been satisfied or fulfilled (unless otherwise waived by the
Seller in accordance with the terms hereof).

(d) Ancillary Documents. The Buyer shall have executed and delivered to the Buyer the Buyer
Assumption Documents, the Novation Agreement and the Transition Services Agreement.
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ARTICLE 10
SURVIVAL; INDEMNIFICATION

10.1 Survival of Representations, Warranties and Covenants. The representations and warranties of the
Seller and the Buyer set forth in this Agreement, or in any certificate, instrument or other document delivered
by the Seller or the Buyer in connection with the Transactions (and any right to indemnification for breach
thereof), shall survive the Closing until twenty four (24) months after the Closing Date and all rights to
indemnification with respect thereto shall then terminate; provided, however, that the representations and
warranties set forth in Section 3.2 (Authority), Section 3.5 (Transferred Tangible Property), Section 3.8
(Transferred 1PR and Transferred Technology), Section 3.12 (Taxes) and Section 3.13 (Environmental
Matters) hereof shall survive until the fourth (4th) anniversary of the Closing Date (the “Survival Period”).
The covenants of the Seller and the Buyer set forth in this Agreement shall survive the Closing until thirty
(30) days after the expiration of the statute of limitations applicable thereto, or thirty (30) days after the date
at which the relevant tax notice has become unappealable and binding under the relevant jurisdictions,
whichever period is shorter.

10.2 Indemnification by the Seller. From and after the Closing Date, subject to the provisions of
Section 10.4 hereof, the Seller shall indemnify, defend (subject to the provisions of Section 10.6 hereof) and
hold harmless the Buyer and its direct and indirect subsidiaries, their respective successors and assigns, and
their respective officers, directors and employees {each, a “Buyer Indemnified Party” and collectively, the
“Buyer Indemnified Parties”) from and against any and all Damages imposed upon, suffered or incurred by
any Buyer Indemnified Party resulting from, arising out of, relating to, or by reason of (i) the inaccuracy of
any representation or warranty made by the Seller in this Agreement (as modified by any Revised Seller
Disclosure Schedule pursuant to Section 5.7 hereof) or any certificate, instrument or other document
delivered in connection herewith or therewith, (ii) the failure by the Seller to perform or comply in all
material respects (or in all respects in the case of the obligations set forth in Section 5.4 (Confidentiality),
Section 5.8 (No Solicitation), Section 6.1 (Seller Non-Competition Agreement) and Section 6.2(b) (Non-
Solicitation Agreements) hereof) with any obligation, covenant or agreement of the Seller set forth in this
Agreement or any certificate, instrument or other document delivered in connection herewith or therewith,
(ili) any and all Excluded Liabilities and (iv) any Transfer Taxes and Straddle Period Taxes payable by the
Seller pursuant to Section 2.6 and Article 8 hereof, respectively.

10.3 Indemnification by the Buyer. From and after the Closing Date, subject to the provisions of
Section 10.4 hereof, the Buyer shall indemnify, defend (subject to the provisions of Section 10.6 hereof) and
hold harmless the Seller and its direct and indirect subsidiaries, their respective successors and assigns, and
their respective officers, directors and employees (each, a “Seller Indemnified Party” and collectively, the
“Seller Indemnified Parties”) from and against any and all Damages imposed upon, suffered or incurred by
any Seller Indemnified Party resulting from, arising out of, relating to, or by reason of (i} the inaccuracy of
any representation or warranty made by the Buyer in this Agreement or any material schedule, certificate,
instrument or other document delivered in connection herewith or therewith, (ii) the failure by the Buyer to
perform or comply in all material respects (or in all respects in the case of the obligations set forth in
Section 5.4 (Confidentiality) and Section 6.2(a) (Non-Solicitation Agreements) hereof) with any obligation,
covenant or agreement of the Buyer set forth in this Agreement or any material schedule, certificate,
instrument or other document delivered in connection herewith or therewith, (iii) any and all Assumed
Liabilities and (iv) any Transfer Taxes and Straddle Period Taxes payable by the Buyer pursuant to
Section 2.6 and Article 8 hereof, respectively.

10.4 Limitations on Indemnification.

(a) Indemnification Claim Threshold. The Buyer Indemnified Parties shall not be entitled to recover
any amounts in respect of claims for indemnification pursuant to Section 10.2(i) hereof, and the Seller
Indemnified Parties shall not be entitled to recover any amounts in respect of claims for indemnification
pursuant to Section 10.3(i) hereof, uniess and until the total amount of all claims for indemnification by the
Buyer Indemnified Parties pursuant to Section 10.2(i) or by the Seller Indemnified Parties pursuant to
Section 10.3(i) hereof, as the case may be, shall exceed Four Hundred Thousand Dollars ($400,000) in the
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aggregate (the “Indemnification Threshold Amount”), whereupon the Buyer Indemnified Parties or the
Seller Indemnified Parties, as the case may be, shall only be entitled to recover the amount of any Damages in
excess of the Indemnification Threshold Amount suffered or incurred in respect of such claims for
indemnification; provided, however, that the Buyer Indemnified Parties shall be entitled to recover for, and the
Indemnification Threshold Amount shall not apply as a threshold to, any and all claims or payments made
with respect to (i) fraud or fraudulent misrepresentation with respect to representations and warranties made
by the Seller, (ii) knowing, intentional or willful breaches of or inaccuracies in any representations and
warranties made by the Seller, (iii) any breach of representations and warranties set froth in Section 3.2
(Authority) hereof, and (iv) any of the matters referenced in Sections 10.2(ii)-{iv) hereof, inclusive; and;
and, provided further, that the Seller Indemnified Parties shall be entitled to recover for, and the
Indemnification Threshold Amount shall not apply as a threshold to, any and all claims or payments made
with respect to (i) fraud or fraudulent misrepresentation with respect to representations and warranties made
by the Buyer, (ii) knowing, intentional or willful breaches of or inaccuracies in the representations and
warranties made by the Buyer, (ili) any breach of representation and warranty set forth in Section 4.2
(Authority) hereof, and (iv) any of the matters referenced in Sections 10.3(ii)-(iv) hereof, inclusive.

(b) Indemnification Claim Limit. The Buyer Indemnified Parties shall not be entitled to recover any
amounts in respect of claims for indemnification pursuant to Section 10.2(i) hereof, and the Seller
Indemnified Parties shall not be entitled to recover any amounts in respect of claims for indemnification
pursuant to Section 10.3(i) hereof, in excess of Eight Million, Two Hundred and Fifty Thousand Dollars
($8,250,000) in the aggregate (the “Indemnification Cap”); provided, however, that the Buyer Indemnified
Parties shall be entitled to recover the full amount of, and the Indemnification Cap shall not apply as a
limitation on, any and all claims or payments made with respect to (i) fraud or fraudulent misrepresentation
with respect to representations and warranties made by the Seller, (ii) knowing, intentional or willful breaches
of or inaccuracies in any representations and warranties made by the Seller, (iii) any breach of representation

- and warranty set forth in Section 3.2 (Authority) or Section 3.12 (Taxes) hereof, and (iv) any of the matters
referenced in Sections 10.2(ii)-(iv) hereof, inclusive; and, provided further, that the Seller Indemnified
Parties shall be entitled to recover the full amount of, and the Indemnification Cap shall not apply as a
limitation on, any and all claims or payments made with respect to (i) fraud or fraudulent misrepresentation
with respect to representations and warranties made by the Buyer, (ii) knowing, intentional or willful breaches
of or inaccuracies in the representations and warranties made by the Buyer and (iii) any breach of
representation and warranty contained in Section 4.2 (Authority), and (iv) any of the matters referenced in
Sections 10.3(ii)-(iv) hereof, inclusive.

(¢) Indemnification Claim Expiration. The Buyer Indemnified Parties shall not be entitled to indemni-
fication for' Damages in respect of claims for indemnification pursuant to Section 10.2(i) hereof asserted by
the Buyer Indemnified Parties after the expiration of the applicable Survival Period, and the Seller
Indemnified Parties shall not be entitled to indemnification for Damages in respect of claims for indemnifica-
tion pursuant to Section 10.3(i) hereof asserted by the Seller Indemnified Parties after the expiration of the
.applicable Survival Period; provided, however, that if a Buyer Indemnified Party or a Seller Indemnified Party,
as the case may be, delivers an Indemnification Claim Certificate, in good faith, to the other party or parties
hereto pursuant to this Agreement prior to the expiration of the applicable Survival Period, any claims set
forth in such Indemnification Claim Certificate shall survive until such time as such claims are fully and
finally resolved notwithstanding the expiration of the applicable Survival Period; and, provided further, that
the applicable Survival Period shall not apply as a limitation on, and the Buyer Indemnified Parties shall be
entitled to recover the full amount of, any and all claims or payments made with respect to any of the following
notwithstanding the expiration of the applicable Survival Period (i) fraud or fraudulent misrepresentation with
respect to representations and warranties made by the Seller, (ii) knowing, intentional or willful breaches of or
inaccuracies in any representations and warranties made by the Seller, and (iii) any of the matters referenced
in Sections 10.2(ii}-(iv) hereof, inclusive; and, provided further, that the applicable Survival Period shall not
apply as a limitation on, and the Seller Indemnified Parties shall be entitled to recover the full amount of, any
and all claims or payments made with respect to any of the following notwithstanding the expiration of the
applicable Survival Period (i) fraud or fraudulent misrepresentation with respect to representations and
warranties made by the Buyer and (ii) knowing, intentional or willful breaches of or inaccuracies in the
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representations and warranties made by the Buyer, and (iii) any of the matters referenced in Sec-
tions 10.3(ii)-(iv) hereof, inclusive.

(d) Special, Consequential, Incidental, Punitive and Exemplary Damages. Notwithstanding anything
to the contrary set forth herein, neither the Buyer Indemnified Parties, on the one hand, nor the Seller
Indemnified Parties, on the other hand, shall be entitled to indemnification from the Seller or the Buyer,
respectively, pursuant to the indemnification provisions of this Article 10 or otherwise, for any special,
consequential, incidental, punitive or exemplary damages that may be imposed upon, suffered or incurred by
the Buyer Indemnified Parties or the Seller Indemnified Parties, as the case may be, except as such damages
may be required to be paid to a Government Authority or to a third party which is not affiliated with a party to
this Agreement.

(e) Third Party Recoveries. Notwithstanding anything to the contrary set forth herein, the amount of
any Damages for which the Buyer Indemnified Parties and the Seller Indemnified Parties shall be entitled to
indemnification pursuant to this Article 10 shall be reduced, on a dollar for dollar basis, by the amount of any
insurance proceeds recovered in respect thereof or any other amount recovered (whether by payment or
setoff) under any indemnity, contribution or other similar arrangement with a third Person in respect thereof.
Prior to recovering any indemnification pursuant to this Article 10, the Seller Indemnified Party or Buyer
Indemnified Party, as the case may be, shall use commercially reasonable efforts to collect any and all
available amounts under any available insurance policies or agreements of indemnity, contribution or other
similar arrangements with third Persons; provided, however, that this provision shall not apply to Buyer
Indemnified Parties with respect to Excluded Liabilities.

(f) Tax Benefits. Notwithstanding anything to the contrary set forth herein, the amount of any
Damages for which the Buyer Indemnified Parties and the Seller Indemnified Parties shall be entitled to
indemnification pursuant to this Article 10 shall be reduced, on a dollar for dollar basis, by the amount of any
Tax benefits received by the Seller Indemnified Party or the Buyer Indemnified Party, as the case may be. For
purposes of this provision, the amount of any Tax benefits shall be calculated using an effective tax rate equal
to the sum of (i) the highest marginal income tax rate applicable to corporations under the Code, plus four
percent {(4%) (the “Effective Tax Rate”). If any Tax benefit in respect of any Damages is allowable in future
taxable periods (e.g., a capitalized tax benefit), rather than the period in which the Damages occurs, such Tax
benefit shall be calculated using the Effective Tax Rate and discounting the Tax benefit to the date of the
indemnity payment at the Federal midterm rate, as that term is defined in Section 1274(d) (1) of the Code,
using annual compounding.

(g) Characterization of Indemnity Payments. Any indemnification payment shall be considered, to the
extent permissible under Law, as adjustments to the Purchase Price for Tax purposes.

(h) Mitigation. While each party agrees that it shall, and it shall cause its Affiliates to, use its or their
commercially reasonable efforts to mitigate any Damages to be indemnified.

(i) No Limitation on Right to Contest. Nothing in this Section 10.4 shall be construed as a limitation
on the indemnifying party’s right to contest in good faith whether the indemnified party is entitled to
indemnification pursuant to this Article 10 with respect to a particular claim.

10.5 Exclusive Remedy. Whether or not the Transactions shall be consummated pursuant to the terms
and conditions of this Agreement, except in the event of fraud or the willful or intentional breach of the
provisions of this Agreement, the sole and exclusive remedy of the Buyer Indemnified Parties, on the one
hand, and the Seller Indemnified Parties, on the other hand, with respect to any and all claims arising out of or
relating to this Agreement, whether arising in contract, tort or otherwise, shall be the right of the Buyer
Indemnified Parties and the Seller Indemnified Parties, as the case may be, to make claims of indemnification
for Damages pursuant to the provisions of this Article 10. In furtherance of the foregoing, each party hereby
waives, to the fullest extent permitted under applicable Law, any and all other rights, claims and causes of
action it or any of its affiliates may have (excluding rights, claims or causes of action of any party under this
Article 10 for fraud or fraudulent misrepresentation with respect to representations and warranties made by
the Seller or knowing, intentional or willful breaches of or inaccuracies in any representations and warranties),
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from and after the Closing, against the Seller Indemnified Parties or the Buyer Indemnified Parties, as the
case may be. The provisions of this Section 10.5 shall not restrict the right of any party to seek specific
performance or other equitable remedies in connection with any breach of any of the covenants contained in
this Agreement or any of the Transaction Agreements.

10.6 Indemnification Procedures.

(a) Any party seeking indemnification for Damages pursuant to this Article 10 (the “Indemnified
Party”) shall deliver a certificate (an “Indemnification Claim Certificate”), signed by any duly authorized
officer thereof (i) stating that such Indemnified Party has actually sustained, incurred, properly accrued or
paid, or reasonably anticipates in good faith that it will have to actually sustain, incur, properly accrue or pay,
Damages and (ii) specifying in reasonable detail the individual items of Damages included in the amount so
stated, the date each such item was actually sustained, incurred, properly accrued or paid, or the basis for such
anticipated liability, and the nature of the misrepresentation, breach of warranty or covenant, Excluded
Liability, Assumed Liability or Transfer Tax to which such item is related. The party receiving an
Indemnification Claim Certificate (the “Indemnifying Party”’) may object to such claim by written notice to
the Indemnified Party specifying the basis for the Indemnifying Party’s objection, within thirty (30) calendar
days following receipt by the Indemnifying Party of notice from such Indemnified Party regarding such claim
for indemnification.

(b) Inthe event that the Indemnifying Party shall fail to object to a claim for indemnification set forth in
an Indemnification Claim Certificate pursuant to Section 10.6(a) hereof, the Indemnifying Party hereby
agrees to, and shall, promptly pay to the applicable Indemnified Party the amount set forth in such
Indemnification Claim Certificate.

(¢) In the event that the Indemnifying Party shall object to a claim for indemnification set forth in an
Indemnification Claim Certificate pursuant to Section 10.6(a) hereof, prior to filing any claims in a court of
law or prior to seeking non-binding mediation pursuant to this Section 10.6(c), the Indemnifying Party and
the Indemnified Party shall in good faith first negotiate a written resolution of suchdispute or claim within a
period not to exceed fifteen (15) calendar days from the date of receipt of a request for such negotiation. Such
negotiations shall be conducted by managers of each of the Indemnifying Party and the Indemnified Party
who have authorization to resolve any such dispute or claim. In the event the Indemnifying Party and the
Indemnified Party cannot negotiate a written resolution to such dispute or claim during such fifteen
(15) calendar-day negotiation period, either the Indemnifying Party or the Indemnified Party may seek to
resolve such dispute or claim in a court of competent jurisdiction or seek other legal or equitable resolution.
Notwithstanding the foregoing, either the Indemnifying Party or the Indemnified Party may at any time apply
to any court of competent jurisdiction for injunctive relief in connection with a claim for indemnification or
otherwise to prevent irreparable harm.

10.7 Third-Party Claims.

(a) Promptly after receipt by the Indemnified Party of notice of any third-party claim, liability or
expense in respect of which the Indemnified Party is reasonably likely to be entitled to receive indemnification
from the Indemnifying Party pursuant hereto, the Indemnified Party shall promptly give notice thereof in
writing to the Indemnifying Party, stating the information then available regarding the amount and nature of
such claim, liability or expense; provided, however, that the failure to give such prompt notice shall not affect
the rights of the Indemnified Party to receive indemnification for Damages pursuant to this Agreement unless
and only to the extent that the Indemnifying Party shall have been materially prejudiced by the Indemnified
Party’s failure to deliver such prompt notice.

(b) Upon receipt of notice from the Indemnified Party delivered pursuant to Section 10.7(a) hereof, the
Indemnifying Party shall have the right, exercisable upon written notice to the Indemnified Party within thirty
(30) calendar days after receiving the notice from the Indemnified Party referred to in Section 10.7(a) hereof,
at the Indemnifying Party’s own cost and expense and with counsel of such party’s own choice, to defend,
contest, protest, settle, compromise and otherwise control the resolution of any such claim, action or
proceeding; provided, however, that (i) if there is a reasonable probability that a third party claim of Damages
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for which the Indemnified Party may be entitled to indemnification pursuant hereto may (A) materially and
adversely affect the Indemnified Party other than as a result of money damages or other money payments or
(B) result in money damages or payments in excess of the amount for which the Indemnifying Party is
obligated to indemnify the Indemnified Party pursuant to this Article 10, then the Indemnified Party shall
have the right, at the Indemnified Party’s own cost and expense and with counsel of its own choice, to
participate in the defense, settlement or compromise of such third party claim, (ii) the Indemnifying Party
shall not, without the Indemnified Party’s written consent, settle or compromise any third party claim of
Damages for which the Indemnified Party may be entitled to indemnification pursuant hereto if (A) the
settlement or compromise includes terms that may materially and adversely affect the Indemnified Party other
than as a result of money damages or other money payments or (B) the settlement or compromise amount
exceeds the amount for which the Indemnifying Party is ready, willing and able to indemnify the Indemnified
Party pursuant to this Article 10, (iii) the Indemnifying Party shall not, without the Indemnified Party’s
written consent, consent to entry of any judgment which does not include as an unconditional term thereof the
giving by the claimant or the plaintiff to the Indemnified Party of a release from all liability in respect of such
Damages, (iv) in the event that the Indemnifying Party undertakes the defense of any third party claims for
Damages pursuant hereto, the Indemnified Party, at the Indemnified Party’s own cost and expense and with
counsel of its own choice, shall have the right to consult with the Indemnifying Party and such party’s counsel
or other representatives concerning such third party claims and the Indemnified Party and the Indemnifying
Party and their respective counsel or other representatives shall cooperate with respect to such third party
claims and (v) in the event that the Indemnifying Party shall undertake the defense of any such third party
claims, the Indemnifying Party shall keep the Indemnified Party informed of the status of the defense of such
third party claims and furnish the Indemnified Party with all documents, instruments and information that the
Indemnified Party shall reasonably request in connection therewith. If the Indemnifying Party shall notify the
Indemnified Party that the Indemnifying Party has elected to assume any such defense of any such third party
claims, then the Indemnifying Party shall not be liable to the Indemnified Party pursuant hereto for any legal
or other expense subsequently incurred by the Indemnified Party in connection therewith.

(c) If the Indemnifying Party shall fail to notify the Indemnified Party of such party’s election to defend
any third party claim pursuant to Section 10.7(b) hereof, then the Indemnified Party may defend, contest,
protest, settle and otherwise control the resolution of such third party claims. The Indemnifying Party shall
have the right to participate in the defense of any such third party claims, subject to the Indemnified Party’s
right of control thereof, at the Indemnifying Party’s own cost and expense and with counsel of its own choice.
In the event the Indemnified Party shall undertake the defense of any such third party claim, the Indemnified
Party shall keep the Indemnifying Party informed of the status of the defense of such third party claims and
furnish the Indemnifying Party with all documents, instruments and information that the Indemnifying Party
shall reasonably request in connection therewith, and the Indemnifying Party, at the Indemnifying Party’s own
cost and expense and with counsel of their own choice, shall have the right to consult with the Indemnified
Party and such party’s counsel or other representatives concerning such third party claims and the
Indemnifying Party and their respective counsel or other representatives shall cooperate with respect to such
third party claims, and the Indemnified Party shall not settle, adjust or compromise any such third party
claims without prior written consent of the Indemnifying Party, which consent shall not be unreasonably
withheld or delayed.

ARTICLE 11
TERMINATION, AMENDMENT AND WAIVER

11.1 Termination. Except as set forth in Section 11.2 hereof, this'Agreement may be terminated and
the Transactions abandoned at any time prior to the Closing:

(a) by mutual written consent of the Buyer and the Seller;

(b) by the Buyer or the Seller by written notice if the Transactions have not been consummated and
the Closing shall not have occurred by December 31, 2004 (the “Termination Date”); provided,
however, that the right to terminate this Agreement pursuant to this Section 11.1(b) shall not be
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available to any party hereto whose action or failure to act has been a principal cause of or resulted in the
failure of the Closing to occur on or before the Termination Date and such action or failure to act
constitutes a material breach of this Agreement;

(c) by the Buyer or the Seller if this Agreement and the Transactions shall not have been approved
and adopted by the requisite vote of the Seller’s shareholders under California Law at a meeting of the
Seller’s shareholders duly convened therefor or at any adjournment or postponement thereof; provided,
however, that the right to terminate this Agreement pursuant to this Section 11.1(c) shall not be
available to any party hereto whose action or failure to act has been a principal cause of or resulted in the
failure of the Seller to obtain the requisite shareholder approval of this Agreement and the Transactions
and such action or failure to act constitutes a material breach of this Agreement;

(d) by the Buyer or the Seller if: (i) there shall be in effect a final non-appealable order, judgment,
injunction or decree of a court of competent jurisdiction in effect preventing the consummation of the
Transactions and, prior to such termination, the parties shall have used their respective commercially
reasonable efforts to resist, resolve or lift, as applicable, such order, judgment, injunction or decree or
(ii) there shall be any statute, rule, regulation or order enacted, promulgated or issued or deemed
applicable to ithe Transactions by any Governmental Authority that would make consummation of the
Transactions illegal;

(e) by the Buyer if it is not in material breach of its obligations under this Agreement and there has
been a breach of any representation, warranty, covenant or agreement of the Seller set forth in this
Agreement such that the conditions set forth in Section 9.2 hereof would not be satisfied and such breach
has not been cured within thirty (30) calendar days after written notice thereof to the Seller; provided,
however, that no cure period shall be required for a breach which by its nature cannot be cured,;

(f) by the Seller if it is not in material breach of its obligations under this Agreement and there has
been a breach of any representation, warranty, covenant or agreement of the Buyer set forth in this
Agreement such that the conditions set forth in Section 9.3 hereof would not be satisfied and such breach
has not been cured within thirty (30) calendar days after written notice thereof to the Buyer; provided,
however, that no cure period shall be required for a breach which by its nature cannot be cured,

(g) by the Seller, at any time prior to the six-month anniversary of the execution of this Agreement,
if (i) it is not in material breach of the terms of Section 5.8(a) hereof, (ii) the board of directors of the
Seller has authorized the Seller to enter into a definitive agreement for a transaction that constitutes a
Superior Proposal, (iii) the Seller has notified the Buyer in writing that the Seller has received a Superior
Proposal and intends to enter into a definitive agreement with respect to such Superior Proposal pursuant
to Section 5.8(b) hereof, and (iv) Buyer does not make, within five (5) business days after receipt of the
Seller’s written notice of its intention to enter into a definitive agreement with respect to such Superior
Proposal, an offer that the board of directors of the Seller determines in good faith (after consultation
with its financial advisor) to be more favorable to the Seller’s shareholders from a financial point of view
than the terms of the Superior Proposal; or

(h) by the Buyer if the board of directors of the Seller, shall have, in a manner adverse to the Buyer,
publicly (i) withdrawn its recommendation of this Agreement and the Transactions or (ii) approved or
recommended any Proposal or proposed publicly to approve or recommend, or publicly taken a neutral
position with respect to, any Proposal.

11.2 Effect of Termination, Fee.

(a) In the event of termination of this Agreement pursuant to Section 11.1 hereof, this Agreement shall
forthwith become void and there shall be no Liability on the part of any party hereto, or its affiliates, officers,
directors or stockholders; provided, however, notwithstanding the foregoing, nothing set forth in this
Section 11.2 shall relieve any party hereto from liability for any breach of any of the covenants or agreements
in this Agreement including Section 11.2(b) hereof; and, provided further, that the provisions of Section 5.4
and Section 5.5 hereof, this Section 11.2 and Article 12 hereof shall remain in full force and effect and survive
any termination of this Agreement.
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(b) In the event that (i) this Agreement and the Transactions contemplated hereby shall be terminated
prior to the Closing pursuant to Section 11.1(g) or Section 11.1(h) hereof, (ii) the Buyer shall have satisfied
in all material respects all conditions to Closing that are or were at the time within the reasonable control of
the Buyer and shall not have taken action reasonably calculated to prevent the Closing, then the Seller shall
pay to the Buyer within two (2) business days of such termination by wire transfer of same day funds, a
termination fee equal to One Million, Six Hundred and Fifty Thousand Dollars ($1,650,000) (the
“Termination Fee Amount”). In the event that (i) this Agreement and the Transactions contemplated hereby
shall be terminated prior to the Closing pursuant to Section 11.1(c) hereof, (ii) the Buyer shall have satisfied
in all material respects all conditions to Closing that are or were at the time within the reasonable control of
the Buyer and shall not have taken action reasonably calculated to prevent the Closing, (iii) following the
execution of this Agreement and the public announcement of the Transactions and prior to such termination, a
Proposal shall have been publicly announced and not withdrawn, and (iv) within twelve (12) months
following such termination, the Seller shall have either (A) consummated the transactions contemplated by
such Proposal or (B) entered into a letter of intent or Contract in respect of the transactions contemplated by
such Proposal and later consummates such Proposal, then the Seller shall pay to the Buyer within two
(2) business days of consummating such transaction by wire transfer of same day funds, a termination fee
equal to the Termination Fee Amount. The Seller acknowledges that the agreements contained in this
Section 11.2(b)- are an integral part of the Transactions and that, without these agreements, the Buyer would
not enter into this Agreement. Any payment made by the Seller pursuant to this Section 11.2(b) shall
constitute liquidated damages with respect to any claim for damages or any other claim that the Buyer would
otherwise be entitled to assert against the Seller or its assets, or against any of the Seller’s directors, officers,
employees, shareholders or Affiliates, with respect to any such termination of this Agreement pursuant to
Section 11.1(c), Section 11.1(g) or Section 11.1(h) hereof, and shall constitute the sole and exclusive
remedy of the Buyer with respect to any such termination of this Agreement.

11.3 Amendment. This Agreement may be amended or supplemented by the parties hereto at any time
and from time to time in the sole discretion of each of the parties hereto by the execution and delivery of an
instrument in writing signed for and on behalf of each of the parties hereto and in their respective names by
duly authorized officers of each of the parties hereto. No purported amendment or supplement shall be binding
or effective for any purpose unless made in accordance with this Section 11.3.

11.4 Extension; Waiver. At any time prior to the Closing, the Buyer, on the one hand, and the Seller,
on the other hand, may, in the sole discretion of each of the parties hereto, to the extent permissible under
applicable Law (i) extend the time for the performance of any of the obligations of the other party hereto,
(ii) waive any inaccuracies in the representations and warranties made by such other party in this Agreement,
any Ancillary Agreement or in any certificate, instrument or other document delivered in connection with the
Transactions and (iii} waive compliance with any of the agreements or conditions for the benefit of such other
party set forth in this Agreement, any Ancillary Agreement or in any certificate, instrument or other document
delivered in connection with the Transactions. Any agreement on the part of a party hereto to any such
extension or waiver shall be valid only if set forth in an instrument in writing signed on behalf of such party.
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ARTICLE 12
GENERAL

12.1 Notices. All notices and other communications hereunder shall be in writing and shall be deemed
given if delivered personally or by commercial messenger or courier service, or three business days after being
mailed by registered or certified mail (return receipt requested) or sent via facsimile (with acknowledgement
of complete transmission) with a copy mailed by U.S. Postal Service to the respective parties hereto at the
following respective addresses (or at such other address for a party hereto as shall be specified by like notice):

(a) if to the Buyer, to:

Teledyne Wireless, Inc.

c/o Teledyne Technologies Incorporated
12333 West Olympic Boulevard

Los Angeles, California 90064
Attention: John T. Kuelbs

Telephone No.: (310) 893-1602
Facsimile No.: (310) 893-1610

with a copy to:

McGuireWoods LLP

Dominion Tower

625 Liberty Avenue, 23rd Floor
Pittsburgh, - Pennsylvania 15222-3142
Attention: Scott E. Westwood, Esq.
Telephone No.: (412) 667-7989
Facsimile No.: (412) 402-4191

(b) if to the Seller, to:

Celeritek, Inc.

3236 Scott Boulevard

Santa Clara, California 95054
Attention: Margaret Smith
Telephone No.: (408) 330-1297
Facsimile No.: (408) 986-5060

with a copy to:

Wilson Sonsini Goodrich & Rosati

Professional Corporation

650 Page Mill Road

Palo Alto, California 94304

Attention: John Roos, Esq.
Michael S. Ringler, Esq.

Telephone No.: (650) 493-9300

Facsimile No.: (650) 493-6811

12.2 Entire Agreement. This Agreement, the Exhibits and Schedules hereto, the Seller Disclosure
Schedule, the Confidentiality Agreement, the Ancillary Agreements and the certificates, instruments and
other documents among the parties hereto referenced herein constitute the entire agreement among the
parties with respect to the subject matter hereof and thereof and supersede all prior agreements and
understandings, both written and oral, among the parties hereto with respect to the subject matter hereof and
thereof.

12.3 Assignment. This Agreement shall not be assigned, by operation of Law or otherwise, by a party
hereto without the prior written consent of the other party hereto, provided, however, that Buyer may assign
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this Agreement to an Affiliate of the Buyer, provided that any such assignment by the Buyer shall not relieve
the Buyer of its obligations hereunder.

12.4 Bulk Transfer Laws. The Buyer hereby waives compliance by the Seller and its Affiliates with the
provisions of any so called “Bulk Transfer Law” of any jurisdiction in connection with the sale of the
Transferred Assets and the Seller shall indemnify the Buyer Indemnified Parties with respect thereto.

12.5 Severability. 1In the event that any provision of this Agreement or the application thereof becomes
or is declared by a court of competent jurisdiction to be illegal, void or unenforceable (i) the remainder of this
Agreement shall continue in full force and effect and the application of such provision to other persons or
circumstances shall be interpreted so as reasonably to effect the intent of the parties hereto and (ii) the Seller
and the Buyer shall replace such void or unenforceable provision of this Agreement with a valid and
enforceable provision that will achieve, to the extent commercially practicable, the economic, business and
other purposes of such void or unenforceable provision.

12.6 Other Remedies. Any and all remedies herein expressly conferred upon a party hereto shall be
deemed cumulative with, and not exclusive of, any other remedy conferred hereby, or by law or equity upon
such party or parties, and the exercise by a party hereto of any one remedy will not preclude the exercise of any
other remedy.

12.7 GOVERNING LAW. THIS AGREEMENT SHALL BE GOVERNED BY AND CON-
STRUED IN ACCORDANCE WITH THE LAWS OF THE STATE OF CALIFORNIA, REGARD-
LESS OF THE LAWS THAT MIGHT OTHERWISE GOVERN UNDER APPLICABLE
PRINCIPLES OF CONFLICTS OF LAWS THEREOF.

12.8 Jurisdiction and Venue. Except as set forth in Section 10.6(c) hereof, each of the parties hereto
irrevocably consents to the exclusive jurisdiction and venue of any court within Santa Clara County,
California, in connection with any matter based upon or arising out of this Agreement or the matters
contemplated herein, agrees that process may be served upon them in any manner authorized by the laws of
the State of California for such persons and waives and covenants not to assert or plead any objection which
they might otherwise have to such jurisdiction, venue and such process.

12.9 Rules of Construction. Each of the Seller and the Buyer hereby acknowledge and agree that they
have been represented by counsel during the negotiation and execution of this Agreement and, therefore,
waive the application of any Law, holding or rule of construction providing that ambiguities in an agreement or
other document will be construed against the party drafting such agreement or document.

12.10 WAIVER OF JURY TRI4AL. EACH OF THE SELLER AND THE BUYER HEREBY
IRREVOCABLY WAIVES ALL RIGHT TO TRIAL BY JURY AND ANY ACTION, PROCEEDING
OR COUNTERCLAIM (WHETHER BASED ON CONTRACT, TORT, OR OTHERWISE) ARISING
OUT OF OR RELATING TO THIS AGREEMENT OR THE ACTIONS OF ANY PARTY HERETO
IN NEGOTIATION, ADMINISTRATION, PERFORMANCE OR ENFORCEMENT HEREOF.

12.11 Fees and Expenses. Whether or not the Transactions are consummated, all costs and expenses
(including all legal, accounting, financial advisory, consulting and other fees) incurred in connection with the
negotiation or effectuation of this Agreement or consummation of such Transactions shall be the obligation of
the respective party hereto incurring such costs and expenses.

12.12 Counterparts. This Agreement may be executed in one or more counterparts, all of which shall
be considered one and the same agreement and shall become effective when one or more counterparts have
been signed by each of the parties hereto and delivered to the other party hereto, it being understood and
agreed that each of the parties hereto need not sign the same counterpart.

12.13 Parties in Interest. This Agreement shall be binding upon, inure solely to the benefit of and be
enforceable by each party and their respective successors and assigns hereto, and nothing in this Agreement,
express or implied, is intended to or shall confer upon any other Person other than the parties any right, benefit
or remedy of any nature whatsoever under or by reason of this Agreement.
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IN WITNESS WHEREOF, the undersigned have executed this Agreement to be effective as of the date
first above written.
The Buyer:

TELEDYNE WIRELESS, INC.

By: /s/ ROBERT MEHRABIAN

Name: Robert Mehrabian
Title: Chairman and Chief Executive Officer

The Seller:

CELERITEK, INC.

By: /s/ TaMER HUSSEINI

Name: Tamer Husseini
Title: Chairman

Subject in all respects to the Buyer’s obligation to consummate the Transactions pursuant to the terms
and conditions set forth in this Agreement, the undersigned hereby agrees to deliver {or cause to be delivered)
to the Buyer sufficient funds to enable the Buyer to pay the Purchase Price pursuant to Section 2.3 hereof.

TELEDYNE TECHNOLOGIES INCORPORATED

By: /s/ DALE A. SCHNITTIER

Name: Dale A. Schnittjer
Title: Vice President and Chief Financial Officer

ASSET PURCHASE AGREEMENT
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ANNEX B
CELERITEK/TELEDYNE CONFIDENTIAL

SUPPLY AGREEMENT

This Supply Agreement (this “Agreement”) is effective as of the Closing of the Asset Purchase
Agreement (as defined below) (the “Effective Date”) by and between Celeritek, Inc., a California -
corporation with a principal place of business at 3236 Scott Boulevard, Santa Clara, CA 95054 (“Celeritek”),
and Teledyne Wireless, Inc. (D/B/A Teledyne Microwave), a Delaware corporation with a principal place of
business at 1274 Terra Bella Avenue, Mountain View, CA 94043 (“Buyer” together with Celeritek, each a
“Party” and collectively the “Parties”).

RECITALS

WHEREAS, Celeritek and Buyer are parties to that certain Asset Purchase Agreement of even date
herewith pursuant to which Buyer acquired certain of the assets of Celeritek related to its defense division
(*“Asset Purchase Agreement”);

WHEREAS, as a condition to the Asset Purchase Agreement, Celeritek and Buyer shall have entered in
an agreement for the supply by Celeritek to Buyer of certain products of Celeritek solely for incorporation into
certain products of Buyer related to the assets sold under the Asset Purchase Agreement;

WHEREAS, Celeritek is willing to supply, and Buyer desires to purchase such products, in each case,
solely pursuant to the terms and conditions of this Agreement; and

NOW, THEREFORE, for good and valuable consideration, receipt of which is hereby acknowledged, the
Parties hereby agree as follows:

ARTICLES

1. Definitions

1.1 “Affiliate” means, with respect to a Party to this Agreement, any entity directly or indirectly
controlling or controlled by or in common control with such Party, but only for so long as such control exists,
where “control” is defined as the ownership of more than fifty percent (50%) of the equity or beneficial
interests of such entity, or other voting rights entitled to elect directors, or if not a corporation, the
corresponding managing authority. '

1.2 “Buyer Products” has the meaning assigned to the term ‘“Products” in the Asset Purchase
Agreement.

1.3 “Capacitors” means Celeritek’s Si capacitors with the part numbers set forth in Exhibit A.

1.4 “Change of Control” means, with respect to a Party to this Agreement: (A) the direct or indirect
acquisition of either (i) the majority of the voting stock of such Party or any Parent of such Party or (ii) all or
substantially all of the assets of such Party, by another entity in a single transaction or series of related
transactions; or (B) such Party is merged with, or into, another entity.

1.5 “Confidential Information” means any information disclosed by one Party (the “Disclosing Party”)
to the other Party (the “Receiving Party”) that (a) if disclosed in tangible form, is conspicuously marked with
a “confidential” or “proprietary” legend,; or (b) if disclosed orally, is clearly designated as confidential at the
time of disclosure and is specifically identified in a confirmatory writing sent to the Receiving Party within
thirty (30) days after initial disclosure. The non-use and non-disclosure obligations of the Receiving Party
under this Agreement shall not, however, apply to any information which (v) is furnished to a third party by
the Disclosing Party without restrictions substantially similar to the non-use and non-disclosure terms and
conditions of this Agreement; (w) was already known by the Receiving Party at the time of disclosure as
shown by the Receiving Party’s files and records immediately prior to the time of such disclosure; (x) was
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disclosed to the Receiving Party by a third party who had the right to make such disclosure without any
confidentiality restrictions; (y) is already at the time of disclosure hereunder, or through no fault of the
Receiving Party has become after the time of disclosure hereunder, generally available to the public; or
(z) was independently developed by the Receiving Party without the use of or reference to Confidential
Information of the Disclosing Party.

1.6 “Devices” means Celeritek’s GaAs FETs and MMICs with the part numbers set forth in Exhibit A.

1.7 “Intellectual Property Rights” means all of the following types, which may exist or be created under
the laws of any jurisdiction in the world: (i) all Patent Rights; (ii) all copyrights, copyright registrations and
applications therefore and all other rights corresponding thereto throughout the world (collectively, “Copy-
rights™); (iii) all trade secrets; (iv) all mask works, and (v) all other intellectual property or proprietary rights
(other than Patent Rights, Copyrights and trade secrets).

1.8 “Parent” means, with respect to a Party to this Agreement, any entity directly or indirectly
controlling such Party, but only for so long as such control exists, where “control” is defined as the ownership
of more than fifty percent (50%) of the equity or beneficial interests of such entity, or other voting rights
entitled to elect directors, or if not a corporation, the corresponding managing authority.

1.9 “Patent Rights” means (i) any pending or issued United States, foreign or international patent or
patent application; (ii) any continuations, continuations-in-part, substitutions or divisional applications
thereof, (iii) any patents issuing on any of the foregoing applications; (iv) any renewals, reissues, re-
‘examinations or extensions of any such patents or patent applications; and (v) any foreign counterparts or
equivalents. of any of the foregoing.

1.10 “Product” or “Products” means individually or collectively the Devices, Substrates and Capacitors.

1.11 ““Subsidiary” means, with respect to any third party, any entity directly or indirectly controlled by
such third party, but only for so long as such control exists, where “control” is defined as the ownership of
more than fifty percent (50%) of the equity or beneficial interests of such entity, or other voting rights entitled
to elect directors, or if not a corporation, the corresponding managing authority. '

1.12 “Substrate Designs” means the mask works, layouts and other drawings of the design of the
Substrates transferred to Buyer under the Asset Purchase Agreement.

1.13 “Substrates” means the substrate products with the Celeritek part numbers set forth in Exhibit A.

2. Product Supply
2.1 Forecast.

(a) Delivery. Within thirty (30) days after the Effective Date, Buyer shall deliver to Celeritek, and
thereafter on a monthly basis, a written rolling forecast of its anticipated requirements for Products over the
next twelve (12) month period (each a “Forecast”). Buyer will use good faith efforts to provide accurate
Forecasts based on the best reasonable information available at the time of the Forecast. Subject to
Section 2.2(d) below, there is no minimum purchase commitment under this Agreement.

(b) Forecast Commitments. The first two (2) months of Buyer’s Forecast for Devices (other than
MMICs), Capacitors and Substrates and the first three (3) months of Buyer’s Forecast for MMICs shall be
firm and binding, with all remaining months in each such Forecast to be used for planning purposes only.

2.2 Order Process.

(a) Purchase Orders. From time to time during the term of this Agreement and subject to the terms
and conditions of this Agreement, Buyer shall submit to Celeritek written purchase orders (“Purchase
Orders”) for Products which Purchase Orders will (i) expressly refer to this Agreement; (ii) specify
quantities ordered; (iii) specify the requested shipping date (“Requested Shipping Date”) which shall not be
more than six (6) months after the date on which such Purchase Order is submitted; and (iv) include the
destination address and any special shipping instructions. The Parties agree and acknowledge that the terms
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and conditions of this Agreement (including Exhibits) will exclusively control all orders for Products and will
supersede any terms and conditions contained in Buyer’s Purchase Orders, in any quotation or acknowledg-
ment and any other business form that either party may use in connection with the transactions contemplated
by this Agreement, regardless of any failure of a receiving party to object to such terms or conditions.

(b) Acceptance of Purchase Orders. Each Purchase Order submitted by Buyer hereunder shall be
subject to Celeritek’s written acceptance in accordance with the terms hereof. Celeritek will use commercially
reasonable efforts to give written notice of acceptance or rejection for each Purchase Order within two
(2) business days after receipt of such Purchase Order, identifying a scheduled shipping date (“Scheduled
Shipping Date”) with any such acceptance. Scheduled Shipping Dates will be assigned by Celeritek as close
as reasonably practicable to the Requested Shipping Date identified in the Purchase Order in accordance with
the applicable lead time under Section 2.2(e) below. The orders in each Purchase Order, once accepted by
Celeritek in writing pursuant to this Section 2.2(b), shall be binding, and any cancellations or reschedule of
shipment of such orders shall be governed by Sections 2.2(c). Subject to the terms and conditions of this
Agreement, Celeritek agrees to accept-all Purchase Orders for -Products which correspond to the quantities
provided in Buyer’s relevant Forecast which are firm and binding as set forth under Section 2.1(b) above.

(¢) Rescheduling & Cancellation. Buyer shall only be entitled to reschedule a Scheduled Shipping
Date or cancel any order of Products pursuant to an accepted Purchase Order upon Celeritek’s prior written
consent.

(d) Minimum Order Lots. All orders for (i) Capacitors shall be in multiples of an entire wafer and
(i) Substrates shall be in multiples of an entire array.

(e) Lead Times. Lead times with respect to all Products shall be four (4) weeks.

2.3 Pricing. The prices for each of the Products purchased during the term of this Agreement are set
forth in Exhibit B attached hereto. If, during the term of this Agreement, Celeritek grants any third party
more favorable pricing for Products on substantially similar terms and conditions for substantially similar or
lesser quantities of Products, Celeritek shall notify Buyer thereof in writing within thirty (30) days of granting
such third party such more favorable pricing and Buyer shall have fifteen (15) days to notify Celeritek of its
acceptance of such terms (“Pricing Adjustmeént Date”). Provided Buyer has notified Celeritek of its
acceptance thereof within such fifteen (15) day period, the pricing in Exhibit B shall be deemed automatically
adjusted to such more favorable pricing. For avoidance of doubt, such more favorable pricing shall only be
effective on a forward going basis and solely with respect to those Products, the obligation for the supply or
purchase of which arose after the Pricing Adjustment Date.

2.4 Resale Restrictions. Except as set forth under Section 3.2 below, Buyer understands and agrees
that its purchase of Products hereunder shall be solely for incorporation into Buyer’s Products for resale as part
of and incorporated into Buyer’s Products and not on a “stand-alone” basis, i.c. other than as part of and
incorporated into Buyer’s Products.

2.5 Other Terms and Conditions. In addition to the terms and conditions set forth in the main body of
this Agreement, Buyer’s purchase of Products hereunder shall be subject to the terms and conditions set forth
in Exhibit C, in the event of any conflict between the terms and conditions set forth in the main body of this
Agreement and the terms and conditions set forth in Exhibit C, the terms and conditions set forth in the main
body of the Agreement shall govern.

2.6 Last Time Buy. In the event Buyer receives a notice of termination pursuant to Section 6.3 of this
Agreement, Buyer shall have the right, in addition to any binding commitments for Products under
Section 2.1(b) above existing at the time of receipt of such notice, to submit, within thirty (30) days of
receipt of such notice of termination, a Purchase Order for a final, one-time, last buy of Products (“Last Time
Buy™), provided that (1) other than Sections 2.1(a) (Forecasts), Section 2.1(b) (Forecast Commitments),
such Purchase Order conforms to the other terms and conditions of this Agreement; (2) the Requested
Shipping Dates for all Products are prior to the effective date of termination of the Agreement (“Termination
Date”), provided that Celeritek shall be entitled to extend the Scheduled Shipping Date for any Products
beyond the Termination Date to the extent deemed reasonably required by Celeritek to deliver the quantity of
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Products of Buyer’s Last Time Buy; and (3) the quantities of Products of such Last Time Buy represent a
good faith, reasonable estimate on the part of Buyer of its requirement for Products over the eighteen
(18) months following delivery of the Purchase Order for the Last Time Buy. For avoidance of doubt, in no
event shall Buyer’s Last Time Buy be deemed to require Celeritek to obtain any additional manufacturing
capacity or personnel resources to fulfill such Last Time Buy, which, if in Celeritek’s good faith, reasonable
opinion will be required to fulfill such Last Time Buy, the parties shall negotiate in good faith alternate -
quantities of Products based on Celeritek’s then existing and available manufacturing capacity and personnel
resources and Buyer’s estimated requirements.

2.7 Substrates. Celeritek’s obligation to deliver the Substrates hereunder is conditioned upon Buyer’s
timely delivery to Celeritek of a complete and accurate copy of the relevant associated Substrate Design (s)
and Celeritek shall have no liability hereunder based on Buyer’s failure to do so. In connection with the
foregoing, Buyer hereby grants Celeritek, a worldwide, non-exclusive, royalty free, right and license, including
the right to grant sublicenses, under Buyer’s Intellectual Property Rights to use, reproduce, and distribute such
Substrate Designs and to make, have made, import, sell and offer for sale the Substrates, in each case solely.
for or on behalf of Buyer and not for or on behalf of any third party. For avoidance of doubt, subject to
Section 6.5, this license terminates upon the termination of this Agreement.

3. Escrow & License

3.1 Deposit. Promptly, but in no event more than thirty (30) days after the Effective Date of this
Agreement, Celeritek and Buyer agree to negotiate a mutually agreeable escrow agreement with DSI, or other
mutually agreeable entity (the “Escrow Agent”) pursuant to which Buyer shall be named as a beneficiary to
and have the right to receive a copy of (i) specifications of the materials underlying the Devices and
Capacitors; (ii) process specifications for the manufacture of the Devices and Capacitors, (iii) mask works
and designs for the Devices and Capacitors, respectively; (iv) testing procedures used to characterize Devices
and Capacitors (in either electronic media form or hard copy) (collectively, the “Deposit”). All costs of
establishing and maintaining the Deposit shall be borne exclusively by Buyer.

3.2 Deposit License. Subject to the terms and conditions of this Agreement, Celeritek hereby grants
Buyer a worldwide, limited, non-exclusive, non-transferable, non-sublicensable, right and license under
Celeritek’s Intellectual Property Rights existing on the Effective Date and during the term of this Agreement
in and to the Deposit and the Products to make or have made the Devices and Capacitors itself or through any
contract manufacturer and to use, sell, import export or otherwise commercialize such Products either (i) as
part of and incorporated into Buyer’s Products or (ii) on a “stand-alone” basis, i.e. except as part of and
incorporated in Buyer’s Products. The foregoing license (1) under (i) above shall be royalty free and
(2) under (ii) above shall be subject to the payment of a royalty in accordance with Section 3.4 below. The
foregoing licenses are a present grant of rights exercisable by Buyer upon a release of the Deposit under
Section 3.3 below. The term of the foregoing licenses shall be solely for a period of three (3) years
commencing on the Effective Date hereof (which shall survive termination of this Agreement in accordance
with Section 6.6 below). The foregoing licenses include the right to modify and create derivative works of the
Deposit for purposes of creating improvements to the Devices or Capacitors as deemed reasonably necessary
by Buyer, it being understood that for avoidance of doubt, the foregoing licenses do not entitle and do not
constitute a grant under any of Celeritek’s Intellectual Property Rights to us, modify or create derivative works
of the Deposit to develop any other products or services.

3.3 Release Conditions. Buyer shall be entitled to receive a copy of the Deposit in accordance with the
procedure therefor set forth in the Escrow Agreement upon the occurrence of any one of the following events:
(1) Celeritek ceases to offer for sale any Device or Capacitor or (2) (i) Celeritek files a voluntary petition
under Chapter 7 of the United States Bankruptcy Code (the “Code”); (ii) an involuntary petition under
Chapter 7 of the Code is filed against Licensor, and such petition is not dismissed within thirty (30) days of
such filing; or (iii) Licensor files a voluntary petition, or an involuntary petition is filed against Licensor, in
each case under Chapter 11 of the Code and, the trustee, or Celeritek as the debtor in possession, fails to
assume (including by way of rejection) this Agreement. For avoidance of doubt, in the event of a release
pursuant to subsection 3.3(1) above, the release of the Deposit, and the license granted under 3.2 above with

B-4




respect thereto, shall be limited to the specific Device or Capacitor identified by Celeritek’s serial number
which Celeritek has ceased to offer for sale.

3.4 Deposit License Royalties & Payment.

(a) Royalty. In consideration of the rights and licenses granted to the Deposit as set forth under
Section 3.2(ii) above, Buyer shall pay Celeritek the per unit royalty set forth in Exhibit B with respect to each
Device and Capacitor sold pursuant to Section 3.2(ii) above (“Reyalties”). Royalties shall be payable to
Celeritek or relevant trustee or successor to the Intellectual Property Rights in and to the Deposit, as the case
may be (each generally referred to under this Section 3.4 only as “Trustee”) on a calendar quarterly basis
concurrently with delivery of the applicable Quarterly Report (as defined below) for such quarter.

(b) Royalty Reports & Audit. No later than thirty (30) days after the end of each calendar quarter
after a release of the Deposit, Buyer shall deliver to Trustee a written report showing the number of Devices
and Capacitors sold on a “stand-alone” basis pursuant to Section 3.2(ii) above during such quarterly period
and the computation of amounts due with respect thereto under 3.4(a) above (“Quarterly Report”). During
the term of this Agreement and for three (3) years thereafter, Buyer shall maintain complete and accurate
books and records with respect to the manufacture and sale of Devices and Capacitors under Section 3.2(ii)
above, or otherwise pertaining to the payment of fees hereunder by Buyer, including without limitation all
underlying data sufficient to support the information disclosed in the Quarterly Reports (“Buyer Records”).
Trustee may have an independent auditor, on at least fifteen (15) days prior notice to Buyer, audit Buyer
Records, provided that such audits shall not be performed more frequently than once in any twelve
(12) month period, unless an audit reveals an underpayment and then Trustee shall have the right to conduct
an additional audit during such twelve (12) month period. The audit will be at Trustee’s cost and expense,
unless, however, such audit reveals an underpayment of five percent (5%) or more for the period audited, then
Buyer shall immediately pay the shortage, any applicable interest and the costs of such audit.

4. Confidentiality

4.1 Obligations. The Receiving Party will not use any Confidential Information of the Disclosing Party
except in performance of this Agreement, and will disclose the Confidential Information of the Disclosing
Party only to the employees and independent contractors of the Receiving Party who have a need to know such
Confidential Information for purposes of this Agreement and who are under a duty of confidentiality no less
restrictive than the Receiving Party’s hereunder. The Receiving Party will protect the Disclosing Party’s
Confidential Information in the same manner as the Receiving Party protects its own confidential or
proprietary information of a similar nature, and in no event with less than reasonable care. Notwithstanding
the foregoing, the Receiving Party may disclose Confidential Information of the Disclosing Party to the extent
that such disclosure is required by law or by the order of a court or similar judicial or administrative body,
provided that the Receiving Party notifies the Disclosing Party of such required disclosure promptly and in
writing, and cooperates with the Disclosing Party, at the Disclosing Party’s request and expense, in any lawful
action to contest or limit the scope of such required disclosure. Notwithstanding the provisions of this
Agreement, each Party may disclose the terms of this Agreement (a) in connection with the requirements of
an initial public offering or securities filing; (b) in confidence, in connection with a merger or acquisition or
proposed merger or acquisition, or the like; (¢) in confidence, to accountants, banks, attorneys and financing
sources and their advisors; or (d) in confidence, in connection with the enforcement of this Agreement or
rights under this Agreement. For avoidance of doubt, the entire contents of the Deposit shall be deemed
Celeritek’s Confidential Information. Buyer shall not, and shall not authorize any third party to reverse
engineer or otherwise attempt to discover the methods, processes or logic used by Celeritek in the design,
development and manufacture of the Products or underlying any of Celeritek’s other Confidential Information.
For avoidance of doubt, nothing contained herein shall preclude Buyer from purchasing products from another
third party which are based upon the materials in the Deposit under Section 3.1 in accordance with Buyer’s
license under Section 3.2, or the methods, procedures or logic of Buyer, or of a party other than Celeritek.
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5. Intellectual Property Ownership

Except for the limited license grant under Section 3.2 above, each Party hereto retains all of its rights,
title and interest in and to any and all of their Intellectual Property Rights.

6. Term and Termination

6.1 Term. This Agreement will enter into effect upon the Effective Date and continue in full force and
effect for a period of (3) years and, unless earlier terminated in accordance with its terms and conditions, shall
expire at the end of such three (3) year term (the “Term”).

6.2 Termination for Cause. Either Party may terminate this Agreement immediately upon written
notice to the other Party for material breach of any obligation under this Agreement by the other Party,
provided that such other Party has not cured such breach within ninety (90) days after receipt of written
notice of breach from the non-breaching Party stating such Party’s intent to terminate.

6.3 Termination for Change of Control. In the event Celeritek undergoes a Change of Control after
the Effective Date, such successor in interest shall be entitled to terminate this Agreement upon no less than
six (6) months prior written notice thereof to Buyer.

6.4 Effects of Termination. Subject to Section 6.6, upon termination of this Agreement, each Party
will promptly return all tangible embodiments of the other Party’s Confidential Information in such Party’s
possession or under such Party’s control to the other Party, or destroy such Confidential Information and
certify such destruction in writing to the other Party.

6.5 Outstanding Orders. If a Party hereto terminates this Agreement for the other Party’s material
breach, then the non-breaching Party shall be entitled to exercise one of the following options: (i) demand or
continue fulfililment of accepted Purchase Orders that are outstanding at the time of termination; or
(ii) immediately cancel all accepted Purchase Orders outstanding at the time of termination subject to
Buyer’s payment of Celeritek’s costs as detailed under Article 11 of Exhibit C.

6.6 Survival. The provisions of the following Articles and Sections shall survive the termination or
expiration of this Agreement: Articles 1 (Definitions), 2 (Product Supply) (subject, in each case to
Section 6.5), 3 (Escrow & License) (in the event of termination of this Agreement by Buyer only),
4 (Confidentiality) (for a period of five (5) years), 5 (Intellectual Property Ownership), 7 (Limited
Warranties), and 8 (Miscellaneous); and Sections 6.5 (Outstanding Orders), and 6.6 (Survival).

6.7 Limitation of Liability Upon Termination. In the event of termination by either Party in
accordance with any of the provisions of this Agreement, neither party shall be liable to the other, because of
such termination, for compensation, reimbursement or damages on account of the loss of prospective profits or
anticipated sales or on account of expenditures, inventory, investments, leases or commitments in connection
with the business or goodwill of Buyer or Celeritek. Termination shall not, however, relieve either Party of
obligations incurred prior to the termination, including but not limited to amounts under Section 6.5(ii)
above.

6.8 Termination of Asset Purchase Agreement. Notwithstanding any other provision of this Agree-
ment, or the execution of this Agreement by the Parties, if the Asset Purchase Agreement is terminated
pursuant to its terms prior to the Closing having occurred, this Agreement shall automatically and
immediately become void, null and of no effect without further action on the part of either Party.

7. Limited Warranties.

7.1 LIMITED WARRANTY. EXCEPT FOR THE LIMITED WARRANTIES SET FORTH
UNDER ARTICLE 8§ OF EXHIBIT C WITH RESPECT TO PRODUCTS DELIVERED HEREUN-
DER, ALL PROTOTYPE PRODUCTS, INFORMATION OR MATERIALS PROVIDED AND ALL
RIGHTS GRANTED UNDER THIS AGREEMENT (INCLUDING BUT NOT LIMITED TO ARTI-
CLE 3 ABOVE) ARE DONE SOLELY ON AN ‘AS IS’ BASIS, WITHOUT WARRANTY OF ANY
KIND, AND CELERITEK HEREBY EXPRESSLY DISCLAIMS ALL WARRANTIES, WHETHER

B-6




EXPRESS, IMPLIED, STATUTORY OR OTHERWISE THAT ARISE OUT OF OR RELATE TO
THIS AGREEMENT OR THE SUBJECT MATTER HEREOF. CELERITEK HEREBY SPECIFI-
CALLY DISCLAIMS ANY AND ALL IMPLIED WARRANTIES OR CONDITIONS OF
MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, AND NON-
INFRINGEMENT.

7.2 LIMITATION OF LIABILITY. EXCEPT FOR EITHER PARTY’S BREACH OF ITS CON-
FIDENTIALITY OBLIGATIONS UNDER ARTICLE 4, IN NO EVENT WILL EITHER PARTY BE
LIABLE FOR ANY INDIRECT, CONSEQUENTIAL, INCIDENTAL, SPECIAL, EXEMPLARY OR
PUNITIVE, OR OTHER SIMILAR DAMAGES (INCLUDING WITHOUT LIMITATION LOSS OF
PROFIT, GOODWILL OR DATA) WHETHER OR NOT SUCH PARTY HAS BEEN ADVISED OF
THE POSSIBILITY OF SUCH LOSS, HOWEVER CAUSED, WHETHER FOR BREACH OR
REPUDIATION OF CONTRACT, BREACH OF WARRANTY, TORT (INCLUDING NEGLI-
GENCE AND STRICT LIABILITY) OR OTHERWISE. THIS EXCLUSION INCLUDES ANY
LIABILITY THAT MAY ARISE OUT OF THIRD-PARTY CLAIMS AGAINST EITHER PARTY.
THE ESSENTIAL PURPOSE OF THIS PROVISION IS TO LIMIT THE PARTIES’ POTENTIAL
LIABILITY ARISING OUT OF THIS AGREEMENT AND NEITHER PARTY WOULD ENTER
INTO THIS AGREEMENT OR AGREE TO THE SALE OR PURCHASE OF PRODUCTS ABSENT
SUCH LIMITATIONS.

8. Miscellaneous

8.1 Force Majeure. A Party shall neither be held liable or responsible to the other Party, nor be
deemed to have defaulted under or breached this Agreement (including Exhibits) for failure or delay in
fulfilling or performing any obligation under this Agreement (other than an obligation for the payment of
money) to the extent, and for so long as, such failure or delay is caused by acts of terrorism, fire, floods,
embargoes, war, acts of war (whether war be declared or not), insurrections, riots, civil commotion, strikes,
lockouts or other labor disturbances, or acts of God, provided that the affected Party uses reasonable efforts to
overcome such failure or delay.

8.2 Subcontractors. Subject to Buyer’s prior written consent, which shall not be unreasonably withheld,
Celeritek shall have the right to use third party contractors to fulfill its obligations under this Agreement. For
avoidance of doubt, the foregoing shall not be deemed to include the engagement or disengagement by
Celeritek of any third party suppliers of components or subcomponents included within any of the Products
sold hereunder, provided that the quality and availability of such components or subcomponents are in all
material respects substantially the same as the substituted components and subcomponents.

8.3 Independent Contractors., Fach Party hereby acknowledges that the Parties shall be independent
contractors and that the relationship between the Parties shall not constitute a partnership, joint venture or
agency. Neither Party shall have the authority to make any statements, representations or commitments of any
kind, or to take any action, which shall be binding on the other Party, without the prior consent of the other
Party to do so.

8.4 No Third Party Beneficiaries. Nothing contained in this Agreement shall be construed so as to
confer upon any other Party the right of a third party beneficiary.

8.5 English Language. This Agreement is in the English language only, which language shall be
controlling in all respects, and all versions hereof in any other language shall not be binding on the Parties
hereto. All communications and notices to be made or given pursuant to this Agreement shall be in the
English language.

8.6 Governing Law. This Agreement will be governed by and construed in accordance with the laws of
the State of California, without giving effect to any conflicts of laws principles. The United Nations
Convention on Contracts for the International Sale of Goods does not apply to this Agreement.

8.7 Assignment. Neither Party may assign or otherwise transfer this Agreement or any rights or
obligations under this Agreement, in whole or in part, whether voluntarily or by operation of law without the
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prior written consent of the other Parties, except either Party may assign this Agreement to an Affiliate or a
successor-in-interest to all or substantially all of the business or assets of such Party (whether by merger,
reorganization, asset sale, or otherwise) pertaining to the subject matter hereof that assumes all of such Party’s
obligations under this Agreement. The rights and obligations of each Party shall inure to the benefit of and
bind the permitted successors and assigns of the Parties to the Agreement. Any assignment in contravention of
the foregoing shall be void and of no effect.

8.8 Compliance with Laws. FEach Party will comply with all applicable federal, state, and local laws,
rules, and regulations in performance of its obligations hereunder. Without limiting the foregoing, each Party
will comply with all applicable export control laws, rules, and regulations, including the Export Administration
Regulations promulgated by the U.S. Department of Commerce.

8.9 Notices. All notices or reports permitted or required under this. Agreement will be in writing and
will be delivered by personal delivery, telegram, telex, telecopier, facsimile transmission, or by certified or
registered mail, return receipt requested, and shall be deemed given upon personal delivery, five (5) days after
deposit in the mail, or upon acknowledgment of receipt of electronic transmission. Notices shall be sent to the
addresses set forth below. Either Party may amend its address upon written notice to the other.

If to Buyer: If to Celeritek:

Teledyne Wireless, Inc. Celeritek, Inc.

1274 Terra Bella Avenue 3236 Scott Boulevard
Mountain View, CA 94043 Santa Clara, CA 95054
Attention: Tom W. Parker Attention: Tamer Husseni
Phone: (650) 962-6999 Phone: (408) 986-5060
Fax: (650) 962-6834 Fax: (408) 986-5080

8.10 Waivers. The waiver by a Party of any right hereunder, or of any failure to perform or breach by
the other Party hereunder, shall not be deemed a waiver of any other right hereunder or of any other breach or
failure by the other Party hereunder whether of a similar nature or otherwise.

8.11 Severability. If any provision of this Agreement is found by any tribunal or court of competent
jurisdiction to be unenforceable, then such provision will be construed, to the extent feasible, so as to render
the provision enforceable, and if no feasible interpretation would save such provision, it will be severed from
the remainder of this Agreement. The remainder of this Agreement will remain in full force and effect, unless
the severed provision is essential and material to the rights or benefits received by either Party. In such event,
the Parties will negotiate, in good faith, and substitute a valid and enforceable provision or agreement that
most nearly implements the Parties’ intent in entering into this Agreement.

8.12 Counstruction. The article and section headings used in this Agreement are inserted for conve-
nience only and shall not affect the meaning or interpretation of this Agreement. This Agreement, and any
instrument referred to herein or executed and delivered in connection herewith, shall not be construed against
either Party as the principal draftsperson hereof or thereof. Unless otherwise expressly stated to the contrary
herein, all remedies are cumulative, and the exercise of any express remedy by either Party herein does not by
itself waive such Party’s right to exercise its other rights and remedies available at law or in equity.

8.13 Entire Agreement. This Agreement (including all Exhibits hereto) contains the entire under-
standing of the Parties with respect to the subject matter hereof. All express or implied representations,
agreements and understandings, either oral or written, heretofore made are expressly superseded by this
Agreement. This Agreement may be amended, or any term hereof modified, only by a written instrument duly
executed by both Parties. In the event of any conflict between any provision of the main terms and conditions
of this Agreement and any Exhibit, the provision of this Agreement shall control.

8.14 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall
be deemed an original, but all of which together shall constitute one and the same instrument.
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IN WITNESS WHEREOF, the Parties hereto have caused their duly authorized representatives to
execute this Agreement as of the Effective Date.

“Buyer” “Celeritek”

TELEDYNE WIRELESS, INC, CELERITEK,; INC.

By: /s/ DavipD A. ZAVADIL By: /s/ TaMER HUSSEINI
Name: David A. Zavadil - Name: Tamer Husseini

Title: Vice President and General Manager Title:  Chairman and CEO
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ANNEX C
FORM OF VOTING AGREEMENT

THIS VOTING AGREEMENT (this “Agreement”) is made and entered into as of July , 2004 by
and among Teledyne Wireless, Inc., a Delaware corporation (“Teledyne”), and the undersigned shareholder
(“Shareholder”) of Celeritek, Inc., a California corporation (the “Company”).

WITNESSETH:

WHEREAS, Teledyne and the Company are entering into an Asset Purchase Agreement (the
“Purchase Agreement”), which provides for the Company’s sale of certain assets relating to its defense
electronics division to Teledyne (the “Transaction”). The Company is seeking shareholder approval of the
Transaction.

WHEREAS, each Shareholder is the beneficial owner of such number of shares of the Company as is
indicated on such Shareholder’s signature page to this Agreement.

WHEREAS, in consideration of the execution of the Purchase Agreement by Teledyne, Shareholder (in
his or her capacity as such) agrees to vote the Shares and the New Shares (each as defined below) of the
Company over which Sharcholder has voting power to approve of the Transaction as contemplated by the
Purchase Agreement.

NOW, THEREFORE, in consideration of the promises and the mutual covenants and agreements herein
contained, intending to be legally bound, the parties hereto hereby agree as follows:

1. Capitalized Terms.
{a) The following capitalized terms shall have the respective meanings ascribed thereto below:

“Expiration Date” shall mean the earlier to occur of (i) such date and time as the Purchase
Agreement shall have been terminated pursuant to Article 11 thereof or (ii) such date and time as
the Transaction shall be consummated in accordance with the terms and provisions of the Purchase
Agreement.

“New Shares” shall mean any shares of the Company that Shareholder purchases or with
respect to which Shareholder otherwise acquires beneficial ownership after the date of this
Agreement and prior to the Expiration Date, including, without limitation, any shares issued or
issuable upon the conversion, exercise or exchange, as the case may be, of any shares held by
Shareholder which are convertible into, or exercisable or exchangeable for, capital stock of the
Company. New Shares shall be subject to the terms and conditions of this Agreement to the same
extent as if they constituted Shares.

“Person” shall mean any individual, corporation, limited liability company, partnership or other
entity, or governmental authority.

“Shares” shall mean all capital stock of the Company (including all options, warrants and other
rights to acquire shares) beneficially owned by Shareholder as of the date of this Agreement.

“Transfer.” A Person shall be deemed to have effected a “Transfer” of a security if such Person
directly or indirectly: (i) sells, pledges, encumbers, grants an option with respect to, transfers or
disposes of such security or amy interest in such security; or (ii) enters into an agreement or
commitment providing for the sale of, pledge of, encumbrance of, grant of an option with respect to,
transfer of or disposition of such security or any interest therein.

(b) Capitalized terms used but not otherwise defined herein shall have the meanings ascribed to
them in the Purchase Agreement (as defined above).
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2. Restrictions on Transfer of Shares.

(a) Transfer of Shares. During the period from the date of this Agreement through the
Expiration Date, Shareholder shall not cause or permit, directly or indirectly, any Transfer of any of
the Shares or New Shares to be effected; provided, however, that notwithstanding the foregoing,
Shareholder may transfer Shares to a third party if the transferee shall have agreed in writing to hold
such Shares and New Shares (or interest in such Shares or New Shares) subject to, and agree to
abide by, all of the terms and conditions of this Agreement.

(b) Transfer of Voting Rights. During the period from the date of this Agreement through
the Expiration Date, Shareholder shall not (i) deposit (or permit the deposit of) any Shares or New
Shares in a voting trust or (ii) grant any proxy or power of attorney or enter into any voting
agreement or similar agreement in contravention of the obligations of Shareholder under this
Agreement with respect to any of the Shares or New Shares.

3. Proxy. Shareholder hereby revokes all prior proxies or powers of attorney with respect to any
and all of Shareholder’s Shares. Through the Expiration Date, Shareholder hereby constitutes and
appoints Teledyne, or any nominee designated by Teledyne, with the full power of substitution at any
time during the term of this Agreement, as Shareholder’s true and lawful attorney and proxy (“Proxy”),
for and in its name, place, and stead, in the Proxy’s discretion, to demand that the Secretary of the
Company call a special meeting of the shareholders of the Company for the purpose of considering any
matter referred to in Article 2 of the Purchase Agreement and to vote each Share held by Shareholder, as
Shareholder’s Proxy in respect of any such matter, at every annual, adjourned or postponed meeting of
the shareholders or the Company, including, without limitation, the right to sign its name as Shareholder
(or to direct the recordowner to sign its name as Sharcholder) to any consent, certificate, or other
document relating to the Company that the state of California might permit or require. THE
FOREGOING PROXY AND POWER OF ATTORNEY ARE IRREVOCABLE AND COUPLED
WITH AN INTEREST THROUGHOUT THE TERM OF THIS AGREEMENT.

4. Agreement to Vote Shares. During the period from the date of this Agreement through the
Expiration Date, at every meeting of the Shareholders of the Company called, and at every adjournment or
postponement thercof, and on every action or approval by written consent of the Shareholders of the
Company, Shareholder (in his, her or its capacity as such) shall cause the Shares and any New Shares to be
voted (a) in favor of approval of the Purchase Agreement and the Transactions; and (b) unless the Purchase
Agreement has been terminated by Buyer, against any Superior Proposal or against any proposal which would
result in a breach of any covenant, representation or warranty or any other agreement of the Company under
the Purchase Agreement or could reasonably be expected to result in any breach of the Company’s obligations
under the Purchase Agreement.

5. No Solicitation. Shareholder covenants and agrees that, during the term of this Agreement, it shall
not, directly or indirectly, solicit, initiate, knowingly encourage, or take any other action designed to facilitate
any inquiries or the making or any proposal from any person (other than from Teledyne) relating to any
transaction that constitutes a Superior Proposal. Shareholder further covenants and agrees that it shall not
participate in any discussions or negotiations (except with Teledyne) regarding, or furnish to any person
(other than Teledyne) any information with respect to, or otherwise cooperate in any way with, or assist or
participate in or facilitate or encourage, any effort or attempt by any person (other than Teledyne) to make or
effect any transaction that may constitute a Superior Proposal. Sharecholder immediately shall cease and cause
to be terminated any existing discussions or negotiations or Shareholder and Shareholder’s agents or their
representatives with any person (other than Teledyne) with respect to any of the foregoing.

6. Representations and Warranties of Shareholder. Shareholder hereby represents and warrants to
Teledyne as follows:

(a) Shareholder is the beneficial owner and record holder of the shares of the Company and the
options, warrants and rights to purchase shares of the Company indicated on the signature page of this
Agreement, free and clear of any liens, claims, options, rights of first refusal, co-sale rights, charges or
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other encumbrances that, in each case, would deprive Teledyne of the benefits of this Agreement.
Shareholder does not beneficially own any securities of the Company other than the shares of the
Company and options and warrants to purchase shares of the Company indicated on the signature page of
this Agreement.

(b) Shareholder has full power and authority to make, enter into and carry out the terms of this
Agreement and the Proxy. Shareholder has identified on the signature page of this Agreement any
nominee or agent or other Person in whose name are held shares of the Company beneficially owned by
Shareholder, and contact information relating to such Person. This Agreement and the Proxy have been
duly executed and delivered by Shareholder and constitute legal, valid and binding obligations of
Shareholder, enforceable against Shareholder in accordance with their terms, subject to (i) laws of
general application relating to bankruptey, insolvency and the relief of debtors, and (ii) rules of law
governing specific performance, injunctive relief and other equitable remedies.

(c) The execution and delivery of this Agreement and the Proxy by Shareholder do not, and the
performance of this Agreement and the Proxy by Shareholder will not: (i) conflict with or violate any
law, rule, regulation, order, decree or judgment applicable to Shareholder or by which it or any of its
properties is or may be bound or affected; or (ii) result in or constitute (with or without notice or lapse of
time) any breach of or default under, or give to any other Person (with or without notice or lapse of time)
any right of termination, amendment, acceleration or cancellation of, or result (with or without notice or
lapse of time) in the creation of any encumbrance or restriction on any of the Shares or New Shares
pursuant to, any contract to which Shareholder is a party or by which Shareholder or any of his affiliates
or properties is or may be bound or affected. The execution and delivery of this Agreement and the Proxy
by Shareholder do not, and the performance of this Agreement and the Proxy by Shareholder will not,
require any consent or approval of any Person. ‘

(d) None of the information relating to the Shareholder provided in writing to the Company by or
on behalf or the Shareholder specifically for inclusion in the Proxy Statement will, at the times the Proxy
Statement is filed with the U.S. Securities and Exchange Commission or is first published, sent or given
to shareholders of the Company or at the time of the special meeting of shareholders to consider the
Transactions, contain any untrue statement of a material fact or omit to state any material fact required to
be stated therein or necessary in order to make the statements therein, in light of the circumstances under
which they were made, not misleading.

7. Termination. This Agreement shall terminate and shall have no further force or effect as of the
Expiration Date.

8. Miscellaneous.

(a) Voluntary Execution of Agreement. This Agreement is executed voluntarily and without any
duress or undue influence on the part or behalf of the parties hereto. The parties acknowledge that: (i) they
have read this Agreement; (ii) they have been represented in the preparation, negotiation, and execution of
this Agreement by legal counsel of their own choice or that they have voluntarily declined to seek such
counsel; (iii) they understand the terms and consequences of this Agreement; and (iv) they are fully aware of
the legal and binding effect of this Agreement.

{(b) Severability. If any term, provision, covenant or restriction of this Agreement or the Proxy is held
by a court of competent jurisdiction to be invalid, void or unenforceable, then the remainder of the terms,
provisions, covenants and restrictions of this Agreement shall remain in full force and effect and shall in no
way be affected, impaired or invalidated.

(c) Binding Effect and Assignment. This Agreement and all of the provisions hereof shall be binding
upon and inure to the benefit of the parties hereto and their respective successors and permitted assigns, but,
except as otherwise specifically provided herein or in the Purchase Agreement, neither this Agreement nor any
of the rights, interests or obligations of the parties hereto may be assigned by either of the parties without prior
written consent of the other. Shareholder agrees that this Agreement and the obligations hereunder shall
attach to Shareholder’s Shares and shall be binding upon any Person to which legal or beneficial ownership of
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such Shares shall pass, whether by operation of law or otherwise. Notwithstanding any transfer of Shares, the
transferor shall remain liable for the performance of all obligations under this Agreement.

(d) Amendments and Modification. This Agreement may not be modified, amended, altered or
supplemented except upon the execution and delivery of a written agreement executed by the parties hereto.

(e) Notices. All notices and other communications hereunder shall be in writing and shall be deemed
given if delivered personally or by commercial messenger or courier service, or mailed by registered or certified
mail (return receipt requested) or sent via facsimile (with acknowledgment of complete transmission) to the
parties at the following addresses (or at such other address for a party as shall be specified by like notice);
provided, however, that notices sent by mail will not be deemed given until received:

(i) If to Teledyne:

Teledyne Wireless, Inc.

c/o Teledyne Technologies Incorporated
12333 West Olympic Boulevard

Los Angeles, California 90064
Attention: John T. Kuelbs

Telephone: (310) 893-1602

Facsimile: (310) 893-1610

With a copy (which shall not constitute notice) to:

McGuire Woods LLP
Dominion Tower

625 Liberty Avenue, 23rd Floor
Pittsburgh, PA 15222-3142
Attention: Scott Westwood, Esq.
Telephone: (412) 667-7989
Facsimile: (412) 402-4191

(ii) If to Shareholder: To the address for notice set forth on the signature page hereof.
With a copy (which shall not constitute notice) to:

Wilson Sonsini Goodrich & Rosati
Professional Corporation

650 Page Mill Road

Palo Alto, CA 94304

Attention: John Roos, Esq.
Telephone: (650) 493-9300
Facsimile: (650) 493-6811

(f) Governing Law. This Agreement shall be governed by the laws of the State of Delaware, without
reference to rules of conflicts of law.

(g) Specific Performance. The parties hereto acknowledge that irreparable damage would occur in the
event that any of the provisions of this Agreement were not performed in accordance with their specific terms
or were otherwise breached. Accordingly, the parties hereto agree that an aggrieved party shall be entitled to
injunctive relief to prevent breaches of this Agreement and to enforce specifically the terms and provisions
hereof in any court having jurisdiction, this being in addition to any other right or remedy to which such party
may be entitled under this Agreement at law or in equity.
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(h) - Entire Agreement. This Agreement and the Proxy contain the entire understanding of the parties in
respect of the subject matter hereof, and supersede all prior negotiations and understandings between the
parties with respect to such subject matter.

(i) Effect of Headings. The section headings are for convenience only and shall not affect the
construction or interpretation of this Agreement.

(]) Counterparts. This Agreement may be executed in several counterparts, each of which shall be an
original, but all of which together shall constitute one and the same agreement.

(k) Facsimile Execution. A facsimile, telecopy or other reproduction of this Agreement may be
executed by one or more parties hereto, and an executed copy of this Agreement may be delivered by one or
more parties hereto by facsimile or similar electronic transmission device pursuant to which the signature of or
on behalf of such party can be seen, and such execution and delivery shall be considered valid, binding and
effective for all purposes. At the request of any party hereto, all parties hereto agree to execute an original of
this Agreement as well as any facsimile, telecopy or other reproduction hereof.

(1) Permitted Activities. Nothing in this Agreement shall be construed to require Shareholder to
exercise any option, warrant or other right to acquire shares of the Company, and nothing in this Agreement
shall be construed to prohibit Shareholder from engaging in a net exercise of any option, warrant or other right
to acquire shares of the Company (if the contractual terms of such option, warrant, or other right currently
permit such a net exercise).

[Remainder of page intentionally left blank]
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IN WITNESS WHEREOF, the parties have caused this Agreement to be duly executed on the day and
year first above written.

TELEDYNE WIRELESS, INC. ' ‘ SHAREHOLDER
By By:
Name: Name:
Title: Title:
Address

Telephone No.

Facsimile No.
Shares beneficially owned:
Shares of the Company

Shares of the Company issuable upon
exercise of outstanding Company Options or
warrants

VOTING AGREEMENT
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SPOUSAL CONSENT

I, , spouse of [ Name of Shareholder] (“Shareholder”), have read and approve of the foregoing
Voting Agreement, dated as of July , 2004, (the “Agreement”), by and between my spouse and Teledyne
Wireless, Inc., a Delaware corporation. In consideration of Shareholder’s agreement to vote the Shares and
the New Shares (each as defined in the Agreement) in accordance with the terms of the Agreement, I hereby
appoint Shareholder as my attorney-in-fact with respect to any obligations under the Agreement, and agree to
be bound by the provisions of the Agreement insofar as [ may have rights in any Shares or New Shares under
the community property laws of the State of California, or under similar laws relating to marital property in
effect in the state of our residence as of the date of the signing of the foregoing Agreement.

Dated: July , 2004

“Spouse of Shareholder”

(Signature)
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ANNEX D
July 8, 2004

The Board of Directors
Celeritek, Inc.

3236 Scott Boulevard
Santa Clara, CA 95054

Members of the Board of Directors:

Celeritek, Inc. (“Celeritek™) has retained us pursuant to an engagement agreement dated as of June 30,
2004 to deliver to you our opinion as to the fairness, from a financial point of view, of the consideration to be
received by Celeritek in connection with the sale of certain assets that management of Celeritek has advised us
constitute substantially all of the assets of Celeritek’s Defense Electronics/Microwave business (the
“Business”) to Teledyne Wireless, Inc. (“Teledyne” or the “Buyer”) pursuant to the terms of the Asset
Purchase Agreement dated as of July 8, 2004 (the “Agreement”), by and between Celeritek and the Buyer
(the “Transaction™).

As more fully set forth in the Agreement, Buyer will purchase all of the assets of the Business for cash
consideration of $33 million (the “Cash Consideration”). The Buyer will also assume certain liabilities of the
Business estimated by management of Celeritek to be approximately $1.8 million, subject to a post-closing
adjustment (collectively, the “Assumed Liabilities”). In total, the Cash Consideration and the Assumed
Liabilities shall be collectively referred to herein as the “Consideration.”

Jefferies Quarterdeck, a division of Jefferies & Company, Inc., offers investment banking services almost
exclusively to the global aerospace, defense and government services markets. We advise both listed and
unlisted companies in our focused markets. Celeritek retained us as financial advisor (but not to render this
opinion) pursuant to an engagement agreement dated February 17, 2004 (the “Initial Engagement Letter”)
regarding the divestiture of the Business. Pursuant to the terms of the Initial Engagement Letter, we assisted
Celeritek in soliciting and assessing expressions of interest in the Business. The solicitations generated interest
from multiple parties and, ultimately, culminated with the Agreement with the Buyer. We will receive a fee
from Celeritek in connection with the advisory services we have provided pursuant to the Initial Engagement
Letter, including fees that are contingent upon the consummation of the Transaction. We will receive a
separate fee from Celeritek for rendering this opinion, which fee is not contingent upon the consummation of
the Transaction. In addition, Celeritek has agreed to indemnify us for certain liabilities arising out of our
engagements. We have in the past provided services to, and received compensation from, certain of the parties
that expressed interest in the Business on matters unrelated to the proposed sale of the Business. In the
ordinary course of our business, we and our affiliates may publish research reports regarding the securities of
Celeritek and its affiliates, may trade or hold such securities for our own accounts and for the accounts of our
customers and, accordingly, may at any time hold long or short positions in those securities. We may in the
future provide investment banking or financial services to the Buyer or its affiliates on matters that are
unrelated to the Transaction for which we would expect to receive compensation.

In connection with this opinion, we have reviewed, relied upon or performed, among other things, the
following:

(i) Reviewed a draft Agreement dated as of July 7, 2004 and participated in certain negotiations
with the Buyer;

(ii) Reviewed certain financial and other information about the Business that was publicly available
or provided to us by Celeritek;

(iii) Reviewed certain internal financial and operating information, including financial forecasts and
projections for the Business on a stand-alone basis that were provided to us by Celeritek, taking into
account (a) the growth prospects of the Business and the various market segments in which it competes,

D-1




(b) the Business’s historical and current fiscal year financial performance, (c) the Business’s forecasts
going forward and its ability to meet them, and (d) certain of the Business’s contracts and their effects on
its business;

(iv) Met with Celeritek’s management regarding the Business’s prospects, financial outlook and
operating plans of the Business and held discussions concerning the impact on the Business and its
prospects of the economy and the Business’s industry, including the effect of the current economic
environment; ‘

(v) Compared the valuation in the public market of companies in lines of business that we deem
similar to that of the Business in market, services offered, and/or size;

(vi) Reviewed public information with respect to recent acquisition transactions that we deem
comparable to the Transaction;

{(vil) Performed a discounted cash flow analysis to analyze the present value of the future cash flow
streams that management of Celeritek has indicated it expects the Business to generate;

(viii) Performed a leveraged buyout analysis to value the Business as if a financial sponsor
purchased the Business in a leveraged buyout transaction;

(ix) Performed comprehensive marketing of the Business to potential buyers; and
(x) Evaluated and assessed all indications of interest in the Business received from third parties.

In addition to the foregoing, we performed such other studies, analyses and investigations, and considered
such other financial, economic and market criteria, as we consider appropriate in arriving at our opinion. Qur
analyses must be considered as a whole. Considering any portion of such analyses or criteria, without
considering all analyses and criteria, could create a misleading or incomplete view of the process underlying
the conclusions expressed herein.

In rendering this opinion, we have, with your permission, assumed and relied upon the accuracy and
completeness of all of the financial information, forecasts and other information provided to us by Celeritek or
that was publicly available to us, and have not attempted to independently verify any of such information. This
opinion is expressly conditioned upon such information (whether written or oral) being complete, accurate
and fair in all respects. With respect to the financial projections and financial models provided to and
examined by us, we note that projecting future results of any company is inherently subject to uncertainty.
Celeritek has informed us, however, and we have assumed with your permission, that such projections and
models were reasonably prepared by management of Celeritek on bases reflecting the best currently available
estimates and good faith judgments of such management as to the future performance of the Business. We
have not independently evaluated, and express no opinion as to, such financial projections or the assumptions
upon which they are based. In addition, in rendering this opinion, we have assumed that the Business will
perform in accordance with such projections and models for all periods specified therein. Changes to such
projections and models could affect the opinion rendered herein.

We have assumed that there have been no material changes in the Business’s assets, financial condition,
results of operations, business or prospects since the most recent financial statements made available to us. In
addition, we have not conducted a physical inspection of the properties and facilities of the Business and have
not made or obtained an independent valuation or appraisal of any of the assets or liabilities of the Business,
nor have we been furnished with any such evaluations or appraisals for the Business or any reports of such
physical inspections for the Business, nor do we assume any responsibility to obtain any such evaluations,
appraisals or inspections for the Business.

We have, with your permission, relied on advice of Celeritek’s legal counsel and independent accountants
as to all legal, tax and financial reporting matters with respect to Celeritek and the Agreement. We have
assumed that the Transaction will be consummated in a manner that complies in all respects with the
applicable federal, state and local statutes, rules and regulations. We have further assumed, with your
permission, that (i) the representations and warranties of each party contained in the Agreement are true and

D-2




correct, and each party will perform all of the covenants and agreements required to be performed by it under
the Agreement; (ii) the Transaction will be consummated in accordance with the terms described in the
Agreement, without any amendments thereto, and without waiver by Celeritek of any of the conditions to
Buyer’s obligations; (iii) the Adjustment Amount (as defined in the Agreement as an adjustment to the
Consideration) will be zero; (iv) there is not now, and there will not as a result of the consummation of the
Transaction contemplated by the Agreement be, any default, or event of default, under any indenture, credit
agreement or other material agreement or instrument to which Celeritek or any of its subsidiaries or affiliates
is a party; and (v) all material assets and liabilities (contingent or otherwise, known or unknown) of the
Business are as set forth in its consolidated financial statements provided to us by Celeritek. -

This opinion is for the benefit and use of the Board of Directors of Celeritek in its consideration of the
Transaction and may not be reproduced, disseminated, quoted or referred to at any time, in any manner or for
any purpose without our prior written consent. This opinion does not address the merits of the decision of
Celeritek to enter into the Agreement as compared to any alternative business transaction or strategy that
might be available to Celeritek, nor does it address the underlying business decision of Celeritek to engage in
the Transaction or the terms of the Agreement, nor does it address the tax consequences to Celeritek arising
from the Transaction. Further, this opinion addresses only the fairmess as of the-date hereof of the
Consideration to be received by Celeritek from a financial point of view and does not address any other aspect
of the Transaction (such as the Supply Agreement or the Transition Services Agreement referenced in the
Agreement). This opinion does not address the value of Celeritek or its viability as a going concern after the
consummation of the Transaction. We have not been engaged to prepare, and have not prepared, a valuation
of the Business and our opinion should not be construed as such. This opinion is based on the economic,
market and other conditions as they exist and as evaluated on the date hereof, and we disclaim any
undertaking or obligation to advise any person of any change in any fact or matter affecting this opinion after
the date hereof.

Based upon and subject to the foregoing, we are of the opinion that as of the date hereof the
Consideration to be received by Celeritek in the Transaction is fair, from a financial point of view, to Celeritek.

Very truly yours,

/s/ JEFFERIES QUARTERDECK

Jefferies Quarterdeck
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ANNEX E
SUMMARY OF THE AMENDED 1994 STOCK OPTION PLAN

The following paragraphs provide a summary of the principal features of the 1994 Stock Option Plan (the
1994 Plan”) and its operation. The following summary is qualified in its entirety by reference to the 1994
Plan as set forth in Annex G. '

Purposes of the 1994 Plan

The 1994 Plan is intended to (1) attract and retain the best available personnel for positions of substantial
responsibility, (2) to provide additional incentive to eligible employees, directors, and consultants of ours or
any parent or subsidiary of ours, through increased share ownership, and (3) to promote the success of our
business.

Types of Awards Granted Under the 1994 Plan

The 1994 Plan permits the grant of the following types of incentive awards: (1) incentive stock options,
and (2) nonstatutory stock options.

Shares Available for Issnance Under the 1994 Plan

The maximum aggregate number of shares which may be optioned and sold under the 1994 Plan is
1,696,873 shares, of which 731,411 remain available for issuance as of July 23, 2004. Shares under the
1994 Plan may be authorized but unissued, or reacquired shares.

If an option should expire or become unexercisable for any reason without having been exercised in full,
or is surrendered pursuant to an option exchange program whereby options are surrendered or cancelled in
exchange for other options and/or cash, the unpurchased shares which were subject thereto will become
available for future grant or sale under the 1994 Plan (unless the 1994 Plan has terminated). However, shares
that have actually been issued under the 1994 Plan, upon the exercise of an option, will not be returned to the
1994 Plan and will not become available for future distribution under the 1994 Plan.

Administration of the 1994 Plan

The Compensation Committee, consisting of three non-employee members of our board of directors (the
“Committee”) administers the 1994 Plan. Each member of the Committee qualifies as a “non-employee
director” under Rule 16b-3 of the Securities Exchange Act of 1934, and as an “outside director” under
Section 162(m) of the Internal Revenue Code (the “Code”), and is accordingly able to make grants to
certain of our officers and key employees.

Subject to the terms of the 1994 Plan, the Committee has the sole discretion to select the employees,
directors, and consultants who will receive options, to determine the terms and conditions of such options (for
example, the number of shares subject to an option, the exercise price, and vesting schedule), to interpret the
provisions of the 1994 Plan and outstanding options, to amend outstanding options (including the authority to
accelerate vesting), or to extend an option’s post-termination exercise period longer than is otherwise provided
for in the 1994 Plan. The Committeec may delegate any part of its authority and powers under the 1994 Plan to
one or more directors and/or officers of the company (for example, the Stock Option Committee of our board
of directors has the authority to make grants to non-executive officers and consultants), but only the
Committee itself can make options to participants who are executive officers of the company. The
Committee’s decisions, determinations, and interpretations will be final and binding on all optionees.

In 2003, the 1994 Plan was amended to require shareholder approval of any actions by the Committee to:
(a) reduce the exercise price of any option to the then current fair market value if the fair market value of the
common stock covered by such option will have declined since the date the option was granted, and
(b) institute an option exchange program.
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Eligibility to Receive Awards

The Committee (or the Stock Option Committee, as applicable) selects the participants who will be
granted options under the 1994 Plan. Those eligible for options under the 1994 Plan include employees and
consultants who provide services to the company or any parent or subsidiary of the company. Members of our
board of directors are also eligible to participate in the 1994 Plan. Notwithstanding the foregoing, only
employees are eligible to receive incentive stock options.

As of July 22, 2004, approximately 191 employees, consultants and non-employee directors were eligible
to participate in the 1994 Plan. However, the actual number of individuals who will receive an option under
the 1994 Plan cannot be determined in advance because the Committee has the discretion to select the
participants.

Terms of Options

(1) General. A stock option is the right to acquire shares of the company’s common stock at a fixed
exercise price for a fixed period of time. Under the 1994 Plan, the Committee may grant nonstatutory stock
options and/or incentive stock options (which entitle employees, but not the company, to more favorable tax
treatment). The Committee will determine the number of shares covered by each option.

(2) Number of Shares Subject to an Option. No employee of the company, or any parent or subsidiary
of the company, will be granted, in any fiscal year of the company, options to purchase more than
750,000 shares.

(3) Exercise Price of an Option. The option exercise price for each share covered by an incentive stock
option may not be less than 100% of the fair market value of a share of the company’s common stock on the
date of the option grant. In the case of incentive stock options granted to an employee who is the owner of
stock representing more than 10% of the total combined voting power of all classes of our stock, the option
exercise price for each share covered by such option may not be less than 110% of the fair market value of a
share of common stock on the date of such option grant. In the case of a nonstatutory stock option, the per
share exercise price will be determined by the Committee; provided, however, that in the case of an
nonstatutory stock option intended to qualify as “performance-based compensation” within the meaning of
Section 162(m) of the Code, the per share exercise price will not be less than 100% of the fair market value of
a share of common stock on the date of such option grant.

(4) Forms of Consideration. The consideration to be paid for shares issued upon the exercise of options
granted under the 1994 Plan, including the method of payment, is determined by the Committee (and, in the
case of incentive stock options, determined at the time of grant) and may consist entirely of (a) cash,
(b) check, (c) promissory note, (d) certain other shares of our common stock, (e) consideration received by
us under a cashless exercise program implemented by us, (f) a reduction in the amount of any of our liability
to the optionee, including any liability attributable to the optionee¢’s participation in any company-sponsored
deferred compensation program or arrangement, (g) any combination of the foregoing methods, or (h) such
other consideration and method permitted by applicable laws. We may limit forms of consideration or method
of payment that an optionee is entitled to use in order to comply with local laws or to preserve local tax
treatment.

(5) When an Option Can be Exercised. Options become exercisable at the times and on the terms
established by the Committee. In addition, the Committee establishes the vesting schedule of each option at
the time of grant.

(6) Option Term. Options granted under the 1994 Plan expire at the times established by the
Committee. In the case of incentive stock options, such term is limited to 10 years from the grant date (or
5 years in the case of an incentive stock option granted to a participant who owns stock possessing more than
10% of the total combined voting power of all classes of stock of the company or any of its parent or subsidiary
companies).

E-2




(7) Termination of Employment or Consulting Relationship. In the event of an optionee’s termination
of employment or service for any reason other than death or disability, an option may thereafter be exercised
for the period of time stated in the option agreement, but only to the extent it was exercisable on the date of
such termination. If no such period of time is stated in a participant’s option agreement, the option will remain
exercisable for 90 days following such termination, but only to the extent it was exercisable at the date of
termination. In no event will an option be exercisable later than the expiration of its original term.

(8) Death or disability. 1f an optionee’s employment or service is terminated as a result of the
optionee’s death or disability, the option will be exercisable for 12 months following such termination, but only
to the extent it was exercisable at the date of termination. In no event will an option be exercisable later than
the expiration of its original term.

(9) Limited Transferability of Options. Options granted under the 1994 Plan generally may not be
sold, pledged, assigned, hypothecated, transferred, or disposed of in any manner other than by will or by the
applicable laws of descent and distribution. During the optionee’s lifetime, the option may only be exercised by
the optionee. If the Committee makes an option under the 1994 Plan transferable, such option will contain
such additional terms and conditions as the Committee deems appropriate.

Changes in Capitalization

If shareholder approval of the proposal to amend the 1994 Plan is not obtained, in the event of a stock
split, reverse stock split, stock dividend, combination or reclassification of our common stock, or any other
increase or decrease in the number of issued shares of common stock effected without receipt of consideration
by the company (except that the conversion of any convertible securities of the company will not be deemed to
have been “effected without receipt of consideration”), appropriate adjustments will be made to the number
of shares which have been reserved for issuance under the 1994 Plan, the number of shares covered by each
outstanding option, the price per share covered by each outstanding option, and the numerical per-person
share limits subject to option grants in each fiscal year, as appropriate to reflect the stock dividend or other
change. ‘

If shareholder approval of the proposal to amend the 1994 is obtained, in the event that any dividend or
other distribution (whether in the form of cash, shares, other securities, or other property), recapitalization,
stock split, reverse stock split, reorganization, merger, consolidation, split up, spin off, combination, repur-
chase, or exchange of shares or other securities of the company, or any other change in the corporate structure
of the company affecting our common stock, the board of directors will make adjustments, subject to any
required action by the company’s shareholders, to (a) the number of shares available for issuance under the
1994 Plan, (b) the number of shares covered by each outstanding option, (c) the price per share covered by
each outstanding option, and (d) the numerical per-person share limits subject to option grants in each fiscal
year, as appropriate to prevent the dimunition or enlargement of the benefits or potential benefits intended to
be made available under the 1994 Plan. In addition, except as expressly provided in the foregoing, no issuance
by the company of shares of stock of any class or issuance of securities convertible into shares of stock of any
class, and no conversion of any convertible securities of the company will effect, and no adjustment by reason
thereof will be made, with respect to the number or price of shares subject to an option, or the number and
class of shares that may be delivered under the 1994 Plan.

Merger or Sale of Assets

In the event of our merger with or into another corporation, or the sale of substantially all of our assets,
each outstanding option will be assumed or an equivalent option will be substituted by the successor
corporation or a parent or subsidiary of the successor corporation. In the event that the successor corporation
refuses to assume or substitute the option, the optionee will have the right to exercise the option as to all of the
optioned stock, including shares as to which it would not otherwise be exercisable. If an option becomes fully
exercisable in lieu of assumption or substitution in the event of a merger or sale of assets, the Committee will
notify the optionee that the option will be fully exercisable for a period of fifteen (15) days from the date of
such notice, and the option will terminate upon the expiration of such period.
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Dissolution or Liquidation

In the event of our proposed dissolution or liquidation, all outstanding options will terminate (to the
extent that is has not been previously exercised) immediately prior to the consummation of such proposed
action. The board of directors may, in its discretion, make provision for accelerating the exercisability of shares
subject to options under the 1994 Plan in such event.

Amendment and Termination of the 1994 Plan

Our board of directors may at any time amend, alter, suspend or terminate the 1994 Plan, but such
amendment, alteration, suspension or termination will not adversely affect any options then outstanding under
the 1994 Plan, without the written consent of the participant. To the extent necessary and desirable to comply
with applicable state and federal laws and the Code, we will obtain shareholder approval of any amendment to
the 1994 Plan in such a manner and to such a degree as required.

By its own terms, the 1994 Plan will terminate on June 30, 2013, unless it is earlier terminated by our
board of directors. Termination of the 1994 Plan will not affect the administrator’s ability to exercise the
powers granted to it with respect to options granted under the 1994 Plan prior to the date of such termination.

Federal Tax Aspects

The following paragraphs are a summary of the general federal income tax consequences to
U.S. taxpayers and the company of options granted under the 1994 Plan. Tax consequences for any particular
individual may be different.

Nonstatutory Stock Options

No taxable income is- reportable when a nonstatutory stock option is granted to a participant. Upon
exercise, the participant will recognize ordinary income in an amount equal to the excess of the fair market
value (on the exercise date) of the shares purchased over the exercise price of the option. Any additional gain
or loss recognized upon any later disposition of the shares would be capital gain or loss.

Incentive Stock Options

No taxable income is reportable when an incentive stock option is granted or exercised (except for
purposes of the alternative minimum tax, in which case taxation is generally the same as for nonstatutory stock
options). If the participant exercises the option and then later sells or otherwise disposes of the shares more
than two years after the grant date and more than one year after the exercise date, the difference between the
sale price and the exercise price will be taxed as capital gain or loss. If the participant exercises the option and
then later sells or otherwise disposes of the shares before the end of the two- or one-year holding periods
described above, he or she generally will have ordinary income at the time of the sale equal to the fair market
value of the shares on the exercise date (or the sale price, if less) minus the exercise price of the option.

Tax Effect for the Company

The company generally will be entitled to a tax deduction in connection with an option under the
1994 Plan in an amount equal to the ordinary income realized by a participant and at the time the participant
recognizes such income (for example, the exercise of a nonstatutory stock option). Special rules limit the
deductibility of compensation paid to the company’s Chief Executive Officer and to each of its four most
highly compensated executive officers. Under Section 162(m) of the Code, the annual compensation paid to
any of these specified executives will be deductible only to the extent that it does not exceed $1,000,000, unless
conditions of Section 162(m) are met.

THE FOREGOING IS ONLY A SUMMARY OF THE EFFECT OF FEDERAL INCOME TAXATION
UPON PARTICIPANTS AND THE COMPANY WITH RESPECT TO THE GRANT AND EXERCISE
OF OPTIONS UNDER THE PLAN. IT DOES NOT PURPORT TO BE COMPLETE, AND DOES NOT
DISCUSS THE TAX CONSEQUENCES OF A SERVICE PROVIDER’S DEATH OR THE PROVI-
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SIONS OF THE INCOME TAX LAWS OF ANY MUNICIPALITY, STATE OR FOREIGN COUNTRY
IN WHICH THE SERVICE PROVIDER MAY RESIDE.

Accounting Treatment

Currently, employee awards with purchase prices at or above fair market value on the grant date typically
do not result in any direct charge to our reported earnings. However, the fair value of these awards is required
to be disclosed in the notes to our financial statements. We must also disclose, in the notes to our financial
statements, the pro forma impact these awards would have on our reported earnings and earnings per share if
the fair value of the awards at the time of grant was treated as a compensation expense.

Currently, employee awards with purchase prices below fair market value on the grant date result in a
direct compensation expense that is typically equal to the “spread,” i.e., the difference between the purchase
price and the fair market value on the grant date. Typically, this expense is amortized over our earnings over
the award’s vesting period.

The Financial Accounting Standards Board intends to require mandatory expensing for equity awards for
fiscal years commencing after December 15, 2004. In such event, we expect that all 1994 Plan awards will
result in direct charges to our reported earnings.
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ANNEX F

SUMMARY OF THE AMENDED OUTSIDE DIRECTORS’ STOCK OPTION PLAN

The following paragraphs provide a summary of the principal features of the Outside Directors” Stock
Option Plan (the “Director Plan™) and its operation. The following summary is qualified in its entirety by
reference to the Director Plan as set forth in Annex H.

Types of Awards Granted under the Director Plan

The Director Plan permits the grant of nonstatutory stock options.

Shares Available for Issuance under the Director Plan

The maximum aggregate number of shares which may be optioned and sold under the Director Plan is
222,000 shares, of which 118,500 remain available for issuance as of July 23, 2004. Shares under the Director
Plan may be authorized but unissued, or reacquired shares.

If an option should expire or become unexercisable for any reason without having been exercised in full,
the unpurchased shares which were subject thereto will become available for future grant under the Director
Plan (unless the Director Plan has terminated).

Administration

All grants of options under the Director Plan are automatic and nondiscretionary and subject to the
provisions of the Director Plan.

Eligibility

Options under the Director Plan may be granted only to directors who are not employees of ours or any
parent or subsidiary of ours (“outside directors”). No person has any discretion to select which outside
director will be granted options or to determine the number of shares to be covered by options granted to
outside directors. The Director Plan provides for automatic grants of nonstatutory stock options to be made in
the following ways:

(1) Each outside director who becomes elected or appointed to the board of directors after our 2003
annual meeting of sharcholders will be automatically granted an initial option to purchase 10,000 shares
(the “First Option”). The First Option will be granted on the date on which such person first becomes an
outside director following the 2003 annual meeting of shareholders, whether through election by the
shareholders or appointment by our board of directors.

(2) Each outside director will automatically be granted an option to purchase 10,000 shares (the
“Subsequent Option”) on the date of each of our annual meeting of shareholders, commencing with the
2003 annual meeting of shareholders, provided he or she is then an outside director. In addition,
commencing with the annual meeting, the outside director will receive a Subsequent Option only if he or
she is then an outside director and, as of the date of such meeting, such outside director will have served
on our board of directors for at least the preceding six (6) months.

Terms of Options

Each option is evidenced by a stock option agreement between the company and the outside director to
whom such option is granted and is subject to the following additional terms and conditions:

(1) Option Vesting Schedule: Options will become exercisable as to 100% of the shares subject to
the option grant on the first anniversary of the date of grant, subject to the optionee’s continued service as
a director of the company on such date.
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(2) Forms of Consideration. Payment for shares issued upon exercise of an option may consist of
(a) cash, (b) check, (c¢) certain other shares of our common stock, (d) consideration paid under a
cashless exercise program, or (e) any combination of the forgoing methods of payment.

(3) Exercise Price of Option: The exercise price of an option will be 100% of the fair market value
of our common stock on the date the option is granted.

(4) Termination of Options: Options granted under the Director Plan expire 10 years from the
date of grant. No option may be exercised by any person after such expiration.

(5) Termination of Continuous Status as a Director (including Death or Disability): If an
optionee’s continuous status as a director is terminated for any reason, including death or disability,
options may be exercised within twelve (12) months from the date of such termination, but only to the
extent it was exercisable on the date of such termination. In no event will an option be exercisable later
than the expiration of its original term.

(6) Nontransferability of Options: An option may not be sold, pledged, assigned, hypothecated,
transferred, or disposed of in any manner other than by will or the laws of descent and distribution, and
may be exercised during the lifetime of the optionee, only by the optionee.

(7) Rule 16b-3: Options granted to outside directors must comply with applicable provisions of
Rule 16b-3 promulgated under the Securities Exchange Act of 1934 or any successor thereto (the
“Exchange Act”), and will contain such additional conditions or restrictions as may be required
thereunder to qualify for the maximum exemption from Section 16 of the Exchange Act with respect to
the Director Plan.

Adjustment upon Changes in Capitalization

If shareholder approval of the proposal to amend the Director Plan is not obtained, in the event of a stock
split, reverse stock split, stock dividend, combination or reclassification of our common stock, or any other
increase or decrease in the number of outstanding shares of our common stock that occurs without the receipt
of consideration by the company (except that the conversion of any of our convertible securities will not be
deemed to have been “effected without receipt of consideration” by us), the number and price of shares
covered by outstanding options under the Director Plan, and the number of shares reserved for issuance under
the Director Plan, will be adjusted appropriately. If we propose to dissolve or liquidate, unexercised options
will terminate immediately before the dissolution or liquidation occurs.

If shareholder approval of the proposal to amend the Director Plan is obtained, in the event that any
dividend or other distribution (whether in the form of cash, shares, other securities, or other property),
recapitalization, stock split, reverse stock split, reorganization, merger, consolidation, split up, spin off,
combination, repurchase, or exchange of shares or other securities of the company, or any other change in the
corporate structure of the company affecting our common stock, the board of directors will make adjustments,
subject to any required action by our shareholders, to (a) the number of shares available for issuance under
the Director Plan, (b) the number of shares covered by each outstanding option, (c) the price per share
covered by each outstanding option, and (d) the numerical per-person share limits subject to option grants
under the Director Plan, as appropriate to prevent the dimunition or enlargement of the benefits or potential
benefits intended to be made available under the Director Plan. In addition, except as expressly provided in
the foregoing, no issuance by the company of shares of stock of any class or issuance of securities convertible
into shares of stock of any class, and no conversion of any of our convertible securities, will effect, and no
adjustment by reason thereof will be made with respect to, the number or price of shares subject to an option,
or the number and class of shares that may be delivered under the Director Plan.

Merger or Sale of Substantially All of the Assets

In the event of our merger with or into another corporation, or the sale of substantially all our assets, each
outstanding option will become fully vested and exercisable, including as to shares as to which it would not
otherwise be exercisable. If an option becomes fully vested and exercisable in the event of a merger or sale of
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assets, our board of directors will notify the optionee that the option will be fully exercisable for a period of
fifteen (15) days from the date of such notice, and the option will terminate upon the expiration of such
period.

Dissolution or Liquidation

In the event of our proposed dissolution or liquidation, to the extent that an option has not been
previously exercised, it will terminate immediately prior to the consummation of such proposed action.

Amendment and Termination of the Plan

Our board of directors may amend, alter, suspend or discontinue the Director Plan at any time. However,
no amendment, alteration, suspension or discontinuation will be made which would adversely affect any stock
options then outstanding under the Director Plan without the optionee’s consent. To the extent necessary and
desirable to comply with Rule 16b-3 (or any other applicable law or regulation), we will obtain shareholder
approval of any amendment to the Director Plan. In any event, the Director Plan will terminate in June 2013,
unless sooner terminated by our board of directors.

Federal Tax Aspects

United States

The following is a brief summary of the effect of United States federal income tax laws upon options
granted under the Director Plan. A director should consult his or her own tax advisor regarding the taxation of
these options. This summary does not discuss the provisions of the income tax laws of any municipality, state
or foreign country in which the director may reside.

Options granted under the Director Plan are nonstatutory options. A director does not recognize any
taxable income at the time he or she is granted a nonstatutory option. Upon exercise of a nonstatutory option,
a director generally recognizes ordinary income measured for tax purposes by the excess of the then fair
market value of the shares over the exercise price. If a sale of shares acquired upon exercise of an option could
subject the director to suit under Section 16 of the Exchange Act, the date of recognition of such ordinary
income may be deferred for up to six months unless the director files an election with the Internal Revenue
Service under Section 83(b) of the Internai Revenue Code.

The director’s holding period for long-term capital gain purposes begins when he or she recognizes
ordinary income with respect to an option exercise. When the director resells the shares, he or she recognizes
as capital gain or loss any difference between the sales price and the exercise price, to the extent not
recognized as ordinary income as provided above. Such capital gain or loss will qualify for long-term capital
gain or loss treatment if the shares have been held for more than one year. Capital losses are allowed in full
against capital gains plus $3,000 of other income.

We will be entitled to a tax deduction in the amount and at the time that the director recognizes ordinary
income with respect to shares acquired upon exercise of a nonstatutory option.
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ANNEX G

CELERITEK, INC.

1994 STOCK OPTION PLAN
(As Amended through , 2004)

1. Purposes of the Plan. The purposes of this Stock Option Plan are:

* to attract and retain the best available personnel for positions of substantial responsibility,
+ to provide additional incentive to Employees, Directors and Consultants, and

+ to promote the success of the Company’s business.

Options granted under the Plan may be Incentive Stock Options or Nonstatutory Stock Options, as
determined by the Administrator at the time of grant.

2. Definitions. As used herein, the following definitions shall apply:

(a) “Administrator’”’ means the Board or any of its Committees as shall be administering the Plan,
in accordance with Section 4 of the Plan.

(b) “Applicable Laws” means the legal requirements relating to the administration of stock option
plans under state corporate and securities laws and the Code.

(¢) “Board” means the Board of Directors of the Company.
(d) “Code” means the Internal Revenue Code of 1986, as amended.

(e) “Committee” means a Committee appointed by the Board in accordance with Section 4 of the
Plan.

(f) “Common Stock” means the common stock of the Company. .
(g) “Company” means Celeritek, Inc., a California corporation.

(h) “Consultant” means any person, including an advisor, engaged by the Company or a Parent or
Subsidiary to render services and who is compensated for such services.

(i) “Continuous Status as an Employee, Director or Consultant” means that the employment
relationship, directorship or consulting relationship with the Company, any Parent or Subsidiary is not
interrupted or terminated. Continuous Status as an Employee, Director or Consultant shall not be
considered interrupted in the case of (i) any leave of absence approved by the Company or (ii) transfers
between locations of the Company or between the Company, its Parent, any Subsidiary, or any successor.
A leave of absence approved by the Company shall include sick leave, military leave, or any other
personal leave. For purposes of Incentive Stock Options, no such leave may exceed 90 days, unless
reemployment upon expiration of such leave is guaranteed by statute or contract, including Company
policies. If reemployment upon expiration of a leave of absence approved by the Company is not so
guaranteed, on the 91st day of such leave any Incentive Stock Option held by the Optionee shall cease to
be treated as an Incentive Stock Option and shall be treated for tax purposes as a Nonstatutory Stock
Option.

(j) “Director” means a member of the Board.
(k) “Disability” means total and permanent disability as defined in Section 22(e) (3) of the Code.

(1) “Employee” means any person, including Officers and Directors, employed by the Company or
any Parent or Subsidiary of the Company. Neither service as a Director nor payment of a director’s fee by
the Company shall be sufficient to constitute “employment” by the Company.

(m) “Exchange Act” means the Securities Exchange Act of 1934, as amended.
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(n) “Fair Market Value” means, as of any date, the value per Share of Common Stock determined
as follows:

(1) If the Common Stock is listed on any established stock exchange or a national market
system, including without limitation the National Market System of the National Association of
Securities Dealers, Inc. Autemated Quotation (“NASDAQ”) System, the Fair Market Value of a
Share of Commion Stock shall be the closing sale price for such stock (or the mean of the closing bid
and asked prices, if no sales were reported), as quoted on such exchange (or the exchange with the
greatest volume of trading in Common Stock) or system on the date of such determination (or, in
the event such date is not a trading day, the trading day immediately prior to the date of such
determination), as reported in The Wall Street Journal or such other source as the Board deems
reliable; or

(2) If the Common Stock is quoted on the NASDAQ system (but not on the National Market
System thereof) or is regularly quoted by a recognized securities dealer but selling prices are not
reported, the Fair Market Value of a Share of Common Stock shall be the mean of the closing bid
and asked prices for such'stock on the date of such determination {or, in the event such date is not a
trading day, the trading day immediately prior to the date of such determination), as reported in The
Wall Street Journal or such other source as the Board deems reliable; or

(3) In the absence of an established market for the Common Stock, the Fair Market Value
thereof shall be determined in good faith by the Administrator.

(0) “Incentive Stock Option” means an Option intended to qualify as an incentive stock option
within the meaning of Section 422 of the Code and the regulations promulgated thereunder.

(p) “Nonstatutory Stock Option” means an Option not intended to qualify as an Incentive Stock
Option.

(q) “Notice of Grant” means a written or electronic notice evidencing certain terms and conditions
of an individual Option. The Notice of Grant is part of the Option Agreement.

(r) “Officer” means a person who is an officer of the Company within the meaning of Section 16 of
the Exchange Act and the rules and regulations promulgated thereunder.

(s) “Option” means a stock option granted pursuant to the Plan.

(t) “Option Agreement” means a written agreement between the Company and an Optionee
evidencing the terms and conditions of an individual Option grant. The Option Agreement is subject to
the terms and conditions of the Plan.

(u) “Option Exchange Program’ means a program whereby outstanding options are surrendered in
exchange for options with a lower exercise price.

(v) “Optioned Stock” means the Common Stock subject to an Option.
(w) “Optionee” means an Employee, Director or Consultant who holds an outstanding Option.

(x) “Parent” means a “parent corporation”, whether now or hereafter existing, as defined in
Section 424(¢e) of the Code.

(y) “Plan” means this Celeritek, Inc. 1994 Stock Option Plan.

(z) “Rule 16b-3” means Rule 16b-3 of the Exchange Act or any successor to Rule 16b-3, as in
effect when discretion is being exercised with respect to the Plan. ‘

(aa) “Share” means a share of the Common Stock, as adjusted in accordance with Section 12 of
the Plan.

(bb) “Subsidiary” means a “subsidiary corporation”, whether now or hereafter existing, as defined
in Section 424(f) of the Code. ‘
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3. Stock Subject to the Plan. Subject to the provisions of Section 12 of the Plan, the maximum
aggregate number of Shares which may be optioned and sold under the Plan is 2,949,165 Shares. The Shares
may be authorized, but unissued, or reacquired Common Stock.

If an Option expires or becomes unexercisable without having been exercised in full, or is surrendered
pursuant to an Option Exchange Program, the unpurchased Shares which were subject thereto shall become
available for future grant or sale under the Plan (unless the Plan has terminated). Shares that have actually
been issued under the Plan, upon exercise of an Option, shall not be returned to the Plan and shall not become
available for future distribution under the Plan.

4. Administration of the Plan.
(a) Procedure.

(1) Multiple Administrative Bodies. The Plan may be administered by different Committees with
respect to different groups of Employees, Directors and Consultants.

(i) Section 162(m). To the extent that the Administrator determines it to be desirable to qualify
Options granted hereunder as “‘performance-based compensation” within the meaning of Section 162(m)
of the Code, the Plan shall be administered by a Committee of two or more “outside directors” within the
meaning of Section 162(m) of the Code. ‘

(iii)) Rule 16b-3. To the extent desirable to qualify transactions hereunder as exempt under
Rule 16b-3, the transactions contemplated hereunder shall be structured to satisfy the requirements for
exemption under Rule 16b-3.

(iv) Other Administration. Other than as provided above, the Plan shall be administered by
(A) the Board or (B) a Committee, which Committee shall be constituted to satisfy Applicable Laws.

(b) Powers of the Administrator. Subject to the provisions of the Plan, and in the case of a Committee,
subject to the specific duties delegated by the Board to such Committee, the Administrator shall have the
authority, in its discretion:

(i) to determine the Fair Market Value of the Common Stock, in accordance with Section 2(n) of
the Plan;

(ii) to select the Employees, Directors and Consuitants to whom Options may be granted
hereunder;

(iii) to determine whether and to what extent Options are granted hereunder;

(iv) to determine the number of shares of Common Stock to be covered by each Option granted
hereunder;

(v) to approve forms of agreement for use under the Plan;

(vi) to determine the terms and conditions, not inconsistent with the terms of the Plan, of any
award granted hereunder. Such terms and conditions include, but are not limited to, the exercise. price,
the time or times when Options may be exercised (which may be based on performance criteria), any
vesting acceleration or waiver of forfeiture restrictions, and any restriction or limitation regarding any
Option or the shares of Common Stock relating thereto, based in each case on such factors as the
Administrator, in its sole discretion, shall determine;

(vii) to reduce the exercise price of any Option to the then current Fair Market Value if the Fair
Market Value of the Common Stock covered by such Option shall have declined since the date the
Option was granted; provided, however, that the Administrator may not reduce the exercise price of an
option pursuant to this paragraph until approval by the Company’s shareholders is obtained;

(viii) to construe and interpret the terms of the Plan and awards granted pursuant to the Plan;

(ix) to prescribe, amend and rescind rules and regulations relating to the Plan;
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(x) to prescribe, amend and rescind rules and regulations relating to the Plan, including rules and
regulations relating to sub-plans established for the purpose of qualifying for preferred tax treatment
under foreign tax laws;

(xi) to modify or amend each Option (subject to Section 14(c) of the Plan);

(xii) te allow Optionees to satisfy withholding tax obligations by electing to have the Company
withhold from the Shares to be issued upon exercise of an Option that number of Shares having a Fair
Market Value equal to the amount required to be withheld. The Fair Market Value of the Shares to be
withheld shall be determined on the date that the amount of tax to be withheld is to be determined. All
elections by an Optionee to have Shares withheld for this purpose shall be made in such form and under
such conditions as the Administrator may deem necessary or advisable;

(xiii) to authorize any person to execute on behalf of the Company any instrument required to
effect the grant of an Option previously granted by the Administrator;

(xiv) to institute an Option Exchange Program; provided, however, that the Administrator may not
institute an Option Exchange Program until approval by the Company’s shareholders is obtained.

(xv) to determine the terms and restrictions applicable to Options and any Restricted Stock; and
(xvi) to make all other determinations deemed necessary or advisable for administering the Plan.

(c) Effect of Administrator’s Decision. The Administrator’s decisions, determinations and interpreta-
tions shall be final and binding on all Optionees and any other holders of Options.

5. Eligibility. Nonstatutory Stock Options may be granted to Employees, Directors and Consultants.
Incentive Stock Options may be granted only to Employees. If otherwise eligible, an Employee, Director or
Consultant who has been granted an Option may be granted additional Options.

6. Limitations.

(a) Each Option shall be designated in the Notice of Grant as either an Incentive Stock Option or a
Nonstatutory Stock Option. Notwithstanding such designations, to the extent that the aggregate Fair Market
Value of Shares subject to an Optionee’s Incentive Stock Options granted by the Company, any Parent or
Subsidiary, which become exercisable for the first time during any calendar year (under all plans of the
Company or any Parent or Subsidiary) exceeds $100,000, such excess Options shall be treated as Nonstatu-
tory Stock Options. For purposes of this Section 6(a), incentive stock options shall be taken into account in
the order in which they were granted, and the Fair Market Value of the Shares shall be determined as of the
time of grant.

- (b) Neither the Plan nor any Option shall confer upon an Optionee any right with respect to continuing
the Optionee’s employment relationship, directorship or consulting relationship with the Company, nor shall
they interfere in any way with the Optionee’s right or the Company’s right to terminate such employment
relationship, directorship or consulting relationship at any time, with or without cause.

(¢) The following limitations shall apply to grants of Options to Employees:

{i) No Employee shall be granted, in any fiscal year of the Company, Options to purchase more
than 750,000 Shares.

(ii) The foregoing limitation shall be adjusted proportionately in connection with any change in the
Company’s capitalization as described in Section 12(a).

(iii) If an Option is cancelled (other than in connection with a transaction described in Section 12),
the cancelled Option will be counted against the limit set forth in Section 6(c) (i). For this purpose, if the
exercise price of an Option is reduced, the transaction will be treated as a cancellation of the Option and
the grant of a new Option.
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7. Term of Plan. Subject to Section 18 of the Plan, the Plan shall become effective upon the earlier to
occur of its adoption by the Board or its approval by the shareholders of the Company. It shall continue in
effect until June 30, 2013 unless terminated earlier under Section 14 of the Plan.

8. Term of Option.. The term of each Option shall be stated in the Notice of Grant. In the case of an
Incentive Stock Option, the term shall be no more than ten (10) years from the date of grant. In the case of
an Incentive Stock Option granted to an Optionee who, at the time the Incentive Stock Option is granted,
owns stock representing more than ten percent (10%) of the voting power of all classes of stock of the
Company or any Parent or Subsidiary, the term of the Incentive Stock Option shall be no more than
five (5) years from the date of grant.

9. Option Exercise Price and Consideration.

(a) Exercise Price. The per share exercise price for the Shares to be issued pursuant to exercise of an
Option shall be determined by the Administrator, subject to the following:

(i) In the case of an Incentive Stock Option

(A) granted to an Employee who, at the time the Incentive Stock Option is granted, owns
stock representing more than ten percent (10%) of the voting power of all classes of stock of the
Company or any Parent or Subsidiary, the per Share exercise price shall be no less than 110% of the
Fair Market Value per Share on the date of grant.

(B) granted to any other Employee, the per Share exercise price shall be no less than 100% of
the Fair Market Value per Share on the date of grant.

(i1) In the case of a Nonstatutory Stock Option, the per Share exercise price shall be determined by
the Administrator, In the case of a Nonstatutory Stock Option intended to qualify as “performance-based
compensation” within the meaning of Section 162(m) of the Code, the per Share exercise price shall be
no less than 100% of the Fair Market Value per Share on the date of grant.

(iii) Notwithstanding the foregoing, Options may be granted with a per Share exercise price of less
than 100% of the Fair Market Value per Share on the date of grant pursuant to a merger or other
corporate transaction.

(b) Waiting Period and Exercise Dates. At the time an Option is granted, the Administrator shall fix
the period within which the Option may be exercised and shall determine any conditions which must be
satisfied before the Option may be exercised. In so doing, the Administrator may specify that an Option may
not be exercised until the completion of a service period.

(c) Form of Consideration. The Administrator shall determine the acceptable form of consideration
for exercising an Option, including the method of payment. In the case of an Incentive Stock Option, the
Administrator shall determine the acceptable form of consideration at the time of grant. Such consideration
may consist entirely of:

(i) cash;
(ii) check;
(iii) promissory note;

(iv) other Shares which (A) in the case of Shares acquired upon exercise of an option, have been
owned by the Optionee for more than six months on the date of surrender, and (B) have a Fair Market
Value on the date of surrender equal to the aggregate exercise price of the Shares as to which said Option
shall be exercised;

(v) delivery of a properly executed exercise notice together with such other documentation as the
Administrator and the broker, if applicable, shall require to effect an exercise of the Option and delivery
to the Company of the sale or loan proceeds required to pay the exercise price;
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(vi) a reduction in the amount of any Company liability to the Optionee, including any liability
attributable to the Optionee’s participation in any Company-sponsored deferred compensation program or
arrangement;

 (vii) any combination of the foregoing methods of payment; or

(viii) such other consideration and method of payment for the issuance of Shares to the extent
permitted by Applicable Laws.

10. Exercise of Option.

(a) Procedure for Exercise; Rights as a Shareholder. Any Option granted hereunder shall be exercisa-
ble according to the terms of the Plan and at such times and under such conditions as determined by the
Administrator and set forth in the Option Agreement.

An Option may not be exercised for a fraction of a Share.

An Option shall be deemed exercised when the Company receives: (i) written notice of exercise (in
accordance with the Option Agreement) from the person entitled to exercise the Option, and (ii) full payment
for the Shares with respect to which the Option is exercised. Full payment may consist of any consideration
and method of payment authorized by the Administrator and permitted by the Option Agreement and the
Plan. Shares issued upon exercise of an Option shall be issued in the name of the Optionee or, if requested by
the Optionee, in the name of the Optionee and his or her spouse. Until the stock certificate evidencing such
Shares is issued (as evidenced by the appropriate entry on the books of the Company or of a duly authorized
transfer agent of the Company), no right to vote or receive dividends or any other rights as a shareholder shall
exist with respect to the Optioned Stock, notwithstanding the exercise of the Option. The Company shall issue
(or cause to be issued) such stock certificate promptly after the Option is exercised. No adjustment will be
made for a dividend or other right for which the record date is prior to the date the stock certificate is issued,
except as provided in Section 12 of the Plan.

Exercising an Option in any manner shall decrease the number of Shares thereafter available, both for
purposes of the Plan and for sale under the Option, by the number of Shares as to which the Option is
exercised.

(b) Termination of Employment or Consulting Relationship. Upon termination of an Optionee’s
Continuous Status as an Employee, Director or Consultant, other than upon the Optionee’s death or
Disability, the Optionee may exercise his or her Option, but only within such period of time as is specified in
the Notice of Grant, and only to the extent that the Optionee was entitled to exercise it at the date of
termination (but in no event later than the expiration of the term of such Option as set forth in the Notice of
Grant). In the absence of a specified time in the Notice of Grant, the Option shall remain exercisable for
90 days following the Optionee’s termination. In the case of an Incentive Stock Option, such period of time for
exercise shall not exceed ninety (90) days from the date of termination. Notwithstanding the above provisions
of this paragraph, in the event of changes in an Optionee’s status between Employee, Director or Consultant,
an Option held by the Optionee shall not automatically terminate solely as a result of such change in status.
However, an Incentive Stock Option shall cease to be treated as an Incentive Stock Option and shall be
treated for tax purposes as a Nonstatutory Stock Option on the ninety-first (91st) day following the day
Optionee ceases to be an Employee. If, at the date of termination, the Optionee is not entitled to exercise his
or her entire Option, the Shares covered by the unexercisable portion of the Option shall revert to the Plan. If,
after termination, the Optionee does not exercise his or her Option within the time specified by the
Administrator, the Option shall terminate, and the Shares covered by such Option shall revert to the Plan.

(c) Disability of Optionee. In the event that an Optionee’s Continuous Status as an Employee,
Director or Consultant terminates as a result of the Optionee’s Disability, the Optionee may exercise his or her
Option at any time within twelve (12) months from the date of such termination, but only to the extent that
the Optionee was entitled to exercise it at the date of such termination (but in no event later than the
expiration of the term of such Option as set forth in the Notice of Grant). If, at the date of termination, the
Optionee is not entitled to exercise his or her entire Option, the Shares covered by the unexercisable portion of
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the Option shall revert to the Plan. If, after termination, the Optionee does not exercise his or her Option
within the time specified herein, the Option shall terminate, and the Shares covered by such Option shall
revert to the Plan.

(d) Death of Optionee. In the event of the death of an Optionee, the Option may be exercised at any
time within twelve (12) months following the date of death (but in no event later than the expiration of the
term of such Option as set forth in the Notice of Grant), by the Optionee’s estate or by a person who has
acquired the right to exercise the Option by bequest or inheritance, but only to the extent that the Optionee
was entitled to exercise the Option at the date of death. If, at the time of death, the Optionee was not entitled
to exercise his or her entire Option, the Shares covered by the unexercisable portion of the Option shall
immediately revert to the Plan. If, after death, the Optionee’s estate or a person who acquired the right to
exercise the Option by bequest or inheritance does not exercise the Option within the time specified herein,
the Option shall terminate, and the Shares covered by such Option shall revert to the Plan.

11. Non-Transferability of Options. Unless determined otherwise by the Administrator, an Option may
not be sold, pledged, assigned, hypothecated, transferred, or disposed of in any manner other than by will or by
the laws of descent or distribution and may be exercised, during the lifetime of the Optionee, only by the
Optionee. If the Administrator makes an Option transferable, such Option shall contain such additional terms
and conditions as the Administrator deems appropriate.

12. Adjustments Upon Changes in Capitalization, Dissolution, Merger, Asset Sale or Change of Control.

(a) Changes in Capitalizalion. In the event of any dividend or other distribution (whether in the form
of cash, Shares, other securities, or other property), recapitalization, stock split, reverse stock split,
reorganization, merger, consolidation, split-up, spin-off, combination, repurchase or exchange of Shares or
other securities of the Company, or any other change in the corporate structure of the Company affecting the
Common Stock, the number of shares of Common Stock and/or as the price per share of Common Stock
covered by each outstanding Option, and the number of shares of Common Stock which have been authorized
for issuance under the Plan but as to which no Options have yet been granted or which have been returned to
the Plan upon cancellation or expiration of an Option, shall be proportionately adjusted in order to prevent
dimunition or enlargement of the benefits or potential benefits intended to be made available under the Plan.
Subject to any required action by the shareholders of the Company, such adjustment shall be made by the
Board, whose determination in that respect shall be final, binding and conclusive. Except as expressly provided
herein, no issuance by the Company of shares of stock of any class or issuance of securities convertible into
shares of stock of any class, and no conversion of any convertible securities of the Company, shall affect, and
no adjustment by reason thereof shall be made with respect to, the number or price of shares of Common
Stock subject to an Option, or the number and class of shares of Common Stock that may be delivered under
the Plan.

(b) Dissolution or Liquidation. In the event of the proposed dissolution or liquidation of the Company,
to the extent that an Option has not been previously exercised, it will terminate immediately prior to the
consummation of such proposed action. The Board may, in the exercise of its sole discretion in such instances,
declare that any Option shall terminate as of a date fixed by the Board and give each Optionee the right to
exercise his or her Option as to all or any part of the Optioned Stock, including Shares as to which the Option
would not otherwise be exercisable.

(c) Merger or Asset Sale. In the event of a merger of the Company with or into another corporation, or
the sale of substantially all of the assets of the Company, each outstanding Option shall be assumed or an
equivalent option shall be substituted by the successor corporation or a Parent or Subsidiary of the successor
corporation. In the event that the successor corporation refuses to assume or substitute the Option, the
Optionee shall have the right to exercise the Option as to all of the Optioned Stock, including Shares as to
which it would not otherwise be exercisable. If an Option becomes fully exercisable in lieu of assumption or
substitution in the event of a merger or sale of assets, the Administrator shall notify the Optionee that the
Option shall be fully exercisable for a period of fifteen (15) days from the date of such notice, and the Option
shall terminate upon the expiration of such period. : '
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For the purposes of this subsection (c), the Option shall be considered assumed if, following the merger
or asset sale, the Option confers the right to purchase or receive, for each Share of Optioned Stock subject to
the Option immediately prior to the merger or asset sale, the consideration (whether stock, cash, or other
securities or property) received in the merger or asset sale by holders of Common Stock for each Share held
on the effective date of the transaction (and if holders were offered a choice of consideration, the type of
consideration chosen by the holders of a majority of the outstanding Shares); provided, however, that if such
consideration received in the merger or asset sale is not solely common stock of the successor corporation or its
Parent, the Administrator may, with the consent of the successor corporation, provide for the consideration to
be received upon the exercise of the Option, for each Share of Optioned Stock subject to the Option, to be
solely common stock of the successor corporation or its Parent equal in fair market value to the per share
consideration received by holders of Common Stock in the merger or asset sale.

13. Date of Grant. The date of grant of an Option shall be, for all purposes, the date on which the
Administrator makes the determination granting such Option, or such other later date as is determined by the
Administrator. Notice of the determination shall be provided to each Optionee within a reasonable time after
the date of such grant.

14. Amendment and Termination of the Plan.

(a) Amendment and Termination. The Board may at any time amend, alter, suspend or terminate the
Plan.

(b) Shareholder Approval. The Company shall obtain shareholder approval of any Plan amendment to
the extent necessary and desirable to comply with Applicable Laws. Such shareholder approval, if required,
shall be obtained in such a manner and to such a degree as is required by Applicable Laws.

(c) Effect of Amendment or Termination. No amendment, alteration, suspension or termination of the
Plan shall impair the rights of any Optionee, unless mutually agreed otherwise between the Optionee and the
Administrator, which agreement must be in writing and signed by the Optionee and the Company.
Termination of the Plan shall not affect the Administrator’s ability to exercise the powers granted to it
hereunder with respect to Options granted under the Plan prior to the date of such termination.

15. Conditions Upon Issuance of Shares.

(a) Legal Compliance. Shares shall not be issued pursuant to the exercise of an Option unless the
exercise of such Option and the issuance and delivery of such Shares shall comply with all relevant provisions
of law, including, without limitation, the Securities Act of 1933, as amended, the Exchange Act, the rules and
regulations promulgated thereunder, Applicable Laws, and the requirements of any stock exchange or
quotation system upon which the Shares may then be listed or quoted, and shall be further subject to the
approval of counsel for the Company with respect to such compliance.

(b) Investment Representations. As a condition to the exercise of an Option, the Company may require
the person exercising such Option to represent and warrant at the time of any such exercise that the Shares are
being purchased only for investment and without any present intention to sell or distribute such Shares if, in
the opinion of counsel for the Company, such a representation is required.

16. Liability of Company.

(a) Inability to Obtain Authority. The inability of the Company to obtain authority from any regulatory
body having jurisdiction, which authority is deemed by the Company’s counsel to be necessary to the lawful
issuance and sale of any Shares hereunder, shall relieve the Company of any liability in respect of the failure to
issue or sell such Shares as to which such requisite authority shall not have been obtained.

(b) Grants Exceeding Allotted Shares. 1f the Optioned Stock covered by an Option exceeds, as of the
date of grant, the number of Shares which may be issued under the Plan without additional shareholder
approval, such Option shall be void with respect to such excess Optioned Stock, unless shareholder approval of
an amendment sufficiently increasing the number of Shares subject to the Plan is tlmely obtained in
accordance with Section 14(b) of the Plan.
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17. Reservation of Shares. The Company, during the term of this Plan, will at all times reserve and
keep available such number of Shares as shall be sufficient to satisfy the requirements of the Plan,

18. Shareholder Approval. Continuance of the Plan shall be subject to approval by the shareholders of
the Company within twelve (12) months before or after the date the Plan is adopted. Such shareholder
approval shall be obtained in the manner and to the degree required under applicable federal and state law.
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CELERITEK, INC.

1994 STOCK OPTION PLAN
STOCK OPTION AGREEMENT

Unless otherwise defined herein, the terms defined in the Plan shall have the same defined meanings in
this Option Agreement.

L. Notice of Stock Option Grant

[Optionee’s Name and Address]

You have been granted an option to purchase Common Stock of the Company, subject to the terms and
conditions of the Plan and this Option Agreement, as follows:

Grant Number
Date of Grant
Vesting Commencement Date
Exercise Price per Share
Total Number of Shares Granted
Total Exercise Price
Type of Option: — Incentive Stock Option
— Nonstatutory Stock Option
Term/Expiration Date:

Vesting Schedule:

This Option may be exercised, in whole or in part, in accordance with the following schedule:

Termination Period:

This Option may be exercised for [months/days] after termination of your Continuous Status
as an Employee, Director or Consultant, or such longer period as may be applicable upon death or disability of
Optionee as provided in the Plan. In the event of changes in the Optionee’s status between Employee, Director
or Consultant, this Option Agreement shall remain in effect. In no event shall this Option be exercised later
than the Term/Expiration Date as provided above.

II. Agreement ’

1. Grant of Option. The Plan Administrator of the Company hereby grants to the Optionee named in
the Notice of Grant attached as Part 1 of this Agreement (the “Optionee”), an option (the “Option”) to
purchase the number of Shares, as set forth in the Notice of Grant, at the exercise price per share set forth in
the Notice of Grant (the “Exercise Price”), subject to the terms and conditions of the Plan, which is
incorporated herein by reference. Subject to Section 14(c) of the Plan, in the event of a conflict between the
terms and conditions of the Plan and the terms and conditions of this Option Agreement, the terms and
conditions of the Plan shall prevail.



If designated in the Notice of Grant as an Incentive Stock Option (IS0}, this Option is intended to
qualify as an Incentive Stock Option under Section 422 of the Code. However, if this Option is intended to be
an Incentive Stock Option, to the extent that it exceeds the $100,000 rule of Code Section 422(d) it shall be
treated as a Nonstatutory Stock Option (“NSO”).

2. Exercise of Option.

(a) Right to Exercise. This Option is exercisable during its term in accordance with the Vesting
Schedule set out in the Notice of Grant and the applicable provisions of the Plan and this Option Agreement.
In the event of Optionee’s death, Disability or other termination of Optionee’s employment or consulting
relationship, the exercisability of the Option is governed by the applicable provisions of the Plan and this
Option Agreement.

(b) Method of Exercise. This Option is exercisable by delivery of an exercise notice, in the form
attached as Exhibit A (the “Exercise Notice”), which shall state the election to exercise the Option, the
number of Shares in respect of which the Option is being exercised (the “Exercised Shares”), and such other
representations and agreements as may be required by the Company pursuant to the provisions of the Plan.
The Exercise Notice shall be signed by the Optionee and shall be delivered in person or by certified mail to the
Secretary of the Company. The Exercise Notice shall be accompanied by payment of the aggregate Exercise
Price as to all Exercised Shares. This Option shall be deemed to be exercised upon receipt by the Company of
such fully executed Exercise Notice accompanied by such aggregate Exercise Price.

No Shares shall be issued pursuant to the exercise of this Option unless such issuance and exercise
complies with all relevant provisions of law and the requirements of any stock exchange or quotation service
upon which the Shares are then listed. Assuming such compliance, for income tax purposes the Exercised
Shares shall be considered transferred to the Optionee on the date the Option is exercised with respect to such
Exercised Shares.

3. Method of Payment. Payment of the aggregate Exercise Price shall be by any of the following, or a
combination thereof, at the election of the Optionee:

(a) cash; or
(b) check; or

(c) delivery of a properly executed exercise notice together with such other documentation as the
Administrator and the broker, if applicable, shall require to effect an exercise of the Option and delivery
to the Company of the sale or loan proceeds required to pay the exercise price; or

(d) surrender of other Shares which (i) in the case of Shares acquired upon exercise of an option,
have been owned by the Optionee for more than six (6) months on the date of surrender, AND (ii) have
a Fair Market Value on the date of surrender equal to the aggregate Exercise Price of the Exercised
Shares; or

4. Non-Transferability of Option. This Option may not be transferred in any manner otherwise than by
will or by the laws of descent or distribution and may be exercised during the lifetime of Optionee only by the
Optionee. The terms of the Plan and this Option Agreement shall be binding upon the executors,
administrators, heirs, successors and assigns of the Optionee.

5. Term of Option. This Option may be exercised only within the term set out in the Notice of Grant,
and may be exercised during such term only in accordance with the Plan and the terms of this Option
Agreement.

6. Tax Consequences. Some of the federal and California tax consequences relating to this Option, as
of the date of this Option, are set forth below. THIS SUMMARY IS NECESSARILY INCOMPLETE,
AND THE TAX LAWS AND REGULATIONS ARE SUBJECT TO CHANGE. THE OPTIONEE
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SHOULD CONSULT A TAX ADVISER BEFORE EXERCISING THIS OPTION OR DISPOSING
OF THE SHARES.

(a) Exercising the Option.

(1) Nonstatutory Stock Option. The Optionee may incur regular federal income tax and California
income tax liability upon exercise of a NSO. The Optionee will be treated as having received
compensation income (taxable at ordmary income tax rates) equal to the excess, if any, of the Fair
Market Value of the Exercised Shares on the date of exercise over their aggregate Exercise Price. If the
Optionee is an Employee, the Company will be required to withhold from his or her compensation or
collect from Optionee and pay to the apphcablc taxmg authorities an amount equal to a percentage of this
compensation income at the time of exercise.

(i1) Incentive Stock Option. 1f this Option qualifies as an ISO, the Optionee will have no regular
federal income tax or California income tax liability upon its exercise, although the excess, if any, of the
Fair Market Value of the Exercised Shares on the date of exercise over their aggregate Exercise Price will
be treated as an adjustment to alternative minimum taxable income for federal tax purposes and may
subject the Optionee to alternative minimum tax in the year of exercise. In the event that the Optionee
undergoes a change of status from Employee to Director or Consultant, any Incentive Stock Option of
the Optionee that remains unexercised shall cease to qualify as an Incentive Stock Option and will be
treated for tax purposes as a Nonstatutory Stock Option on the ninety-first (91st) day following such
change of status.

(b) Disposition of Shares.

(i) NSO. If the Optionee holds NSO Shares for at least one year, any gain realized on disposition
of the Shares will be treated as long-term capital gain for federal income tax purposes.

(ii) 1SO. If the Optionee holds ISO Shares for at least one year after exercise AND two years
after the grant date, any gain realized on disposition of the Shares will be treated as long-term capital gain
for federal income’tax purposes. If the Optionee disposes of ISO Shares within one year after exercise or
two years after the grant date, any gain realized on such disposition will be treated as compensation
income (taxable at ordinary income rates) to the extent of the excess, if any, of the LESSER OF (A) the
difference between the FAIR MARKET VALUE OF THE SHARES ACQUIRED ON THE DATE
OF EXERCISE and the aggregate Exercise Price, or (B) the difference between the SALE PRICE of
such Shares and the aggregate Exercise Price.

(¢) Notice of Disqualifying Disposition of ISO Shares. 1f the Optionee sells or otherwise disposes
of any of the Shares acquired pursuant to an ISO on or before the later of (i) two years after the grant
date, or (il) one year after the exercise date, the Optionee shall immediately notify the Company in
writing of such disposition. The Optionee agrees that he or she may be subject to income tax withholding
by the Company on the compensation income recognized from such early disposition of ISO Shares by
payment in cash or out of the current earnings paid to the Optionee.



By your signature and the signature of the Company’s representative below, you and the Company agree
that this Option is granted under and governed by the terms and conditions of the Plan and this Option
Agreement. Optionee has reviewed the Plan and this Option Agreement in their entirety, has had an
opportunity to obtain the advice of counsel prior to executing this Option Agreement and fully understands all
provisions of the Plan and Option Agreement. Optionee hereby agrees to accept as binding, conclusive and
final all decisions or 1nterpretat10ns of the Administrator upon any questions relating to the Plan and Optlon
Agreement. Optionee further agrees to notlfy the Company upon any change in the residence address
indicated below.

OPTIONEE: CELERITEK, INC.

By:
Signature

Title:
Print Name

Residence Address




CONSENT OF SPOUSE

The undersigned spouse of Optionee has read and hereby approves the terms and conditions of the Plan
and this Option Agreement. In consideration of the Company’s granting his or her spouse the right to purchase
Shares as set forth in the Plan and this Option Agreement, the undersigned hereby agrees to be irrevocably
bound by the terms and conditions of the Plan and this Option Agreement and further agrees that any
community property interest shall be similarly bound. The undersigned hereby appoints the undersigned’s
spouse as attorney-in-fact for the undersigned with respect to any amendment or exercise of rights under the
Plan or this Option Agreement.

Spouse of Optionee
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EXHIBIT A
EXERCISE NOTICE

Celeritek, Inc.
3236 Scott Boulevard
Santa Clara, CA 95054-3090

Attention: Secretary of the Company

1. Exercise of Option. Effective as of today, , 199 | the undersigned (“Purchaser”) hereby
elects to purchase shares (the “Shares™) of the Common Stock of Celeritek, Inc. (the “Company™)
under and pursuant to the Celeritek, Inc. 1994 Stock Option Plan (the “Plan’) and the Stock Option
Agreement dated , 19 (the “Option Agreement’). The purchase price for the Shares shall be
$ , as required by the Option Agreement.

2. Delivery of Payment. Purchaser herewith delivers to the Company the full purchase price for the
Shares.

3. Representations of Purchaser. Purchaser acknowledges that Purchaser has received, read and
understood the Plan and the Option Agreement and agrees to abide by and be bound by their terms and
conditions.

4. Rights as Shareholder. Until the issuance (as evidenced by the appropriate entry on the books of the
Company or of a duly authorized transfer agent of the Company) of the stock certificate evidencing such
Shares, no right to vote or receive dividends or any other rights as a shareholder shall exist with respect to the
Optioned Stock, notwithstanding the exercise of the Option. A share certificate for the number of Shares so
acquired shall be issued to the Optionee as soon as practicable after exercise of the Option. No adjustment will
be made for a dividend or other right for which the record date is prior to the date the stock certificate is
issued, except as provided in Section 12 of the Plan.

5. Tax Consultation. Purchaser understands that Purchaser may suffer adverse tax consequences as a
result of Purchaser’s purchase or disposition of the Shares. Purchaser represents that Purchaser has consulted
with any tax consultants Purchaser deems advisable in connection with the purchase or disposition of the
Shares and that Purchaser is not relying on the Company for any tax advice.

Entire Agreement; Governing Law. The Plan and Option Agreement are incorporated herein by
reference. This Agreement, the Plan and the Option Agreement constitute the entire agreement of the parties
and supersede in their entirety all prior undertakings and agreements of the Company and Purchaser with
respect to the subject matter hereof, and such agreement is governed by California law except for that body of
law pertaining to conflict of laws.



Submitted by:

PURCHASER:

Signature

Print Name

Address:

Accepted by:
CELERITEK, INC.

By:

Its:

Address:

3236 Scott Boulevard
Santa Clara, CA 95054-3090




ANNEX H

CELERITEK, INC.

OUTSIDE DIRECTORS’ STOCK OPTION PLAN
(as amended through , 2004)

1. Purposes of the Plan. The purposes of this Outside Directors’ Stock Option Plan are to attract and
retain the best available personnel for service as Outside Directors (as defined herein) of the Company, to
provide additional incentive to the Outside Directors of the Company to serve as Directors, and to encourage
their continued service on the Board.

All options granted hereunder shall be “non-statutory stock options.”

2. Definitions. As used herein, the following definitions shall apply:
(a) “Board” means the Board. of Directors of the Company. -
{b) “Code” means the Internal Revenue Code of 1986, as amended.
(¢) “Common Stock” means the Common Stock of the Company.
(d) “Company” means Celeritek, Inc., a California corporation.

(e) “Continuous Status as a Director” means the absence of any interruption or termination of
service as a Director.

(f) “Director” means a member of the Board.

(g) “Employee” means any person, including officers and Directors, employed by the Company or
any Parent or Subsidiary of the Company. The payment of a Director’s fee by the Company shall not be
sufficient in and of itself to constitute employment by the Company.

(h) “Exchange Act” means the Securities Exchange Act of 1934, as amended.
(1) “Fair Market Value” means, as of any date, the value of Common Stock determined as follows:

(i) If the Common Stock is listed on any established stock exchange or a national market
system, including without limitation the National Market System of the National Association of
Securities Dealers, Inc. Automated Quotation (“NASDAQ”) System, the Fair Market Value of a
Share of Common Stock shall be the closing sale price for such stock (or the mean of the closing bid
and asked prices, if no sales were reported), as quoted on such exchange (or the exchange with the
greatest volume of trading in Common Stock) or system on the date of such determination (or, in
the event such date is not a trading day, the trading day immediately prior to the date of such
determination), as reported in The Wall Street Journal or such other source as the Board deems
reliable; or

(ii) If the Common Stock is quoted on the NASDAQ system (but not on the National Market
System thereof) or is regularly quoted by a recognized securities dealer but selling prices are not
reported, the Fair Market Value of a Share of Common Stock shall be the mean of the closing bid
and asked prices for such stock on the date of such determination (or, in the event such date is not a
trading day, the trading day immediately prior to the date of such determination), as reported in The
Wall Street Journal or such other source as the Board deems reliable; or

(iii) In the absence of an established market for the Common Stock, the Fair Market Value
thereof shall be determined in good faith by the Board.

(i) “Option” means a stock option granted pursuant to the Plan.
(k) “Optioned Stock” means the Common Stock subject to an Option.

(1) “Optionee” means an Outside Director who receives an Option.
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'(in) “Outside Director” means a Director who is not an Employee.

(n) “Parent” means a “parent corporation”, whether now or hereafter existing, as defined in
Section 424(¢) of the Code.

(0) “Plan” means this Outside Directors’ Stock Option Plan.

, ':(p) “Share” means a share of the Common Stock, as adjusted in aécordanée with Section 10 of the
Plan.

“(q) " “Subsidiary” means a “subsidiary corporation”, whether now or hereafter existing, as defined in
Section 424(f) of the Internal Revenue Code of 1986.

3. Stock Subject to the Plan. Subject to the provisions of Section 10 of the Plan, the maximum
aggregate number of Shares which may be optioned and sold under the Plan is Two Hundred Twenty-five
Thousand (225,000) Shares (the “Pool”) of Common Stock. The Shares may be authorized but unissued, or
reacquired Common Stock.

If an Option should expire or become unexercisable for any reason without having been exercised in full,
the unpurchased Shares which were subject thereto shall, unless the Plan shall have been terminated, become
available for future grant under the Plan.

4. Administration of and Grants of Options under the Plan.

(a) Procedure for Grants. The provisions set forth in this Section 4(a) shall not be amended more than
once every six months, other than to comport with changes in the Code, the Employee Retirement Income
Security Act of 1974, as amended, or the rules thereunder. All grants of Options to Qutside Directors under
this Plan shall be automatic and non-discretionary and shall be made strictly in accordance with the following
provisions:

(i) No person shall have any discretion to select which Outside Directors. shall be granted Options
or to determine the number of Shares to be covered by Options granted to Outside Directors.

(i) Each Outside Director elected or appointed to the Board after the 2003 annual meeting of
shareholders shall be automatically granted an Option to purchase 10,000 Shares (the “First Option™) on
the date on which such person first becomes an Outside Director, whether through election by the
shareholders. of the Company, by ceasing to be an Employee Director, or by appointment by the Board to
fill a vacancy.

(iii) Each Outside Director shall be automatically granted an Option to purchase 10,000 Shares (a
“Subsequent Option”") on the date of each Company annual shareholder meeting commencing in 2003
provided he or she is then an Qutside Director, provided that commencing with the Company’s annual
shareholder meeting in 2004, (x) he or she is then an Outside Director and (y) as of such date meeting
date, he or she shall have served on the Board for at least the preceding six (6) months.

(iv) Notwithstanding the provisions of subsections (ii) and (iii) hereof, any exercise of an Option
made before the Company has obtained shareholder approval of the Plan in accordance with Section 16
‘hereof shall be conditioned upon obtaining such shareholder approval of the Plan in accordance with
Section 16 hereof.

(v) The terms of a First Option and a Subsequent Option granted hereunder shall be as follows:
(A) the term of the Options shall be ten (10) years.

(B) the Options shall be exercisable only while the Outside Director remains a Director of the
Company, except as set forth in Section 8 hereof.

(C) the exercise price per Share shall be 100% of the Fair Market Value per Share on the date
of grant of the Option.
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(D) subject to Section 10 hereof, the Option shall become exercisable as to 100% of the Shares
subject to the Option one year following the date of grant, subject to the Optionee’s continued tenure
as a Director on such date.

(vi) In the event that any Option granted under the Plan would cause the number of Shares subject
to outstanding Options plus the number of Shares previously purchased under Options to exceed the
Pool, then the remaining Shares available for Option grant shall be granted under Options to the Outside
Directors on a pro rata basis. No further grants shall be made until such time, if any, as additional Shares
become available for grant under the Plan through action of the shareholders to increase the number of
Shares which may be issued under the Plan or through cancellation or expiration of Options previously
granted hereunder.

5. Eligibility. Options may be granted only to Outside Directors. All Options shall be automatically
granted in accordance with the terms set forth in Section 4 hereof. An Outside Director who has been granted
an Option may, if he is otherwise eligible, be granted an additional Option or Options in accordance with such
provisions.

. The Plan shall not confer upon any Optionee any right with respect to continuation of service as a
Director or nomination to serve as a Director, nor shall it interfere in any way with any rights which the
Director or the Company may have to terminate his or her directorship at any time.

6. Term of Plan. The Plan shall become effective upon the earlier to occur of its adoption by the Board
or its approval by the sharcholders of the Company as described in Section 16 of the Plan. It shall continue in
effect until June 30, 2013 unless sooner terminated under Section 11 of the Plan.

7. Form of Consideration. The consideration to be paid for the Shares to be issued upon exercise of an
Option, including the method of payment, shall consist of (i) cash, (ii) check, (1ii) other shares which (x) in
the case of Shares acquired upon exercise of an Option, have been owned by the Optionee for more than six
(6) months on the date of surrender, and (y) have a Fair Market Value on the date of surrender equal to the
aggregate exercise price of the Shares as to which said Option shall be exercised, (iv) delivery of a properly
executed exercise notice together with such other documentation as the Company and the broker, if
applicable, shall require to effect an exercise of the Option and delivery to the Company of the sale or loan
proceeds required to pay the exercise price, or (v) any combination of the foregoing methods of payment.

8. Exercise of Option.

(a) Procedure for Exercise; Rights as a Shareholder. Any Option granted hereunder shall be exercisa-
ble at such times as are set forth in Section 4 hereof; provided, however, that no Options shall be exercisable
until shareholder approval of the Plan in accordance with Section 16 hereof has been obtained.

An Option may not be exercised for a fraction of a Share.

An Option shall be deemed to be exercised when written notice of such exercise has been given to the
Company in accordance with the terms of the Option by the person entitled to exercise the Option and full
payment for the Shares with respect to which the Option is exercised has been received by the Company. Full
payment may consist of any consideration and method of payment allowable under Section 7 of the Plan. Until
the issuance (as evidenced by the appropriate entry on the books of the Company or of a duly authorized
transfer agent of the Company) of the stock certificate evidencing such Shares, no right to vote or receive
dividends or any other rights as a shareholder shall exist with respect to the Optioned Stock, notwithstanding
the exercise of the Option. A share certificate for the number of Shares so acquired shall be issued to the
Optionee as soon as practicable after exercise of the Option. No adjustment will be made for a dividend or
other right for which the record date is prior to the date the stock certificate is issued, except as provided in
Section 10 of the Plan.

Exercise of an Option in any manner shall result in a decrease in the number of Shares which thereafter
may be available, both for purposes of the Plan and for sale under the Option, by the number of Shares as to
which the Option is exercised.
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(b) Rule 16b-3. Options granted to Qutside Directors must comply with the applicable provisions of
Rule 16b-3 promulgated under the Exchange Act or any successor thereto and shall contain such additional
conditions or restrictions as may be required thereunder to qualify for the maximum exemption from
Section 16 of the Exchange Act with respect to Plan transactions.

(¢) Termination of Continuous Status as a Director. Subject to Section 10 hereof, in the event an
Optionee’s Continuous Status as a Director terminates (other than upon the Optionee’s death or total and
permanent disability (as defined in Section 22(e)(3) of the Code)), the Optionee may exercise his or her
Option, but only within twelve (12) months from the date of such termination, and only to the extent that the
Optionee was entitled to exercise it at the date of such termination (but in no event later than the expiration of
its ten (10) year term). To the extent that the Optionee was not entitled to exercise an Option at the date of
such termination, and to the extent that the Optionee does not exercise such Option (to the extent otherwise
so entitled) within the time specified herein, the Option shall terminate.

(d) Disability of Optionee. 1In the event Optionee’s Continuous Status as a Director terminates as a
result of total and permanent disability (as defined in Section 22(e)(3) of the Code), the Optionee may
exercise his or her Option, but only within twelve (12) months from the date of such termination, and only to
the extent that the Optionee was entitled to exercise it at the date of such termination (but in no event later
than the expiration of its ten (10) year term). To the extent that the Optionee was not entitled to exercise an
Option at the date of termination, or if he or she does not exercise such Option (to the extent otherwise so
entitled) within the time specified herein, the Option shall terminate.

(e) Death of Optionee. In the event of an Optionee’s death, the Optionee’s estate or a person who
acquired the right to exercise the Option by bequest or inheritance may exercise the Option, but only within
twelve (12) months following the date of death, and only to the extent that the Optionee was entitled to
exercise it at the date of death (but in no event later than the expiration of its ten (10) year term). To the
extent that the Optionee was not entitled to exercise an Option at the date of death, and to the extent that the
Optionee’s estate or a person who acquired the right to exercise such Option does not exercise such Option (to
the extent otherwise so entitled) within the time specified herein, the Option shall terminate.

9. Non-Transferability of Options. The Option may not be sold, pledged, assigned, hypothecated,
transferred, or disposed of in any manner other than by will or by the laws of descent or distribution and may
be exercised, during the lifetime of the Optionee, only by the Optionee.

10. Adjustments Upon Changes in Capitalization, Dissolution, Merger, Asset Sale or Change of Control.

(a) Changes in Capitalization. In the event of any dividend or other distribution (whether in the form
of cash, Shares, other securities, or other property), recapitalization, stock split, reverse stock split,
reorganization, merger, consolidation, split-up, spin-off, combination, repurchase or exchange of Shares or
other securities of the Company, or any other change in the corporate structure of the Company affecting the
Common Stock, the number of shares of Common Stock and/or as the price per share of Common Stock
covered by each outstanding Option, the numerical Share limits in Section 4 of the Plan, and the number of
shares of Common Stock which have been authorized for issuance under the Plan but as to which no Options
have yet been granted or which have been returned to the Plan upon cancellation or expiration of an Option,
shall be proportionately adjusted in order to prevent dimunition or enlargement of the benefits or potential
benefits intended to be made available under the Plan. Subject to any required action by the shareholders of
the Company, such adjustment shall be made by the Board, whose determination in that respect shall be final,
binding and conclusive. Except as expressly provided herein, no issuance by the Company of shares of stock of
any class or issuance of securities convertible into shares of stock of any class, and no conversion of any
convertible securities of the Company, shall affect, and no adjustment by reason thereof shall be made with
respect to, the number or price of shares of Common Stock subject to an Option, or the number and class of
shares of Common Stock that may be delivered under the Plan.

(b) Dissolution or Liquidation. In the event of the proposed dissolution or liquidation of the Company,
to the extent that an Option has not been previously exercised, it will terminate immediately prior to the
consummation of such proposed action.
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(c) Merger or Asset Sale. 1In the event of a merger of the Company with or into another corporation, or
the sale of substantially all of the assets of the Company, each outstanding Option shall become fully vested
and exercisable, including as to Shares as to which it would not otherwise be exercisable. If an Option
becomes fully vested and exercisable in the event of a merger or sale of assets, the Board shall notify the
Optionee that the Option shall be fully exercisable for a period of fifteen (15) days from the date of such
notice, and the Option will terminate upon the expiration of such period.

11. Amendment and Termination of the Plan.

(a) Amendment and Termination. Except as set forth in Section 4, the Board may at any time amend,
alter, suspend, or discontinue the Plan, but no amendment, alteration, suspension, or discontinuation shall be
made which would impair the rights of any Optionee under any grant theretofore made, without his or her
consent. In addition, to the extent necessary and desirable to comply with Rule 16b-3 under the Exchange Act
(or any other applicable law or regulation), the Company shall obtain shareholder approval of any Plan
amendment in such a manner and to such a degree as required.

(b) Effect of Amendment or Termination. Any such amendment or termination of the Plan shall not
affect Options already granted and such Options shall remain in full force and effect as if this Plan had not
been amended or terminated.

12. Time of Granting Options. The date of grant of an Option shall, for all purposes, be the date
determined in accordance with Section 4 hereof, Notice of the determination shall be given to each Outside
Director to whom an Option is so granted within a reasonable time after the date of such grant.

13. Conditions Upon Issuance of Shares. Shares shall not be issued pursuant to the exercise-of an
Option unless the exercise of such Option and the issuance and delivery of such Shares pursuant thereto shall
comply with all relevant provisions of law, including, without limitation, the Securities Act of 1933, as
amended, the Exchange Act, the rules and regulations promulgated there under, state securities laws, and the
requirements of any stock exchange upon which the Shares may then be listed, and shall be further subject to
the approval of counsel for the Company with respect to such compliance.

As a condition to the exercise of an Option, the Company may require the person exercising such Option
to represent and warrant at the time of any such exercise that the Shares are being purchased only for
investment and without any present intention to sell or distribute such Shares, if, in the opinion of counsel for
the Company, such a representation is required by any of the aforementioned relevant provisions of law,

Inability of the Company to obtain authority from any regulatory body having jurisdiction, which
authority is deemed by the Company’s counsel to be necessary to the lawful issuance and sale of any Shares
hereunder, shall relieve the Company of any liability in respect of the failure to issue or sell such Shares as to
which such requisite authority shall not have been obtained.

14. Reservation of Shares. The Company, during the term of this Plan, will at all times reserve and
keep available such number of Shares as shall be sufficient to satisfy the requirements of the Plan.

15. Option Agreement. Options shall be evidenced by written option agreements in such form as the
Board shall approve.

16. Shareholder Approval. Continuance of the Plan shall be subject to approval by the shareholders of
the Company at or prior to the first annual meeting of shareholders held subsequent to the granting of an
Option hereunder. Such shareholder approval shall be obtained in the degree and manner required under
applicable state and federal law.
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CELERITEK, INC.
DIRECTOR OPTION AGREEMENT

Celeritek, Inc., a California corporation (the “Company”), has granted to (the “Optionee™),
an option to purchase a total of ten thousand (10,000) shares of the Company’s Common Stock (the
“Optioned Stock”™), at the price determined as provided herein, and in all respects subject to the terms,
definitions and provisions of the Company’s Outside Directors’ Stock Option Plan (the “Plan”) adopted by
the Company which is incorporated herein by reference. The terms defined in the Plan shall have the same
defined meanings herein.

. Nature of the Option. This Option is a nonstatutory option and is not intended to qualify for any
special tax benefits to the Optionee.

2. Exercise Price. The exercise price is $ for each share of Common Stock.

3. Exercise of Option. This Option shall be exercisable during its term in accordance with the
provisions of Section § of the Plan as follows:

i. Right to Exercise.

(a) This Option shall become exercisable with respect to one hundred percent (100%) of the
Optioned Stock on the first anniversary of the date of grant, subject to Optionee’s continued tenure as a
Director on such date; provided, however, that in no event shall any Option be exercisable prior to the
date the shareholders of the Company approve the Plan.

(b) This Option may not be exercised for a fraction of a share.

(¢) In the event of Optionee’s death, disability or other termination of service as a Director, the
exercisability of the Option is governed by Section 8 of the Plan.

ii. Method of Exercise. This Option shall be exercisable by written notice which shall state the
election to exercise the Option and the number of Shares in respect of which the Option is being
exercised. Such written notice, in the form attached hereto as Exhibit A, shall be signed by the Optionee
and shall be delivered in person or by certified mail to the Secretary of the Company. The written notice
shall be accompanied by payment of the exercise price.

4. Method of Payment. Payment of the exercise price shall be by any of the following, or a combination
thereof, at the election of the Optionee:

(i) cash;
(i) check; or

(iii) surrender of other shares which (x) in the case of Shares acquired upon exercise of an Option,
have been owned by the Optionee for more than six (6) months on the date of surrender, and (y) have a
Fair Market Value on the date of surrender equal to the aggregate exercise price of the Shares as to which
said Option shall be exercised; or

(iv) delivery of a properly executed exercise notice together with such other documentation as the
Company and the broker, if applicable, shall require to effect an exercise of the Option and delivery to the
Company of the sale or loan proceeds required to pay the exercise price.

S. Restrictions on Exercise. This Option may not be exercised if the issuance of such Shares upon such
exercise or the method of payment of consideration for such shares would constitute a violation of any
applicable federal or state securities or other law or regulations, or if such issuance would not comply with the
requirements of any stack exchange upon which the Shares may then be listed. As a condition to the exercise
of this Option, the Company may require Optionee to make any representation and warranty to the Company
as may be required by any applicable law or regulation.
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6. Non-Transferability of Option. This Option may not be transferred in any manner otherwise than by
will or by the laws of descent or distribution and may be exercised during the lifetime of Optionee only by the
Optionee. The terms of this Option shall be binding upon the executors, administrators, heirs, successors and
assigns of the Optionee.

7. Term of Option. This Option may not be exercised more than ten (10) years from the date of grant
of this Option, and may be exercised during such period only in accordance with the Plan and the terms of this
Option.

8. Taxation Upon Exercise of Option. Optionee understands that, upon exercise of this Option, he will
recognize income for tax purposes in an amount equal to the excess of the then Fair Market Value of the
Shares purchased over the exercise price paid for such Shares. Upon a resale of such Shares by the Optionee,
any difference between the sale price and the Fair Market Value of the Shares on the date of exercise of the
Option, to the extent not included in income as described above, will be treated as capital gain or loss.

DATE OF GRANT:

CELERITEK, INC.,
a California corporation

By:

Optionee acknowledges receipt of a copy of the Plan, a copy of which is attached hereto, and represents
that he is familiar with the terms and provisions thereof, and hereby accepts this Option subject to all of the
terms and provisions thereof. Optionee hereby agrees to accept as binding, conclusive and final all decisions or
interpretations of the Board upon any questions arising under the Plan.

Dated:

Optionee




EXHIBIT A

DIRECTOR STOCK OPTION EXERCISE NOTICE

Celeritek, Inc.
3236 Scott Boulevard
Santa Clara, California 95054-3090

Attention: Corporate Secretary

1. Exercise of Option. The undersigned (“Optionee”) hereby elects to exercise Optionee’s option to
purchase shares of the Common Stock (the “Shares’) of Celeritek, Inc. (the “Company’) under
and pursuant to the Company’s Outside Directors’ Stock Option Plan and the Director Stock Option
Agreement dated (the “Agreement”).

2. Representations of Optionee. Optionee acknowledges that Optionee has received, read and under-
stood the Agreement.

3. Federal Restrictions on Transfer. Optionee understands that the Shares must be held indefinitely
unless they are registered under the Securities Act of 1933, as amended (the “1933 Act”) or unless an
exemption from such registration is available and that the certificate(s) representing the Shares may bear a
legend to that effect. Optionee understands that the Company is under no obligation to register the Shares and
that an exemption may not be available or may not permit Optionee to transfer Shares in the amounts or at the
times proposed by Optionee.

4. Tax Consequences. Optionee understands that Optionee may suffer adverse tax consequences as a
result of Optionee’s purchase or disposition of the Shares. Optionee represents that Optionee has consulted
with any tax consultant(s) Optionee deems advisable in connection with the purchase or disposition of the
Shares and that Optionee is not relying on the Company for any tax advice.

5. Delivery of Payment. Optionee herewith delivers to the Company the aggregate purchase price for
the Shares that Optionee has elected to purchase and has made provision for the payment of any federal or
state withholding taxes required to be paid or withheld by the Company.

6. Entire Agreement. The Agreement is incorporated herein by reference. This Agreement and the
Agreement constitute the entire agreement of the parties and supersede in their entirety all prior undertakings
and agreements of the Company and Optionee with respect to the subject matter hereof. This Agreement and
the Agreement are governed by California law except for that body of law pertaining to conflict of laws.



CELERITEK, INC.

Address:

Dated:

OPTIONEE

By:

(Print name)

Title:

Dated:




Annual Report to Shareholders

10-K

10-K/A



(This page intentionally left blank)




SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended March 31, 2004

or

O  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission file number: 0-23576

Celeritek, Inc.

(Exact name of registrant as specified in its charter)

California 77-0057484
(State or other jurisdiction of (IR.S. Employer
incorporation or organization) Identification No.)

3236 Scott Boulevard, Santa Clara, California 95054

(Address of principal executive offices, including zip code)
Registrant’s telephone number including area code: (408) 986-5060

Securities registered pursuant to Section 12(b) of the Act:
NONE

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, no par value

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes No 0.

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

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange
Act). Yes O No

The aggregate market value of the outstanding common equity held by non-affiliates of the registrant as of
September 30, 2003 (the last business day of the registrant’s most recently completed second fiscal quarter) was
approximately $56,338,000. Shares of the registrant’s common stock held by each executive officer and director and
by each person who owns more than 5% of the registrant’s outstanding common stock have been excluded in that
such persons may be deemed to be affiliates. This determination of affiliate status is not necessarily a conclusive
determination for other purposes.

On May 23, 2004, approximately 12,855,962 shares of the registrant’s Common Stock were outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive Proxy Statement to be filed pursuant to Regulation 14A promulgated by the
Securities and Exchange Commission under the Securities Exchange Act of 1934, which is anticipated to be filed
within 120 days after the end of the registrant’s fiscal year ended March 31, 2004, are incorporated by reference in
Part III of this Form 10-K.




(This page intentionally left blank)




PART 1

The “Business” section and the section entitled “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” contained in this Annual Report on Form 10-K contain forward-looking
statements within the meaning of the Private-Securities Litigation Reform Act of 1995. These forward-looking
statements include, without limitation, statements regarding our expectations about: our ability to return to
profitability with the re-focusing of our resources and reduction of expenses following our exit from the
wireless power ampliﬁer market, our technical advantage in product development based on our extensive
experience and expertise; our ability to design products to address our customers’ needs, our ability to address
emerging trends in wireless communication markets; our ability to expand our customer base, the implementa-
tion of 3G technologies; our strategy of vertical integration of design and manufacturing processes, the market
opportunity for our new HBV technology, a significant potion of our revenues coming from international sales,
Sfuture semiconductor revenues, and the recovery of the wireless infrastructure market. These, and other
Sforward-looking statements, are subject to business and economic risks and uncertainties that could cause our
actual results of operations to differ materially from those contained in the forward-looking statements. Please
see the section of this Annual Report entitled “Risk Factors” for a description of the risks and uncertainties
that could cause our actual results to differ materially from those contained in the forward-looking statements.
Unless required by law, we undertake no obligation to update publicly any forward-looking statements,
whether as a result of new information, future events, or otherwise.

Item 1. Business
Overview

Formed as a California corporation in 1984, we design and manufacture gallium arsenide, or GaAs,
semiconductor components and GaAs based subsystems used in the transmission of voice, video and data over
wireless communication networks and systems. Our semiconductor products are designed to facilitate
broadband voice and data transmission in satellite handsets, wireless communications network infrastructure,
and defense applications. The focus of our GaAs semiconductor components has been mainly on power
amplifier modules for wireless handsets, which employ code division multiple access, or CDMA, wireless
technology. Our GaAs-based subsystems are used in a variety of defense applications such as tactical aircraft,
ground based and ship board radar systems, electronic countermeasures and satellite communications systems.

In late September 2003, we exited the wireless handset power amplifier market. This decision was the
result of severe pricing pressure and other adverse market conditions in the wireless handset industry that we
believe would have’prevented our handset related business from achieving acceptable gross margins. We
believe our exit from the wireless handset power amplifier market will allow us to focus our resources on
market areas where our core competencies will provide us the greatest opportunity of success in our goal of
returning to profitability. As a result of this action, we face increased reliance on the sales of our
semiconductor products for the wireless infrastructure, satellite and defense markets, which may have lower
growth potential than the wireless handset market.

In October 2003, we sold all the intangible and certain tangible assets related to the wireless handset
power amplifier market for $1.0 million to Anadigics, Inc. We also terminated 42 employees in early October
2003. In December 2003, we consolidated our Santa Clara operations into one building and closed our Korean
office. As a result of these activities, we incurred special charges of approximately $1.9 million in the third
quarter of fiscal 2004 related to employee termination expenses, a building lease impairment charge and
facilities consolidation costs, offset by $0.2 million in proceeds from the sale of equipment impaired in fiscal
2002.

Industry Background
Growth in the Wireless Communications Industry

The wireless communications industry has grown rapidly over the last decade as the result of
technological advances, changes in telecommunications regulations and the allocation of radio spectrum.
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Wireless communications are used by consumers for mobile voice and data. Wireless communication is also
an important element of modern networks as service providers are using wireless technology as an effective
and less costly means of transmitting voice and data over portions of their networks.

The wireless communications market is constantly changing, with the advent of new applications such as
digital wireless phones, personal communications systems (PCS), handheld navigation products based on the
global positioning satellite (GPS) standard, satellite communications and wireless local area networks
(WLAN).

The proliferation of some of these new applications has led to increased communication traffic causing a
congestion of the existing assigned frequency bands. Consequently, wireless communications are moving to
higher, less congested frequency bands. The advantages of wireless communications systems, as well as the
increasing demand for wireless communications at higher frequency, continue to drive worldwide growth in
existing systems and continue to drive the emergence of new markets and applications.

The next generation of wireless technology, known as third generation technology or 3G; is expected to be
based on CDMA technology. 3G technologies are being designed to provide increased capacity, high
bandwidth for multimedia applications and global roaming capabilities. The increased capacity and data
speeds of 3G networks are expected to permit wireless transmission of integrated voice, video and data traffic.
With speeds up to 2 megabits per second, which is 30 times faster then a typical 56 kilobits per second
modem, applications such as broadband wireless access to the Internet and mobile video conferencing are
expected to become reality. We believe service providers should be able to implement this technology with
new infrastructure or as an equipment overlay to existing networks. Service providers are expected to begin to
upgrade their networks to 3G levels over the next few years, and regulatory agencies in some countries have
allocated additional frequency bands for 3G services. To date, however, the market transition to 2.5G and
3G technology has not proceeded as rapidly as the industry expected.

Wireless Infrastructure Network Buildout

In recent years service providers have been upgrading their existing networks or developing new networks
to take advantage of new wireless technologies as they emerge. Service providers must choose between
constructing their networks using traditional wireline infrastructure, wireless infrastructure or a combination of
both. Traditional wireline connectivity solutions typically require significant installation periods and may be
relatively expensive to install. Many service providers are installing wireless netwotks because they are
generally faster to install and may be less expensive than traditional wireline networks. As a result, many
service providers are deploying wireless networks as an alternative to the construction of traditional wireline
networks. Notwithstanding the relatively lower cost of wireless networks, there is still a significant period of
investment in network installation before subscriber revenues reach a substantial level. Many service providers
have continued to defer capital expenditures in 2003, upgrading rather than replacing equipment, because of
the continued depressed state of the telecommunications industry.

A new standard, World Interoperability for Microwave Access, or WiMAX, is poised to be a significant
player in metropolitan area networking and as a wireless alternative for cable, DSL and T1, the last mile
broadband access technologies, as well as providing backhaul for wireless fidelity, or WiFi hotspots. Like many
other technologies in their early stages, broadband wireless has stalled due to the lack of a universal standard.
WiMAX will meet that need. WIMAX is designed to achieve standards conformance, interoperability, quality
of service assurances, independent testability, and compliance, which in turn will ensure open interoperability
and technological efficiency. It is optimized for fixed applications and, over the longer term, mobile, in the
wide area network. WiMAX creates a competitive broadband wireless access market by specifying minimum
air-interface performance between and among vendors’ products and certifying products that meet the
performance benchmarks. The original 802.16 standard for 10 to 66 gigahertz, or GHz operation was ratified
in January 2001, and the 802.16a amendment to the standard to support lower frequency operation in the 2 to
11 GHz range was approved in January 2003 by the IEEE.
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Satellite Communications

In the past several years a number of communications companies have developed satellite-based
commercial communication systems that provide voice and data services across large geographic areas. While
services such as Inmarsat have provided global communications for many years, the required equipment has
traditionally been bulky and very expensive, limiting their applications to high-priority use. A new breed of
satellite systems promise to bring satellite receiver equipment, services and costs into the same realm as
ground-based service.

Satellite based systems such as Iridium also bring a new dimension to aviation, military, maritime,
disaster relief, homeland security, construction, mining and other diverse industries. Through a network of
66 Low Earth Orbiting satellites operated by Boeing, Iridium delivers essential communications services to
and from remote areas where terrestrial communications are not available.

Another example of satellite service is very small aperture terminal, or VSAT, solutions that provide
customers with DSL comparable transmission speeds. For homeowners and small-to-medium enterprises,
VSAT provides fast, always-on uplinks and downloads. For large enterprises and government, VSAT provides
a high-speed end-to-end broadband satellite platform, supports the distribution of files to multiple sites
simultaneously and handles two-way credit and debit card transactions. VSAT can also support two-way
distance learning, telemedicine, virtual private networks, and various other business applications.

For the military, only satellite services allow its forces to send and receive voice, paging, data and tracking
information regardless of location or movement.

GaAs Semiconductor Components Increasingly Address the Requirements of Broadband Wireless Systems

Manufacturers of telecommunications systems arc increasingly looking to GaAs solutions because of
their requirements for efficient power consumption and faster integrated circuits for high bandwidth, high
performance communications products. GaAs has inherent physical properties that allow electrons to move
several times faster than does silicon. This translates into improved linear efficiency and higher frequency
performance. The linearity, or ability to amplify a signal with minimal distortion, and efficiency, a measure of
the strength of an amplified signal relative to the amount of power consumed, are criteria that become more
challenging to establish in broadband wireless applications.

Defense Electronics Market

Military forces worldwide are dependent on sophisticated electronic equipment. Military aircraft and
naval vessels generally contain extensive electronic countermeasure equipment for defense against enemy
missile and radar systems. These systems typically provide protection for the aircraft or the ship from
incoming enemy missiles by jamming the missile tracking systems through various RF and microwave signal
processing techniques. Major missile systems such as the Air-to-Air Missile (AMRAAM), Patriot
Ground-to-Air Missile and Theater High Altitude Area Defense (THAAD) also require sophisticated signal
processing equipment for targeting and guidance purposes. Amplifiers are key transceiver components that
determine many of the basic performance characteristics of a signal processing system. Low noise amplifiers
are used to receive low-level signals and increase their level to a usable range. Power amplifiers are used to
increase signal level to the required transmission power range. For missile guidance and radar applications,
broadband and low phase noise amplifiers capable of receiving a range of frequencies are necessary given that
the incoming frequencies are not known in advance.

The Celeritek Solution

We design and manufacture GaAs semiconductor components and GaAs-based subsystems used in the
transmission of voice, video and data over wireless communication- networks and defense communications
systems. Our products are designed to facilitate broadband voice and data transmission in satellite and wireless
communications networks and defense applications. We believe our core competencies, as outlined below,
enable us to successfully address the existing and emerging opportunities in our target market.
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Extensive Expertise in GaAs Technologies

We believe our 19 years of experience with GaAs technology enables us to manufacture high
performance GaAs semiconductor components and GaAs-based subsystems. Our expertise allows us to
deliver high quality products to our customers by incorporating the latest GaAs tecl:mology with advanced
manufacturing techniques. In particular, we are able to manufacture GaAs semiconductor components that
meet the more challenging CDMA linearity requirements. This ability stems from our proficiency with
different GaAs semiconductor processes, such as metal semiconductor field effect transistor, or MESFET,
pseudo-morphic high electron mobility transistor, or pHEMT, and the indium gallium phosphide method of
heterojunction bipolar transistor, or InGaP HBT.

Millimeter Wave Frequency Expertise

Many of our subsystem products operate in millimeter wave frequency ranges as high as 40 GHz. Higher
frequencies offer more data transmission capacity. Wireless solutions at these frequencies require individual
building blocks with demanding tolerances and specifications, which can be difficult to produce in volume. We
believe our circuit design expertise, internally produced GaAs semiconductor comporents, extensive experi-
ence and understanding in how to better integrate functionality at these frequencies provides us with a
technical advantage. We believe that our expertise results in simpler, more robust, and higher performance
solutions for our subsystem customers.

Linear Efficiency Expertise

We have developed technology competencies in multiple disciplines, including pHEMT and InGaP HBT
GaAs technologies, which enable us to achieve high linear efficiency in our GaAs semiconductor components
and GaAs-based subsystems. These competencies and disciplines include RF integrated circuit technology,
solid state device physics, thermal mechanical packaging design, advance circuit design, linearity enhance-
ment techniques, advanced signal processing techniques, and computer aided design and modeling. We
believe the linear efficiency of GaAs allows our subsystem products to be packaged in smaller enclosures due
to a reduced need for heat removal. We also believe our new high voltage InGaP HBT technology offers a
viable alternative to laterally diffused metal oxide semiconductors, or LDMOS, in the infrastructure power
amplifier market.

Vertically Integrated Manufacturing

The vertical integration of our design and production process improves our ability to address wireless
equipment providers’ quantity and time to market requirements for GaAs semiconductor components and
GaAs-based subsystems. We believe our in-house ability to design and manufacture our products in a modular
fashion is critical to introduce new products meeting the evolving needs of our customers in a rapid and cost
effective manner. We also design our products to be manufactured in high volumes in' modular manufacturing
lines, which we believe improves our ability to secure volume orders from our customers. In addition, common
architectures are used for multiple applications resulting in faster development times and manufacturing
efficiencies associated with common material content. We have developed relationships with third party
manufacturers throughout our supply chain, in order to improve our ability to increase volume production to
meet customers’ needs and optimize the utilization of our in-house capacity.

Design Expertise

Our expertise in RF and microwave design allows us to effectively select and intégrate appropriate circuit
blocks to achieve high-level functionality with cost-effective performance for our customers. This is typically a
very difficult problem as bandwidth, or data rate, requirements of these systems increase. We believe our
technical advantage stems from selecting appropriate high-level functionality with low parts count and
complexity. This advantage translates into reliable, simple and more manufacturable products. In addition to
the vertical integration benefits that come from our in-house GaAs fabrication, we also produce our own
circuits and components for subsystem applications. These capabilities support higher levels of integration for

4




our products. For example, our design expertise enabled us to develop our semiconductor InGaP HBT power
modules for mobile satellite handsets. This represents a major step forward in our first product offering using
our new high voltage InGaP HBT process technology. Mobile satellite handsets required much higher power
levels than cellular handsets and as a result of our development efforts, we are able to supply products to these
demanding specifications.

Strategy

Our objective is to become the leading provider of GaAs semiconductor components and GaAs-based
subsystems for the wireless communications and defense markets. We target leading OEMs in growing voice
and data driven markets and align our technologies and products to address their needs. The following are the
key elements of our strategy:

Leverage Our Expertise in Linear Efficient GaAs Technology and Integration

We intend to continue to use our expertise in GaAs and integration to address emerging trends in wireless
communication markets. Also, to better align our business with changing market conditions and to increase
our addressable market, we have focused our semiconductor product design efforts on standard products for
the satellite, defense and wireless infrastructure markets. We believe this combination of efforts is necessary
for us to increase our market share, increase our revenue levels and return to profitability. Our GaAs-based
subsystem products, such as our amplifiers for defense products, integrate circuits produced in-house and
GaAs semiconductor components to address customer demand for compact subsystems.

Capitalize on Vertical Integration in Design and Manufacturing of Integrated Components

We are currently pursuing a strategy of vertical integration of our design and manufacturing processes,
from design and development of the semiconductor integrated circuit through assembly and automated
testing. We believe our expertise in the design and manufacturing of integrated components benefits us in the
wireless subsystems market because GaAs semiconductor components are a critical part of these GaAs-based
subsystems. We also believe our control over each of these steps contributes to improved linear efficiency,
shortens our time to market, reduces unit costs and increases our control over quality and reliability.

Expand Relationships with Leading Worldwide Manufacturers of Satellites, Wireless Local Area
Network and Network Infrastructure Equipment

Our strategy is to form lasting customer relationships by working closely with our customers early in the
development process. By working with our customers throughout the entire development process, we believe
we are able to provide final solutions tailored to their cost and performance goals. We believe that our
customer relationships also allow us to develop insight into their requirements and to design specific products
that meet their needs by rapidly delivering product designs and volume production. In addition, we do not
generally compete with our customers and we believe, as a result, they are more willing to openly discuss with
us their proprietary technologies and development plans.

Build on Expertise in Broadband Microwave Amplifiers to Develop Multifunction Assemblies for the
Defense Market

We target defense electronics programs such as missile guidance, radar and satellite systems in which
microwave signal processing expertise is a key performance factor. Our strategy is to build on our expertise in
broadband microwave amplifiers to develop multifunction assemblies to increase our available market.




Products

GaAs Semiconductor Components

We offer our GaAs semiconductor components to customers for use in the satellite, defense and wireless
communications markets, and integrate them into our own GaAs-based subsystems.

Market

Semiconductor Components

Applications

Product Benefits

Satellite Handsets

+ Low noise amplifiers

Transmit and receive
portion of handsets for
voice and data

Lengthens talk time
Increase data capacity
Decreases size of handset
Decreases battery voltage

Wireless Infrastructure

+ Power amplifier
RFICs

« Power transistors

» Low noise transistors

Transmitter and receiver
portions of cellular,

GSM, and PCS wireless
infrastructure equipment

Increases range
Increases data capacity
Reduces size of base stations

Fixed Wireless and
WLAN 802.11
a/b/g(l)

» Power amplifier
RFICs

+ Power transistors

+ Low noise transistors

¢ Driver RFICs

» Transmit/receive
switches

s Diversity switches

Transmitter portion of
1.9 GHz, 2.4 GHz,
3.5 GHz and 5.8 GHz
fixed wireless base
stations and subscriber
terminals

Increases data capacity
Lengthens battery back up
Reduces size of base stations

Test and Measurement

+ Frequency

Broadband frequency

Increase frequency range and

millimeter wave
MMICs

ground-based satellite

Equipment Multiplexers sources and RF performance
» Switch filters analyzers
Satellite + Microwave and Transmitter portion of . Increases reliability

Increases integration

Fiber Optic(1)

s Driver amplifier
MMICs

0C-192, 40 GHz fiber
optic external modulator
applications

Increases data capacity
Reduces data errors

CATV(1)

¢ High gain, high
dynamic range
amplifiers

CATYV distribution cable
modem and laser diode
drivers

Lowers distortion
Reduces installation costs

(1) Products that are not currently generating material revenue.

Revenue from semiconductor components was $10.2 million in fiscal 2004, $29.3 million in fiscal 2003
and $30.4 million in fiscal 2002. $23.0 million of our revenue from semiconductor products in fiscal 2003 was
derived from products we supplied to the wireless handset market. In fiscal 2004, the majority of our
semiconductor revenue came from wireless infrastructure, defense and satellite applications. Although the
wireless infrastructure market is not currently as robust as it has been historically, we have seen some level of
recovery in this market. We believe the other markets in the table provide opportunities for us to expand our
customer base as we are developing new products.




GaAs-based Subsystems

Our GaAs-based subsystems address a variety of demands from the defense electronics market.

Market Subsystem Product Applications Product Benefits
Defense + Amplifier Electronic ¢ Increases integration

» Low noise countermeasures, warning | * Lower costs

» Low phase noise systems and radar decoys + Ease of use

* Power

+ Limiting

+ Switches

« Down converters

L]

Up converters

Phase locked oscillators

» Variable attenuators

* Phase compensators

« Equalizer

Filters

Power and control functions
Multi-function modules
Power dividers

Couplers

Revenue from GaAs-based subsystems was $19.7 million in fiscal 2004, $20.1 million in fiscal 2003 and
$26.7 million in fiscal 2002.

Customers

We sell our GaAs semiconductor components and GaAs-based subsystems primarily to defense and
commercial OEMs, who integrate these products into wireless satellite handsets, wireless infrastructure
networks and defense systems.

A relatively limited number of customers have historically accounted for a substantial portion of our
sales. During the fiscal year ended March 31, 2004, Raytheon accounted for approximately 16% of net sales
and BAE Systems accounted for approximately 10% of net sales. During the fiscal year ended March 31, 2003,
Motorola accounted for approximately 41% of net sales. During the fiscal year ended March 31, 2002,
Motorola accounted for approximately 43% of net sales. Sales to our top ten customers accounted for
approximately 62% of our net sales in fiscal 2004, 75% of our net sales in fiscal 2003 and 76% of our net sales in
fiscal 2002. We expect that sales of our products to a limited number of customers will continue to account for
a high percentage of our sales in the foreseeable future. Please see the section of this Report entitled “Risk
Factors™ for a description of risks related to our backlog and customer concentration.

In fiscal 2004, sales to international customers were $10.5 million, which accounted for 35% of net sales.
In fiscal 2003, sales to international customers were $33.1 million, which accounted for 67% of net sales. In
fiscal 2002, sales to international customers were $17.5 million, which accounted for 31% of net sales. In
addition, many of our domestic customers sell their products outside of the United States. For a breakdown of
our international sales by region, please see Note 15 to our financial statements included in this Report. Please
also see the section of this Report entitled “Risk Factors” for a description of risks related to our international
sales and operations.

Technology

We utilize GaAs technology expertise, advanced integration and packaging technologies, RF and
microwave circuit design and high frequency competency to offer what we believe are superior wireless
solutions. We also employ advanced simulation and modeling tools to offer wireless customers advanced
semiconductor RF integrated circuits, or RFICs, and power amplifier modules, as well as GaAs-based
subsystems that bring the benefits of the latest technologies to market quickly.
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Gallium Arsenide

GaAs is a semiconductor material that has an electron mobility several times faster than silicon. As a
result, it is possible to design GaAs circuits that operate at significantly higher frequencies than silicon circuits.
GaAs circuits can be designed to consume less power, amplify with more linearity, and operate more
efficiently at lower voltages than silicon circuits. This means that transceiver products operate with smaller
batteries for a longer period of time. Low voltage linear efficiency makes GaAs circuits well suited for power
amplifiers operating in CDMA, TDMA and 3G systems. High frequency GaAs technology supports
millimeter wave MMICs for transceivers and other components for integration into GaAs-based subsystem
products. High frequency GaAs technology also facilitates the support of the high-speed fiber optic market.
Our GaAs technology provides repeatability and control through our proprietary 0.25 micron semiconductor
fabrication process.

GaAs Processes

We utilize a broad range of GaAs production processes, which provide us with flexibility in designing
products to suit the needs of our customers, including the following:

Metal semiconductor field effect transistor, or MESFET, is a production process characterized by lower
initial wafer costs and fewer processing steps than newer processes, such as InGaP HBT. Semiconductor
products manufactured using MESFET need two power supplies, a positive and negative, and have a larger die
size. These products are generally used in infrastructure and defense applications.

Pseudo-morphic high electron mobility transistor, or pHEMT, is a production process characterized by
low voltage and high frequency performance, which is superior to the MESFET process. pHEMT also
requires a positive and negative power supply like MESFET. pHEMT is used extensively in low noise
amplifiers for infrastructure applications, satellite ground-based applications at microwave and millimeter-
wave frequencies and defense products.

Heterojunction bipolar transistor, or HBT, processes have a bipolar structure, similar to that used in
traditional high frequency analog applications, rather than the FET structure utilized in MESFET and
pHEMT processes. The bipolar structure of HBT enables the use of a single power supply and can be disabled
with a digital control signal in contrast to MESFET and pHEMT, both of which require two supplies and
supply switching components. Additionally, HBT devices generally have superior linear efficiency relative to
MESFET and pHEMT. HBT devices generally involve more processing steps than MESFET or pHEMT
processes, which tend to make the cost of processing a single wafer more expensive. The larger metal strip
dimensions, typically 2um, and extensive use of etch stop layers make the manufacturing yields of HBT
devices significantly higher than the small gate width, typically 0.35um, MESFET and pHEMT devices. The
smaller die size of an HBT device, and therefore the greater number of devices per wafer, tend to offset this
additional cost. These devices are used in our new family of gain block amplifiers for base station
infrastructure and high voltage breakdown power amplifiers for L-band satellite applications.

High Breakdown Voltage (HBV) InGaP HBT

Power amplifiers are the critical link in the transmission and reception of all high power wireless signals
and they are found in every cell phone and every cellular base station. An essential element for any transistor
technology used in the design of these power amplifiers is the ability to operate at 28 volts. The dominant
transistor technology used is silicon LDMOS. Developed over the last year, our new HBV InGaP HBT
technology offers a competitive advantage in integration and performance over new technologies for these
W-CDMA power amplifiers with enhanced manufacturing capabilities and performance advantages. We
believe there is a distinct window of opportunity for our new HBV technology and are already employing it in
integrated 16 watt satellite power amplifier modules.




Integration Expertise

We have developed technologies to enhance our expertise at higher levels of integration. We believe these
technologies allow us to offer a higher level of functionality, in smaller form factors, to our customers.

Modular Design

Our subsystem assemblies use modular building blocks to provide high-level functionality. These
assemblies are produced with common system architectures for multiple applications to enable cost effective
and flexible integration. Our module products can use a common die supply for multiple applications allowing
us to dynamically allocate material as demand changes.

Packaging

We have developed proprietary RFIC and power module packaging techniques to enhance power
handling and the linear efficiency of our products, while using commercially available cost effective
manufacturing processes. These packaging technologies are compatible with subcontract assembly capacity,
and offer reduced size, and higher levels of functionality to our customers. We are also addressing lead free
requirements in our latest generation of infrastructure and satellite products.

Low Phase Noise Sources

We have developed a proprietary approach to produce low phase noise sources to support high capacity
wireless data applications. The approach is designed to be a cost effective and robust design. We believe our
approach offers a technical advantage over competing approaches, which when subjected to vibration, can
induce critical errors in high capacity data transmission at millimeter wave frequencies.

Simulation and Modeling

We believe that our long history of solving complex integration problems gives us a strong basis from
which to address new applications. This experience is enhanced with in-house and commercially available
simulation techniques. For example, we have an advanced non-linear model for InGaP HBT that enables
better prediction of end performance on a first design attempt.

Amplifier

Linear amplifiers amplify signals so that they will have sufficient strength to reach the next location, but
do so in such a way as to not induce distortion in transmitted voice or data. Amplifiers are typically the most
challenging component in any RF and microwave system. They were our first product and continue to be a
core technology. Millimeter wave power amplifiers up to one watt of power are needed for higher bandwidth
voice and data applications, and our expertise in this area enables these applications to transmit higher
capacity data. GaAs semiconductor RFICs and power amplifier modules are an important part of the transmit
chain in a handset, and we believe our leadership in linear efficiency in this product area is a result of amplifier
technology which in turn enables higher capacity mobile voice and data solutions.

Millimeter Wave

We have developed millimeter wave technologies to help simplify and improve the performance of our
components. These include careful control over the geometries to produce GaAs MMICs with our 0.25
micron semiconductor fabrication process, tolerance control over in-house thin film circuits, and correct
circuit implementations that allow centering of design performance to specifications.

Sales and Marketing

We market our products worldwide to customers in commercial markets and prime contractors in the
defense industry, primarily through a network of manufacturers’ representatives managed by our internal sales
force. As of March 31, 2004, we had contracts with 12 manufacturers’ representatives in the United States and
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10 international representatives located in Western Europe, the Middle East and Asia. As part of our
marketing efforts, we advertise in major trade publications and attend major industry shows.

Additionally, for standard products, we supplement our sales organization with Richardson Electronics
Ltd. who distributes our products worldwide. We believe the agreement with Richardson allows us to market
our products to a wider customer base.

After we have identified key potential customers in our market segments, we make sales calls with our
manufacturers’ representatives and our own sales, management and enginecring personnel. Many of the
companies entering the wireless communications markets possess expertise in digital processing and wired
systems but relatively little experience in analog signal processing and wireless transmission. To promote
widespread acceptance of our transceiver products and provide customers with support for their wireless
transmission needs, our sales and engineering teams work closely with our customers to develop tailored
solutions to these needs.

Backlog

We generally include in our backlog all purchase orders and contracts for products with requested
delivery dates within one year.

Our backlog at March 31, 2004 was approximately $15.6 million, of which 82% was for subsystem
products and 18% was for semiconductor products. The backlog at March 31, 2003 was $10.4 million, of which
88% was for subsystem products and 12% was for semiconductor products. Generally, purchase orders in our
backlog are subject to cancellation without penalty at the option of the customer, and from time to time we
have experienced cancellation of orders in backlog.

Most of our quarterly net sales have resulted from orders obtained in prior quarters. Our backlog is
subject to fluctuations and is not necessarily indicative of our future sales. Therc can be no assurance that
current backlog will necessarily lead to sales in any future period: ‘

Research and Development

Our research and development efforts are focused on the design of new GaAs semiconductor components
and GaAs-based subsystems, improvement of existing device performance, process improvements in GaAs
wafer fabrication and improvements in packaging and integration. As of March 31, 2004, we employed
37 people to support our research and development efforts. In addition to their design and development
activities, the engineering staff participates with our marketing department in proposal preparation and
applications support for customers. We have developed an extensive library of circuit designs and architectures
that can be integrated into higher level systems. We believe our ability te leverage this library of modules
reduces product time to market and development costs.

As a result of our decision to exit the wireless handset market, we terminated the design staff dedicated to
those products and reduced our research and development expenses in the second half of fiscal 2004.

Our total expeénses for research and development were $9.3 million for the fiscal year ended March 31,
2004, $10.8 million for the fiscal year ended March 31, 2003 and $9.2 million for the fiscal year ended
March 31, 2002.

Manufacturing

We manufacture our GaAs semiconducter components and GaAs-based subsystems, and in addition,
supplement our manufacturing capacity by selectively outsourcing assembly and test manufacturing functions
to third parties. Our manufacturing lines are designed to meet increased customer demand without sacrificing
our high quality standards. Our manufacturing strategy consists of five key elements:

« control and optimization of the key technologies and manufacturing processes at all levels of vertical
integration;
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» multiple sourcing where possible in the supply line for outside purchased material and strategic
development of vendors;

+ commonality in design to leverage common materials and processes;

+ strategic use of subcontract services to optimize internal utilization and provide additional capacity as
needed; and

« use of modular manufacturing lines, using commercially available equipment, and low risk proven
processes.

We maintain manufacturing control of our products through the use of our in-house GaAs wafer
production facility. The fabrication of semiconductor products is highly complex and sensitive to dust and
other contaminants, requiring production in a highly controlled, clean environment. Our facility includes clean
rooms with class 10 performance for fabrication operations. A class 10 clean room has no more than ten
particles larger than 0.5 microns in size per cubic foot of air. To maximize wafer yields and quality, we test our
products at various stages in the fabrication process, maintain reliability monitoring, and conduct numerous
quality control inspections throughout the entire production flow using analytical manufacturing controls.

As a result of decreased customer demand, we currently have excess fabrication capacity that has resulted
in infrastructure costs in excess of current needs and has resulted in lower earnings. Additionally, the GaAs
semiconductor industry as a whole is experiencing a worldwide overcapacity situation.

We use a number of third party vendors in Asia to package and test our GaAs semiconductor
components. Although we strive to maintain more than one vendor for each process, this is not always possible
due to volume and quality issues. To the extent that any of the vendors are not able to provide a sufficient level
of service with an acceptable quality level, we could have difficulty meeting our delivery commitments, which
could seriously harm our business and operating results.

We use our high frequency test expertise to test our high volume RFICs, power amplifier modules, and
subsystem products. We believe our test process results in higher throughput, shorter cycle times and overall
capacity control. Test equipment is commercially available and supports the need to scale capacity to meet
increased demand. Internal test capability is also augmented with offshore subcontractors.

We acquire some of the components for our existing products from single sources, and some of the other
components for our products are presently available or acquired only from a limited number of suppliers. For
example, our single-sourced components include millimeter wave components and semiconductor packages.

Competition

Our current and potential competitors include specialized manufacturers of RF and microwave signal
processing components, large vertically integrated systems producers who manufacture their own GaAs
components, and independent suppliers of silicon and GaAs integrated circuits that compete with our GaAs
devices. Furthermore, we currently supply components to customers that are continuously evaluating whether
to manufacture their own components or purchase them from outside sources. We expect significantly
increased competition both from existing competitors and a number of companies that may enter the wireless
communications market.

In the semiconductor product market, we compete primarily with Filtronics, Fujitsu, NEC, RF Micro
Devices, Sirenza Microdevices, TriQuint Semiconductor and WJ Communications. In the area of subsystems
products, we compete primarily with CTT, M/A-COM, Miteq, and REMEC.

We believe that competition in our markets is based primarily on price, performance, security of supply,
the ability to support rapid development cycles, and design wins. Many of our current and potential
competitors have significantly greater financial, technical, manufacturing and marketing resources than we
have and have achieved market acceptance of their existing technologies. We cannot assure you that we will
be able to compete successfully with our existing or new competitors. If we are unable to compete successfully
in the future, our business, operating results and financial condition will be harmed.
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Government Regulation

Our products are incorporated into wireless communications systems that are subject to various United
States regulations and similar laws and regulations adopted by regulatory authorities in other countries.
Regulatory changes, including changes in the allocation of available frequency spectrum, could significantly
impact our operations by restricting development efforts by our customers, making obsolete current products
or increasing the opportunity for additional competition. Changes in, or the failure to comply with, applicable
domestic and international regulations could have an adverse effect on our business, operating results and
financial condition. In addition, the increasing demand for wireless communications has exerted pressure on
regulatory bodies worldwide to adopt new standards for these products and services, generally following
extensive investigation of and deliberation over competing technologies. The delays inherent in this govern-
ment approval process have caused in the past, and may cause in the future, the cancellation, postponement or
rescheduling of the installation of communications systems by our customers, which in turn may negatively
affect the sale of our products to those customers. We are also subject to a variety of federal, state, and local
laws, rules and regulations related to the discharge and disposal of toxic, volatile and other hazardous
chemicals used in our manufacturing process. Any failure to comply with such requirements currently in effect
or subsequently adopted could result in the imposition of fines on us, the suspension of production or a
cessation of operations. In addition, such requirements could restrict our ability to expand our facilities or
require us to acquire costly equipment or incur other significant expenses to comply with environmental
regulations or clean up discharges. We believe that costs arising from existing environmental laws will not have
a material adverse effect on our financial position or results of operations. However, environmental laws may
become more stringent in the future and may require us to incur significant expenses in the future to maintain
our compliance.

Proprietary Rights

Our ability to compete depends, in part, on our ability to obtain and enforce intellectual property
protection for our technology in the United States and internationally. We currently rely primarily on a
combination of trade secrets, copyrights, trademarks and contractual rights to protect our intellectual property.
To protect our trade secrets and other proprietary information, we require our employees to sign agreements
providing for maintenance of confidentiality and also the assignment of rights to inventions made by them
while in our employ.

The steps taken by us may be inadequate to deter misappropriation or impede third party development of
our technology. In addition, the laws of some foreign countries in which our products are or may be sold do not
protect our intellectual property rights to the same extent, as do the laws of the United States. Our failure to
protect our proprietary information could cause our business and operating results to suffer.

From time to time, third parties have asserted exclusive patent, copyright and other intellectual property
rights to technologies that are used in our business. We cannot assure you that third parties will not assert
infringement claims against us in the future, that assertions by third parties will not result in costly litigation or
that we would prevail in any litigation or be able to license any valid and infringed patents from third parties on
commercially reasonable terms or at all. Litigation, regardless of its outcome, could result in substantial cost
and diversion of our resources. Any infringement claim or other litigation against or by us could seriously harm
our business and operating results.

Employees

As of March 31, 2004, we had a total of 181 employees including 6 in marketing, sales and related
customer support services, 37 in research and development, 125 in manufacturing and 13 in administration
and finance. None of our employees are represented by a labor union. We consider our relations with our
employees to be good.
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Raw Materials

We acquire some of the components for our existing products from single sources, and some of the other
components for our products are presently available or acquired only from a limited number of suppliers. For
example, our single-sourced components include millimeter wave components and semiconductor packages.
In the event that any of these suppliers are unable to fulfill our requirements in a timely manner, we may
experience an interruption in production until we locate alternative sources of supply. If we encounter
shortages in component supply, we may be forced to adjust our product designs and production schedules. The
failure of one or more of our key suppliers or vendors to fulfill our orders in a timely manner and with
acceptable quality and yields could cause us to not meet our contractual obligations, could damage our
customer relationships and could harm our business. For example, a single-sourced supplier of substrates
ceased operations at the end of the second quarter of fiscal 2002, but we were able to find a replacement
supplier. If we had not been able to find another supplier, the delivery of our products to our customers,
including our major customers, would have been delayed and our relationship with such customers would have
been harmed and our business would have suffered.

Where You Can Find More Information

We make our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
and all amendments to such reports filed pursuant to Section 13(a) or 15(d) of the Exchange Act, available,
free of charge, on or through our Internet website located at www.celeritek.com, as soon as reasonably
practicable after they are filed with or furnished to the SEC.

Executive Officers of the Registrant

Our executive officers as of March 31, 2004 are as follows:

Name Age Position

Tamer Husseini ............ 61 Chairman, President and Chief Executive Officer
Margaret E. Smith.......... 56  Vice President, Finance and Chief Financial Officer
Gary J. Policky . ............ 62  Vice President, Engineering and Chief Technical Officer
Richard G. Finney .......... 54  Vice President, Subsystem Division

Damian M. McCann ........ 42 Vice President, Advanced Marketing and Technology

Tamer Husseini, a founder of our company, has served as our Chairman of the Board, President and
Chief Executive Officer since our organization in 1984. Prior to founding our company, Mr. Husseini was
employed by Granger Associates, a telecommunications company, as Vice President from 1982 until 1984,
Before joining Granger Associates, Mr. Husseini was employed by Avantek, Inc., a manufacturer of integrated
circuits and components for wireless communications applications and now a division of Hewlett-Packard
Company, from 1972 until 1982, most recently as General Manager of the Microwave Transistor Division.

Margaret E. Smith joined us in November 1989 as Controller and served as Vice President, Finance and
Chief Financial Officer from January 1994 until December 1998. After a brief departure, Ms. Smith rejoined
us in November 1999, again as Vice President, Finance and Chief Financial Officer. Prior to joining us,
Ms. Smith was employed by Avantek from 1980 until September 1989 where she served most recently as a
Divisional Controller.

Gary J. Policky, a founder of our company, has served as Vice President, Signal Processing Operations
since our organization in 1984. In 1997, Mr. Policky was appointed Vice President, Engineering and Chief
Technical Officer. Prior to founding our company, Mr. Policky was employed from 1969 until 1984 at Avantek
as Engineering Manager of Microwave Components and Amplifiers.

Richard G. Finney joined us in 1985 as Director of Manufacturing and has served as Vice President,
Manufacturing from January 1996 to 1997. In 1997, Mr. Finney was appointed Vice President, Subsystem
Division. Prior to joining us, Mr. Finney was employed by Loral, Western Operations in 1984 as Director of
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Operations. Before joining Loral, Western Operations, Mr. Finney was employed by Avantek from 1974 to
1984, most recently as a manufacturing manager.

Damian M. McCann joined us in 1991 as a design engineer and served as Director, Semiconductor
Product Development from 1997 to 2001. He was appointed Vice President, Advanced Marketing and
Technology in June 2001. Prior to joining us, Mr. McCann was employed by Marconi Electronic Devices, Ltd.
from 1984 to 1991 as a principal design engineer.

Item 2. Properties

Our principal administrative, sales, marketing, research and development and manufacturing facility is
located in an approximately 57,000 square foot building in Santa Clara, California, which is leased through
September 30, 2005. Our United Kingdom design center is located in a leased facility in Belfast, Northern
Ireland. During fiscal 2004, we closed our second facility of approximately 26,000 square foot in Santa Clara,
California and our leased sales office in Seoul, South Korea. We believe our existing facilities are adequate for
our current needs and that additional space will be available as needed.

Item 3. Legal Proceedings

We operate in the semiconductor industry and may from time to time become party to litigation. We are
currently not aware of any potential or pending litigation that could reasonably be expected to have a material
adverse affect on our financial condition or result of operations.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of our security holders during the fourth quarter ended March 31,
2004.

PART I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities '

Market Information
Our common stock started trading on the Nasdaq National Market in December 1995 under the symbol

CLTK. The following table sets forth, for the periods indicated, the high and low closing sales prices for our
common stock, as reported on the Nasdaq National Market System:

Quarter Ended JHigh ~ Low
Fiscal 2003

First QUarer. . oottt e $10.79  $6.60
Second QUAaItEr . ... i e e e e 9.15 6.65
Third QUarter . ...\t e 7.38 5.40
Fourth Quarter . ... .o i i 7.67 6.32
Fiscal 2004

First QuUarter. .. ..o $ 821 8730
Second QUAMET ..ottt e 8.60 6.67
Third Quarter . ... ... e 8.34 6.95
Fourth Quarter. ... ...ttt i i e e e i 8.75 3.17

At May 23, 2004 there were approximately 169 shareholders of record.
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Dividends

On January 14, 2004, our Board of Directors announced the declaration of an extraordinary cash dividend
of $4.50 per share to shareholders of record on February 5, 2004. The dividend was paid on March 11, 2004,
totaled $57.8 million, and has been recorded as a return of capital. Pursuant to the Nasdaq Marketplace Rules,
the ex-dividend date with respect to the cash dividend was set as March 12, 2004. Accordingly, prior to the
commencement of trading on March 12, 2004, the Company’s opening bid price was reduced by $4.50 to
reflect the payment of the cash dividend. Under the intrinsic value method of accounting for stock options, we
were required to adjust our stock option exercise price by the dividend amount or $4.50 per share because the
dividend was a return of capital. Since our stock option plan does not allow us to reprice options, we were
required to change to the variable method of accounting for our outstanding stock options. Under variable
accounting, compensation expense is recognized over the life of the option (until exercised, forfeited, or
cancelled) generally to the extent that there are any increases in the per share market price of the Company’s
common stock. It is difficult to estimate the impact that expensing stock options will have on our statement of
operations as this expense is dependent upon future events that are difficult to predict, such as the number of
options to be granted during a period, the price of our common stock at the time of grant, the stock price
volatility, the risk free interest rate during the period and the expected average life of the option. A slight
change in any one of these variables can materially affect the amount of compensation expense to be recorded.
This change to the variable method of accounting on March 12, 2004 had no financial impact on the fiscal
2004 financial statements.

Item 6. Selected Financial Data

The following selected financial data for the five-year period ended March 31, 2004, should be read in
conjunction with our Consolidated Financial Statements and notes thereto and Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

Fiscal Years Ended March 31,

2000 2001 2002 2003 2004
(In thousands, except per share data)
Netsales ............cooiiiiin $48,211  $ 85,062 $ 57,050 $ 49,423 $ 29,928
Grossprofit ............ ... . ..., 8,373 7,580 5,211 10,322 7,753
Loss from operations .............. (7,154)  (15,695)  (24,592) (17,975) (17,691)
NEt10SS « .o, $(6,824) $(10,602) $(22,618) $(17,027) $(15,980)

Basic and diluted net loss per share .. $ (0.88) $ (0.94) $ (1.87) § (1.39) § (1.28)

Shares used in net loss per share
calculation(1):

Basic and diluted. ............... 7,736 11,272 12,076 12,285 12,460

(1) See note 1 of notes to consolidated financial statements for a description of the computation of the
number of shares and net loss per share.

Fiscal 2004 results of operations include a $4.5 million special charge for equipment impairments, a
building lease impairment and severance costs that resulted from our decision to exit the wireless handset
power amplifier market, partially offset by $0.2 million in proceeds received in fiscal 2004 from the sale of
equipment impaired in fiscal 2002.

Fiscal 2003 results of operations include a charge of approximately $4.4 million for In-process research
and development and $2.8 million of special charges. Net loss includes a $0.4 million strategic investment
write-down. .

Fiscal 2002 results of operations include a fixed asset impairment charge of approximately $11.0 million.
Net loss includes a $1.7 million strategic investment write-down.
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Fiscal 2001 results of operations include a fixed asset impairment charge of approximately $1.3 million.
Net loss includes a write-down of short-term investments of $0.5 million.
At March 31,

2000 2001 2002 2003 2004
(In thousands)

Consolidated Balance Sheet Data
Total assets . ...................... $63,655  $170,525 $139,688 $122.460  $46,766
Long-term obligations............... 636 5,578 6,015 2,919 —

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation

You should read this discussion together with the financial statements and other financial information
included in this Form 10-K. This discussion and analysis contains forward-looking statements that involve
risks, uncertainties and assumptions. Our actual results may differ materially from those anticipated in these
Sforward-looking statements as a result of a number of factors, including those described under “Risk Factors”
and elsewhere in this Form 10-K.

Overview

We design and manufacture gallium arsenide, or GaAs, semiconductor components and GaAs-based
subsystems used in the transmission of voice, video and data over wireless communication networks and
systems. Our semiconductor products are designed to facilitate broadband voice and data transmission in
satellite handsets, wireless communications network infrastructure and defense applications. The focus of our
GaAs semiconductor components has been mainly on power amplifiers for wireless handsets, which employ
code division multiple access, or CDMA, wireless technology. Our GaAs-based subsystems are used in a
variety of defense applications such as tactical aircraft, ground based and ship board radar systems, electronic
countermeasures and satellite communications systems. We also supply transceiver products to the defense
industry. RF and microwave transmission systems are well suited for military applications because higher
frequency transmissions have shorter wavelengths, which afford greater accuracy for detection and guidance
systems and allow for small lightweight transmission equipment.

During fiscal 2004, we incurred $4.5 million in special charges due to our exit from the wireless handset
power amplifier market, partially offset by $0.2 million in proceeds received in fiscal 2004 from the sale of
equipment impaired in fiscal 2002, for a net expense of $4.3 million for fiscal 2004.

At the end of the second quarter of fiscal 2004, (calendar September 2003), we exited the wireless
handset power amplifier market. This decision was the result of severe pricing pressure and other adverse
market conditions in the wireless handset industry that we believe would have prevented our handset related
business from achieving acceptable gross margins. We believe our exit from the wireless handset power
amplifier market will allow us to focus our resources on market areas where our core competencies will provide
us the greatest opportunity of success in our goal of returning to profitability. As a result of this action, we face
increased reliance on the sales of our semiconductor products for the wireless infrastructure and satellite
markets, which markets may have lower growth potential than the wireless handset market.

As a further consequence of this action, we incurred $2.6 million in special charges in the second quarter
of fiscal 2004 for fixed and intangible asset impairment charges. The special charges of $2.6 million are
comprised of approximately $0.2 million of impairment charges related to the reassessment of carrying values
for certain tangible and intangible assets to be sold, $1.8 million of equipment impairment charges related to
exiting the wireless handset power amplifier market, and $0.6 million of equipment impairment charges
related to restructuring at the Belfast facility.

During our third quarter of fiscal 2004, (calendar October 2003), we sold all the intangible and certain
tangible assets related to the wireless handset power amplifier market for $1.0 million to Anadigics, Inc. We
also terminated 42 employees in early October 2003. In December 2003, we consolidated our Santa Clara
operations into one building and closed our Korean office. As a result of these activities, we incurred special
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charges of approximately $1.9 million in the third quarter of fiscal 2004 related to employee termination
expenses, a building lease impairment charge and facilities consolidation costs, offset by $0.2 million in
proceeds from the sale of equipment impaired in fiscal 2002.

A limited number of customers have historically accounted for a substantial portion of our sales. Sales to
our top ten customers accounted for approximately 62% of net sales in fiscal 2004, 75% of net sales in fiscal
2003 and 76% of net sales in fiscal 2002. In fiscal 2004, Motorola accounted for approximately 3% of net sales,
in fiscal 2003, Motorola accounted for approximately 41% of net sales and in fiscal 2002, Motorola accounted
for 43% of net sales. We expect that sales of our products to a limited number of customers will continue to
account for a high percentage of our net sales for the foreseeable future, although Motorola has decided not to
purchase our power amplifiers. The loss of Motorola led to significantly reduced revenues, and if we were to
lose another major customer, or if orders by any of our remaining major customers were to otherwise decrease
or be delayed, our business, operating results and financial condition would be seriously harmed.

Our gross margins in any period are affected by a number of different factors. Gross margins for some of
our products, primarily our semiconductor components, are strongly impacted by production volume. Our
business requires us to maintain manufacturing equipment and related support infrastructure that we must pay
for regardless of our business level. The recent decline in market demand has resulted in infrastructure costs in
excess of current needs and has resulted in lower gross margins. The fabrication and packaging of GaAs
semiconductor components are highly complex and precise processes. Minute impurities, defects in the masks
used to print circuits on a wafer, difficulties in the fabrication or packaging processes, or other factors could
result in lower than expected production yields, which could adversely affect gross margins. Gross margins for
our products are also affected by pricing pressure, market demand for lower cost products in commercial
markets and adequate production volumes. Because gross margins on our products differ due to, among other
things, the stage of the life cycles of the products, changes in product mix can impact gross margins in any
particular time period. In addition, in the event that we are not able to adequately respond to pricing pressures,
our current customers may decrease, postpone or cancel current or planned orders, and we might be unable to
secure new customers. As a result, we may not be able to achieve desired production volumes or gross margins.

In addition, average selling prices for our products generally fluctuate from period to period due to a
number of factors, including product mix, competition and unit volumes. The average selling prices of a
specific product also tend to decrease over that product’s life cycle. To offset these decreases, we rely primarily
on obtaining design and yield improvements and corresponding cost reductions in the manufacture of existing
products.

Critical Accounting Policies

The preparation of financial statements in conformity with generally accepted accounting principles in the
United States requires us to make estimates and assumptions that affect the reported amounts. Some of the
estimation processes affect current assets and liabilities and are therefore critical in assessing our financial and
operating status. These estimates involve certain assumptions that if incorrect could create a material adverse
impact on our operations and financial position.

We review our estimates, including, but not limited to, allowance for doubtful accounts, inventory write-
downs, and impairments of long-lived assets and investments on a regular basis and make adjustments based
on historical experiences and existing and expected future conditions. These evaluations are performed
regularly and adjustments are made, as information is available. We believe that these estimates are
reasonable; however, actual results could differ from these estimates. The following paragraphs describe the
methodology we use in making some of our principal accounting estimates, in evaluating some of the
uncertainties inherent in accounting estimates and in evaluating some of the ways that our estimates may
impact our financial condition.

Revenue Recognition. Revenue related to product sales is recognized when the products are shipped to
the customer, title has transferred and no obligations remain. In circumstances where the collection of
payment is not probable at the time of shipment, we defer recognition of the revenue until payment is
collected. We provide for expected returns based on past experience as well as current customer activities. Our
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customers do not have rights of return outside of products returned under warranty and, to date, returns have
not been material. Shipping and handling costs are included in costs of goods sold for all periods presented.
Commission payments to sales representatives are based on a percentage of gross sales and are included in
selling, general, and administrative costs at the time of shipment. ‘

Allowance for Doubtful Accounts. We establish an allowance for doubtful accounts for estimated losses
resulting from the inability of our customers to make required payments. We evaluate our customers’ financial
position and order level to determine if an allowance should be established. Any change in the allowance from
our assessment of the likelihood of receiving payment is reflected in the selling, general, and administrative
costs in the period the change in assessment is made.

Inventory Write-downs. We record inventory write-downs for estimated obsolescence or unmarketable
inventory. Our write-downs for excess and obsolete inventory are primarily based upon forecasted demand and
our backlog of orders for the product. Any inventory write-downs are reflected in cost of sales in the period the
write-downs are made.

Long-lived Assets and Strategic Investments. We regularly review our long-lived assets and strategic
investments for indicators of impairment and assess the carrying value of the assets against market values.
When an impairment exists, we record an expense to the extent that the carrying value exceeds fair market
value in the period the assessment is made.

We record impairment losses on long-lived assets used in operations or expected to be disposed of when
events and circumstances indicate that the undiscounted cash flow estimated to be generated by these assets is
less than the carrying amounts of those assets. We consider sensitivities to capacity, utilization and
technological developments in making related assumptions.

The fair value of strategic investments is dependent on the performance of the companies in which we
have invested, as well as the marketability of these investments. In assessing potential impairment of these
investments, we consider these factors as well as forecasted financial performance of the investees. If these
forecasts are not met or if market conditions change, we may assess the value of the strategic investment to be
other than temporarily impaired and accordingly record an impairment charge.

Intangible Assets. We recorded intangible assets at fair value. Intangible assets with finite useful lives
were amortized over their estimated useful life and amortization expense was classified as part of operating
expenses. To date, we have only had intangible assets with finite useful lives. We regularly performed reviews
to determine if the carrying values of our intangible assets were impaired. We looked for facts, circumstances,
either internal or external, that may have indicated we may not have recovered the carrying value of the assets.
We recorded impairment losses based on the amount by which the carrying amounts of such assets exceeded
their fair values. In the third quarter of fiscal 2004, we sold all the assets related to the wireless handset power
amplifier market, which included all of our intangible assets.

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46 (“FIN 46”), “Consolidation of Variable
Interest Entities.” In general, a variable interest entity is a corporation, partnership, trust, or any other legal
structure used for business purposes that either (a) does not have equity investors with voting rights or (b) has
equity investors that do not provide sufficient financial resources for the entity to support its activities. FIN 46
requires a variable interest entity to be consolidated by a company if that company is subject to a majority of
the risk of loss from the variable interest entity’s activities or entitled to receive a majority of the entity’s
residual returns or both. The consolidation requirements of FIN 46 apply immediately to variable interest
entities created after January 31, 2003. The consolidation requirements apply to older entities in the first fiscal
year or interim period ending after December 15, 2003. Certain of the disclosure requirements apply in all
financial statements issued after January 31, 2003, regardless of when the variable interest entity was
established. We adopted FIN 46 in the third quarter of fiscal 2004 and its adoption did not have a material
impact on our financial position or results of operations.
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In May 2003, the FASB issued Statement Number 150, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity” (“SFAS 150”). SFAS 150 establishes standards for
classifying and measuring as liabilities certain financial instruments that embody obligations of the issuer and
have characteristics of both liabilities and equity. SFAS 150 generally requires liability classification for two
broad classes of financial instruments: (1) instruments that represent, or are indexed to, an obligation to buy
back the issuer’s shares, and (2) obligations that can be settled in shares, but are subject to certain conditions.
SFAS 150 applies to all financial instruments created or modified after May 31, 2003, and to other
instruments at the beginning of the first interim period beginning after July 1, 2003. As we have not created or
modified any financial instruments since the effective date of SFAS 150, it did not have a material impact on
our financial statements.

In November 2002, the Emerging Issues Task Force (the “EITF”) reached a consensus on Issue
No. 00-21 Accounting for Revenue Arrangements with Multiple Deliverables. The EITF concluded that
revenue arrangements with multiple elements should be divided into separate units of accounting if the
deliverables in the arrangement have value to the customer on a standalone basis, if there is objective and
reliable evidence of the fair value of the undelivered elements, and as long as there are no rights of return or
additional performance guarantees by our company. The provisions of EITF Issue No. 00-21 are applicable to
agreements entered into in fiscal periods beginning after June 15, 2003. Management adopted the consensus in
the second quarter of fiscal 2004, and it did not have a material effect on our results of operations or financial
condition.

In November 2003, the EITF issued EITF No. 03-6 “Participating Securities and the Two-Class Method
under FASB Statement No. 128,” which provides for a two-class method of calculating earnings per share
computations that relate to certain securities that would be considered to be participating in conjunction with
certain common stock rights. This guidance would be applicable to us starting with the second quarter
beginning July 1, 2004. We are currently evaluating the potential impact of this pronouncement on our
financial statements.

Fiscal Year Ended March 31, 2004 Compared to Fiscal Year Ended March 31, 2003

Net Sales. Net sales for fiscal 2004 were $29.9 million compared to $49.4 million for fiscal 2003, a
decrease of 39%. The decrease was due to a decline in sales of power amplifier modules for handsets. This
decline was the result of Motorola, our largest customer for the last three years, not selecting our
semiconductor products for inclusicn in the next generation of its handset platforms.

Net sales of GaAs semiconductor products for fiscal 2004 were $10.2 million compared to $29.3 million
in fiscal 2003, a decrease of 65%. The decrease in sales was the result of a decline in sales of power amplifier
modules for handsets. This decline was the result of Motorola, our largest customer for the last three years, not
selecting our semiconductor products for inclusion in the next generation of its handset platforms.

Net sales of GaAs-based subsystems products for fiscal 2004 were $19.7 million compared to $20.1 mil-
lion in fiscal 2003, a decrease of 2%. While defense sales levels were consistent year-to-year, there was a slight
decline in sales for the wireless infrastructure market.

Gross Margin.  Gross margin was 26% in fiscal 2004 and 21% in fiscal 2003. The improvement in gross
margin was mainly attributable to approximately $0.8 million in sales in fiscal 2004 for products that were
written off in fiscal 2003 and $1.0 million in sales in fiscal 2004 for a development contract with the
corresponding costs in research and development. Therefore, there was no cost of sales associated with these
revenues in fiscal 2004. Although we implemented cost cutting measures that reduced absolute overhead
expenses, we were unable to reduce expenses enough to offset the decline in revenue. Direct material costs
were reduced as a percent of sales due to reduced revenue from power amplifier modules for handsets which
had a higher than average material content.

Research and Development. Research and development expense for fiscal 2004 was $9.3 million, or 31%
of net sales compared to $10.8 million, or 22% of net sales, in fiscal 2003, a decrease of 14%. The decrease was
primarily due to our decision to close our office in Lincoln, United Kingdom and to exit the power amplifier
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handset market resulting in a reduction in our design staff. This decrease was slightly offset by increased
staffing for defense product development.

Selling, General and Administrative. Selling, general and administrative expense for fiscal 2004 was
$8.2 million, or 27% of net sales compared to $8.7 million, or 18% of net sales, in fiscal 2003, a decrease of 6%.
The decreased expense was due to lower commission expenses based on lower revenue levels.

Costs Related to Shareholder Actions. The $3.4 million in costs related to shareholder and strategic
actions in fiscal 2004 consisted of approximately $1.4 million in expense related to the special meeting of
shareholders that was requested by the Celeritek Shareholder Protective Committee (described below) and
$2.0 million in investment banking fees related to strategic actions. The $1.3 million in costs related to
shareholder actions in fiscal 2003 was for legal and investment advisors in response to an overture by Anaren
Microwave, Inc. with respect to a possible acquisition of our company.

Special Charges. During fiscal 2004, we incurred $4.5 million in special charges due to our exit of the
wireless handset power amplifier market, offset by $0.2 million in proceeds from the sale of equipment
impaired in fiscal 2002, for a net expense of $4.3 million for fiscal 2004. The special charges of $4.5 million in
fiscal 2004 are comprised of approximately $0.2 million of impairment charges related to the reassessment of
carrying values for certain tangible and intangible assets to be sold, $1.8 million of equipment impairment
charges related to exiting the wireless handset power amplifier market, $0.6 million of equipment impairment
charges related to restructuring at the Belfast facility, $0.7 million in employee termination charges,
$0.9 million for building lease termination costs, $0.2 million of facilities consolidation costs, and $0.1 million
to close our Korean sales office.

In fiscal 2003, we recorded special charges of $2.8 million due to Motorola’s decision to transition from
the model 120v handset platform on which we were the sole source for power amplifier modules, to the next
generation of handset platforms, for which we would not be supplying power amplifier modules. As a result of
this decrease in revenue and operations, we closed our office in Lincoln, United Kingdom and restructured
various operations in the United States. The special charges of $2.8 million are comprised of operating lease
and fixed asset impairments and employee termination charges. Approximately $1.3 million of the $2.8 million
total charge is due to operating lease impairments, which were the result of equipment covered by United
States manufacturing operating leases no longer used by us. Another $1.1 million of the $2.8 million total
charge is due to the write off of certain Lincoln fixed assets, mainly equipment, related to the closing of this
design center. The Lincoln building, which we owned, was reclassified to current asset for resale under prepaid
and other current assets. We subsequently sold the building in July 2003 for approximately $0.3 million, which
resulted in a gain of approximately $0.05 million. The remaining $0.4 million of the $2.8 million charge is
related to employee termination charges. The total number of employees terminated in all locations was 44.
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The following table summarizes our special charges activity (in thousands):

Lease
Termination
Employee Impairment and
Termination Excess of Assets Relocation
Costs Equipment Held for Sale Costs Total
Fiscal 2003 special charges . .. $ 350 $ 1,160 $ — $1,326 $ 2,836
Cashpaid ................. (227) — (276) (503)
Non-cash activity ........... — (1,160) — (1,160)

Accrual balances, March 31,

2003 ... 123 — $1,050 $ 1,173
Fiscal 2004 special charges . . . 734 2,618 183 1,005 4,540
Cashpaid ................. (680) — — (932) (1,612)
Non-cash activity ........... (100) (2,618) 183) — (2,901)
Accrual balances, March 31,

2004 ... $ 77 $§ = $ — $1,123 $ 1,200

Amortization of Intangibles. Amortization of intangibles was $0.3 million during fiscal 2004 compared
to $0.2 million during fiscal 2003. The intangible assets were acquired as part of the purchase of Tavanza’s
assets (as described in Note 3. Asset Acquisition of the Consolidated Financial Statements) during the third
quarter of fiscal 2003 and subsequently sold as part of the Tavanza asset sale during the third quarter of fiscal
2004.

Impairment of Short-term and Strategic Investments. During fiscal 2003 we recorded an impairment
charge of approximately $0.4 million against our strategic investment in a Taiwanese foundry, which was
deemed to have an other than temporary decline in value. We reviewed the investments during fiscal 2004 and
determined no further impairment was required at March 31, 2004, In order to determine the impairment
charges, we reviewed updated financial statements and projections from the foundry and analyzed its actual
and expected revenues, net income and cash balances.

Interest Income and Other, Net. lInterest income and other, net, for fiscal 2004 was $1.7 million
compared to $1.5 million in fiscal 2003. The increase was primarily due to the collection of a customer’s order
cancellation charge of $0.8 million, lower interest expense from the repayment of capital leases and debt and
gains on the disposal of assets, offset by decreased interest income due to lower interest rates on lower cash
and short-term investment balances.

Provision (Benefit) for Income Taxes. For the fiscal year ended March 31, 2004, we recorded no
income tax provision. For the fiscal year ended March 31, 2003, we recorded an income tax provision of
approximately $0.1 million that represented foreign taxes incurred that do not currently provide a benefit in
the United States.

Fiscal Year Ended March 31, 2003 Compared to Fiscal Year Ended March 31, 2002

Net Sales. Net sales for fiscal 2003 were $49.4 million compared to $57.1 million for fiscal 2002, a
decrease of 13%. The decrease was due primarily to weak demand in the wireless infrastructure market, which
caused a decrease in sales volume for this particular market, and to a lesser extent a decrease in demand for
our power amplifier modules for the handset market.

Net sales of GaAs semiconductor products for fiscal 2003 were $29.3 million compared to $30.4 million
in fiscal 2002, a decrease of 4%. The decrease in sales was the result of a decline in sales of power amplifier
modules for handsets in the last half of fiscal 2003. This decline was the result of Motorola, our largest
customer for the last three years, not selecting our semiconductor products for inclusion in the next generation
of its handset platforms. The increase in sales to China in fiscal 2003 of $9.8 million from zero in fiscal 2002 is
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the result of Motorola transferring production of the handset, which our power amplifiers were used in, from
Mexico to China.

Net sales of GaAs-based subsystems products for fiscal 2003 were $20.1 million compared to $26.7 mil-
lion in fiscal 2002, a decrease of 25%. The decline in sales was the result of continued weakness in the wireless
infrastructure market and flat year over year defense business.

Gross Margin. Gross margin was 21% in fiscal 2003 and 9% in fiscal 2002. The improvement in gross
margin in fiscal 2003 was primarily the result of lower material costs due to changes in product mix and lower
overhead expenses due to cost cutting measures we have implemented.

Research and Development. Research and development expense for fiscal 2003 was $10.8 million, or
22% of net sales compared to $9.2 million, or 16% of net sales, in fiscal 2002, an increase of 17%. The increase
was primarily due to increased levels of new product development, in large part resulting from our acquisition
of Tavanza and the hiring of additional personnel in our engineering department. The new product
development expense was mainly for the development of new power amplifier products for the handset market.

Selling, General and Administrative. Selling, general and administrative expense, including costs
related to shareholder actions, for fiscal 2003 was $10.0 million, or 20% of net sales compared to $9.6 million,
or 17% of net sales, in fiscal 2002, an increase of 4%. The increased expense was due to various expenses
related to overtures by Anaren, Inc. with respect to a possible acquisition of our company and the special
meeting of shareholders that was requested by a shareholder group, partially offset by lower commission
expenses based on lower revenue levels.

In-process Research and Development. We recorded in-process research and development expenses of
$4.4 million in the third quarter of fiscal 2003, resulting from our purchase of Tavanza, which we accounted
for as an acquisition of assets (as described in Note 3 Asset Acquisition of the Consolidated Financial
Statements). Of the total purchase price of $6.1 million, $4.4 million represented purchased in-process
research and development, which at the date of purchase had not yet reached technical feasibility, had no
alternative future use and was therefore charged to operations. The valuation of in-process research and
development included estimating the stage of development of each in-process research and development
project at the date of acquisition, estimating cash flows resulting from the expected revenue generated from
such projects, and discounting the net cash flows back to their present value using an appropriate discount
rate. The discount rate used represents a premium to our cost of capital. All of the projections used were based
on management’s estimates of market size and growth, expected trends in technology and the expected timing
of new product introductions.

Special Charges. We recorded special charges of $2.8 million in fiscal 2003 due to Motorola’s decision
to transition from the model 120v handset platform on which we are the sole source for power amplifier
modules, to the next generation of handset platforms, for which we will not be supplying power amplifier
modules. As a result of this decrease in revenue and operations, we closed our office in Lincoln, United
Kingdom and restructured various operations in the United States. The special charges of $2.8 million are
comprised of operating lease and fixed asset impairments and employee termination charges. Approximately
$1.3 million of the $2.8 million total charge is due to operating lease impairments, which were the result of
equipment covered by United States manufacturing operating leases no longer used by us. Another
$1.1 million of the $2.8 million total charge is due to the write off of certain Lincoln fixed assets, mainly
equipment, related to the closing of this design center. The Lincoln building, which we owned, was reclassified
to current asset for resale under prepaid and other current assets. We subsequently sold the building in July
2003 for approximately $0.3 million, which resulted in a gain of approximately $0.05 million. The remaining
$0.4 million of the $2.8 million charge is related to employee termination charges. The total number of
employees terminated in all locations was 44.
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The following table summarizes our special charges activity (in thousands):

Employee
Termination Excess Lease
Costs Equipment  Impairments Total
Fiscal 2003 special charges .................. $ 350 $ 1,160 $1,326 $ 2,836
Cash paid .. ..o oo (227) — (276) (503)
Non-cash activity . ......................... — (1,160) — (1,160)
Accrual balances, March 31, 2003 ............ $ 123 5§ — $1,050 $ 1,173

During the third quarter of fiscal 2002 we experienced a decline in demand in the wireless infrastructure
and mobile handset markets, which included several semiconductor customers reducing their previously
forecasted demand.

In response to this decline, we evaluated the ongoing value of our semiconductor capital assets. As a
result of this analysis, we recorded an impairment charge of $11.0 million in the third quarter of fiscal 2002
related to certain assets for which expected future cash flows were judged to be insufficient to cover their
carrying value. Of this charge, $10.5 million was a result of the write-down of capital assets related to excess
capacity due to un-utilized wafer fabrication equipment and leasehold improvements undertaken to increase
the wafer fabrication area. The $10.5 million write-down is comprised of $5.4 million related to abandoned
leasehold improvements originally intended to expand our wafer fabrication facility and $5.1 million related to
un-utilized wafer fabrication equipment. The fair value used to calculate the equipment impairment was
obtained from third party sources.

The remaining $0.5 million impairment was the result of a further impairment with respect to certain
capital assets initially written down in the fourth quarter of fiscal 2001. The capital assets were initially written
down to an estimated fair market value in the fourth quarter of fiscal 2001 due to delayed and cancelled
contracts as a result of the declining wireless market. We reassessed the fair market value based on the current
resale market for this type of equipment during the third quarter of fiscal 2002 and adjusted the capital assets
carrying value accordingly. We reviewed these capital assets as of March 31, 2004 and determined no
indicators of impairment were present that would indicate the current carrying value of these capital assets was
further impaired.

During the second quarter of fiscal 2003, we received an unsolicited conditional offer from Anaren, Inc. to
purchase all of the outstanding shares of our common stock. Our Board of Directors voted unanimously to
reject the offer as not in the best interests of our shareholders.

In the fourth quarter of fiscal 2003, a group of shareholders (the “Celeritek Sharcholder Protective
Committee”) called a special meeting of shareholders to remove our Board of Directors from office and
replace them with a different slate of candidates. In the first quarter of fiscal 2004, we reached an agreement
with the Celeritek Shareholder Protective Committee. Pursuant to the agreement, the Celeritek Shareholder
Protective Committee withdrew their request for a special meeting. In addition, we expanded the Board of
Directors from six directors to seven. The new Board is now composed of three of the Company’s directors
who were directors prior to the agreement, three directors nominated by the Celeritek Shareholder Protective
Committee and one member who is not affiliated with either the Company or the Celeritek Shareholder
Protective Committee. Each of the Board committees contains one director nominated by the Celeritek
Shareholder Protective Committee. The Board also created a strategy committee to explore all strategic
alternatives available to us. Under the terms of the settlement, we have terminated our shareholder rights plan.

We have incurred expenses for legal and investment advisors of $1.3 million for the fiscal year ended
March 31, 2003 relating to both the Anaren offer and the proxy contest, which have been reported in loss from
operations under the caption “Costs related to shareholder and strategic actions.” Although our Board voted
unanimously to reject the Anaren offer and we have reached an agreement with the Celeritek Shareholder
Protective Committee, we incurred additional expenses in the first fiscal quarter of 2004 of approximately
$2.0 million related to these actions for legal and investment advisory services, prior to the agreement.
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Amortization of Intangibles. Amortization of intangibles was $0.2 million during fiscal 2003. The
intangible assets were acquired as part of the purchase of Tavanza’s assets during the third quarter of fiscal
2003.

Impairment of Short-term and Strategic Investments. During fiscal 2003 we recorded an impairment
charge of approximately $0.4 million and during fiscal 2002, we recorded an impairment charge of
approximately $1.7 million against our strategic investment in the Taiwanese foundry, which was deemed, in
those respective periods, to have an other than temporary decline in value.

In order to determine the impairment charges we reviewed updated financial statements and projections
from the foundry. Significant decreases in actual and expected revenues, net income and cash balances were
observed as compared with the original projections. In addition, the foundry has few current customers. With
this backdrop, combined with the downturn in the semiconductor industry and our excess semiconductor
capacity, we determined that there was a decline in the value of the foundry investment that was other than
temporary. The impairment charge was determined after analysis of changes in the market values of public
companies in the GaAs market from December 2000 through March 2003.

Interest Income and Other, Net. Interest income and other, net, for fiscal 2003 was $1.5 million
compared to $3.5 million in fiscal 2002. The decrease was primarily due to lower interest income, which was a
result of lower interest rates and to a much lesser extent, lower cash and short-term investment balances.

Provision (Benefit) for Income Taxes. For the fiscal year ended March 31, 2003, we recorded an
income tax provision of approximately $0.14 million that represented foreign taxes incurred that do not
currently provide a benefit in the United States. For the fiscal year ended March 31, 2002, we recorded an
income tax benefit of $0.18 million that consisted of $0.24 million of federal refundable taxes attributable to
the recent law change allowing companies to carryback net operating losses five years offset by $0.06 million of
foreign taxes incurred that do not currently provide a benefit in the United States.

Liquidity and Capital Resources

We have funded our operations to date primarily through cash flows from operations and sales of equity
securities. As of Miarch 31, 2004, we had $3.1 million in cash and cash equivalents, $24.1 million in short-term
investments and $25.7 million in working capital.

Net cash used in operating activities was $8.6 million in fiscal 2004, which was primarily due to operating
losses, increases in accounts receivable and decreases in accounts payable, offset by decreases in inventories,
related party receivables and prepaid expenses and increases in accrued liabilities. Net cash provided by
operating activities was $3.8 million in fiscal 2003, which was primarily the result of decreases in accounts
receivable, inventories and prepaid and other current assets and increases in accrued payroll and accrued
liabilities. Net cash used in operating activities was $3.6 million in fiscal 2002, which was primarily due to the
decrease in accounts payable, accrued payroll and accrued liabilities offset by decreases in accounts receivable
and inventories.

Net cash provided by investing activities was $42.5 million in fiscal 2004, which was the result of the sale
and maturities of short-term investments of $167.2 million and proceeds from the sale of property and
equipment of $0.8 million, offset by the purchases of short-term investments of $124.5 million and property
and equipment of $0.9 million. Net cash provided by investing activities was $19.5 million in fiscal 2003,
which was the result of the sale and maturities of short-term investments of $156.1 million, offset by the
purchases of short-term investments of $132.1 million, property and equipment of $2.6 million and strategic
investments of $2.0 million. Net cash provided by investing activities was $5.2 million in fiscal 2002, which
was the result of the sale and maturity of short-term investments of $151.9 million, offset by the purchases of
short-term investments of $139.5 million, strategic investments of $0.5 million and property and equipment of
$6.7 million.

Net cash used by financing activities was $59.5 million in fiscal 2004, which was the result of the
extraordinary dividend payment of $57.8 million, principal payments of long-term debt of $2.8 million and
capital leases of $1.5 million, offset by proceeds from the exercise of stock options and employee stock
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purchase plan of $2.7 million. Net cash used by financing activities was $2.3 million in fiscal 2003, which was
the result of principal payments of long-term debt of $2.3 million and capital leases of $0.7 million, offset by
proceeds from the exercise of stock options and employee stock purchase plan of $0.7 million. Net cash
provided by financing activities was $2.9 million in fiscal 2002, which was the result of borrowings on long-
term debt of $3.7 million and proceeds from the exercise of stock options and employee stock purchase plan of
$1.8 million, offset by payments on long-term debt of $1.8 million and capital leases of $0.8 million.

As of March 31, 2004, we had $0.9 million in outstanding letters of credit, which are secured by
certificates of deposits.

We declared an extraordinary cash dividend of $4.50 per share payable to shareholders of record as of
February 5, 2004, payable on March 11, 2004. The total dividend paid was $57.8 million. Under the intrinsic
value method of accounting for stock options, we were required to adjust our stock option exercise price by the
dividend amount or $4.50 per share because the dividend was a return of capital. Since our stock option plan
does not allow us to reprice options, we were required to change to the variable method of accounting for our
outstanding stock options. Under variable accounting, compensation expense is recognized over the life of the
option (until exercised, forfeited, or cancelled) generally to the extent that there are any increases in the per
share market price of the company’s common stock. It is difficult to estimate the impact that expensing stock
options will have on our statement of operations as this expense is dependent upon future events that are
difficult to predict, such as the number of options to be granted during a period, the price of our Common
Stock at the time of grant, the stock price volatility, the risk free interest rate during the period and the
expected average life of the option. A slight change in any one of these variables can materially affect the
amount of compensation expense to be recorded. This change to the variable method of accounting on
March 12, 2004 had no financial impact on the fiscal 2004 financial statements.

Given our cash position, we currently do not have a line of credit. We have various equipment notes
outstanding with other lenders, which are secured by the equipment. Several of these notes have covenants
attached pertaining to liquidity levels and minimum tangible net worth.

As a result of the extraordinary cash dividend, we violated certain lending covenants in March 2004,
based on current agreements in place, on approximately $0.9 million in debt. Therefore, we have classified the
total amount of $0.9 million under current liabilities. We are in the process of renegotiating our debt
covenants. There can be no assurance that we will successfully renegotiate the covenants, in which case the
$0.9 million in debt may become due.

We believe that our current cash resources and borrowings available from our equipment financing
sources should be sufficient to meet our liquidity requirements through at least the next twelve months.

Commitments

We do not have any special purpose entities. We have no commercial commitments with related parties,
except for employee loans. We have outstanding loans to certain former officers and employees totaling
approximately $0.6 million at March 31, 2004, The notes are relocation loans collateralized by certain real
property assets, bear no interest and have maturities through 2019. The principal will be repaid at various
dates. If an employee voluntarily ceases being employed by us, the principal outstanding will be due and
payable within 90 days.
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We have contractual obligations in the form of operating and capital leases, debt and purchase order
commitments. The following table sets forth our future contractual obligations as of March 31, 2004 (in
thousands):

Fiscal Year

Contractual Obligations Total 2005 2006 2007 2008
Long-term debt obligations . ..................... $1,866 $1,576 $ 290 $ — $—
Capital lease obligations ................ .. ..... 336 336 —_— — —_—
Operating lease obligations ...................... 5,029 3,470 1,253 276 30
Open purchase order commitments ............... 1,070 1,070 —_ - =
Total. .o $8,398  $6,537 $1,555 $276  $30

The table records cash obligations, including future interest repayments, and includes operating lease
obligations for equipment that no longer has economic value for us, for which a special charge of $1.3 million
was recorded in the third quarter of fiscal 2003 income statement.

We have outstanding letters of credit of approximately $0.9 miilion as security for capital leases for
equipment and pending supplier cancellation charges.

Related Party Transactions

We have outstanding loans totaling $0.6 million at March 31, 2004 and $1.5 million at March 31, 2003 to
certain former officers and employees. The notes are relocation loans collateralized by certain real property
assets, bear no interest and have maturities through 2019. The principal will be repaid at various dates. If an
employee voluntarily ceases being employed by us, the principal outstanding will be due and payable within
90 days. During fiscal 2001, loans were granted to officers and employees totaling approximately $1.8 million.
No loans were granted to officers and employees during fiscal 2002, 2003, or 2004. During fiscal 2002, 2003
and 2004, the outstanding loans to officers and employees were reduced by the amounts of $0.3 million,
$0.1 million and $0.9 million, respectively.

In November 2002, we entered into change of control severance agreements with each of Tamer Husseini
and Margaret Smith. Pursuant to these agreements, if either Mr. Husseini or Ms. Smith is terminated as a
result of an involuntary termination within 24 months after a change in control or within three months on or
before a change in control, then he or she shall be entitled to certain benefits as set forth in the agreements,
which are listed in the Exhibit Table hereto. The change in the composition of our Board as a result of our
agreement with the Celeritek Shareholder Protective Committee, as described above, resulted in a change of
control for the purpose of these agreements. In the event of an involuntary termination, severance cost would
be approximately $1.5 million for both Mr. Husseini and Ms. Smith, In addition, all options granted prior to
the change of control will become fully vested and be exercisable as of the date of termination. As of
March 31, 2004, there are stock options outstanding for 318,000 shares subject to the change of control
agreement with a weighted average exercise price of $20.15.

During the fourth quarter of fiscal 2003, a portion of the impaired Lincoln, United Kingdom equipment
was sold to a company founded by former Lincoln management for the fair market value of $0.3 million.
Multiple quotes were received from third parties to determine the sale price of the equipment. In connection
with the sale of equipment, we received an unsecured note bearing interest at 5.25% per annum for the entire
amount of the proceeds. After assessing the collectability of the note, which is payable in two lump sums over
24 months, we decided to record the gain on disposal as cash is received.
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RISK FACTORS

You should carefully consider the risks described below. The risks and uncertainties described below are
not the only ones facing us. Additional risks and uncertainties not presently known to us or that we currently
deem immaterial may also impair our business operations. If any of the following risks actually occur, our
business, results of operations or cash flows could be adversely affected. In those cases, the trading price of our
common stock could decline, and you may lose all or part of your investment.

Because many of our expenses are fixed, we will not achieve profitability until our revenues significantly
increase.

Our business requires us to maintain manufacturing equipment and related support infrastructure that we
must pay for regardless of our level of sales. To support our manufacturing capacity we also incur costs for
maintenance and repairs and employ personnel for manufacturing and process engineering functions. These
expenses, along with depreciation costs, are fixed and do not vary greatly, if at all, when our net sales decrease.
In addition, the lead time for developing and manufacturing our products often requires us to invest in
manufacturing ¢apacity in anticipation of future demand. The recent decline in market demand has resulted in
infrastructure costs in excess of current needs and has resulted in lower earnings. Although we recently exited
the wireless handset power amplifier market — which we believe will result in reduced expenses — we are
nevertheless still relying on increased sales to manufacturers of commercial communications equipment and
defense contractors in order to realize a significant increase in revenues. If these sales do not materialize, and
if our revenues do not significantly increase to a level commensurate with our installed capacity, we will be
unable to achieve profitability.

As a result of our recent exit from the wireless handset power amplifier business, we face risks relating
to our increased reliance on sales of our semiconductor products for wireless infrastructure, satellite
communications and defense applications.

In late September 2003, we exited the wireless handset power amplifier business in order to focus our
resources on market areas where we believe our core competencies will allow us the greatest opportunity of
success in our goal of returning to profitability. There is, however, no guarantee that our exit from the wireless
handset power amplifier business will enable us to reach profitability on a more expedited basis, or at all. In
particular, we now face increased reliance on the sales of our semiconductor products for wireless infrastruc-
ture, satellite communications and defense applications, which markets may have lower growth potential than
the wireless handset market. In addition, we may fail to manage successfully our exit from the wireless
handset power amplifier business. If we do not properly manage our exit from the handset business, or if our
projections with respect to the sales of our semiconductors products for wireless infrastructure, satellite
communications and defense applications are incorrect, we may fail to achieve profitability and our business
may suffer. As our Board of Directors continues to explore all strategic alternatives to enhance shareholder
value, there could be further business realignments with outcomes that may not materialize as anticipated.

Our operating results have fluctuated significantly in the past, and we expect these fluctuations to
continue. If our results are worse than expected, our stock price could fall.

Our operating results have fluctuated in the past, and may continue to fluctuate in the future. These
fluctuations may cause our stock price to decline. Some of the factors that may cause our operating results to
fluctuate include:

 the timing, cancellation or delay of customer orders or shipments, particularly from our largest
customers;

+ fluctuating demand from our defense customers;

+ the timing of our introduction of new products and the introduction of new products by our
competitors; '

« variations in average selling prices of our products;
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+ the mix of products that we sell;

+ our ability te secure manufacturing capacity and effectively utilize the capacity;

+» the availability and cost of components;

» GaAs semiconductor component and GaAs-based subsystem failures and associated support costs;
« variations in our manufacturing yields related to our GaAs semiconductor components;

« market acceptance of our products; and

» changes in our inventory levels.

Any unfavorable changes in the factors listed above or general industry and global economic conditions
could significantly harm our business, operating results and financial condition. For example, during the third
quarter of fiscal 2003, Motorola, our largest customer, began transitioning to new handset platforms for which
we were not the selected supplier of power amplifier modules and our sales were negatively impacted. In
addition, in late September 2003, we exited the wireless handset power amplifier market entirely. Due to
fluctuations in our net sales and operating expenses, we believe that period to period comparisons of our results
of operations are not good indications of our future performance. It is possible that in some future quarter or
quarters, our operating results will be below the expectations of securities analysts or investors. In that case,
our stock price could decline.

Variable accounting related to past stock option grants may impact our future earnings.

We declared an extraordinary cash dividend of $4.50 per share payable to shareholders of record as of
February 5, 2004, payable on March 11, 2004. The total dividend paid was $57.8 million. Pursuant to the
Nasdaq Marketplace Rules, the ex-dividend date with respect to the cash dividend was set as March 12, 2004.
Accordingly, prior to the commencement of trading on March 12, 2004, the Company’s opening bid price was
reduced by $4.50 per share to reflect the payment of the cash dividend. Under the intrinsic value method of
accounting for stock options, we were required to adjust our stock option exercise price by the dividend
amount or $4.50 per share because the dividend was a return of capital. Since our stock option plan does not
allow us to reprice options, we were required to change to the variable method of accounting for our
outstanding stock options. Under variable accounting, compensation expense is recognized over the life of the
option (until exercised, forfeited, or cancelled) generally to the extent that there are any increases in the per
share market price of the company’s common stock. It is difficult to estimate the impact that expensing stock
options will have on our statement of operations as this expense is dependent upon future events that are
difficult to predict, such as the number of options to be granted during a period, the price of our common stock
at the time of grant, the stock price volatility, the risk free interest rate during the period and the expected
average life of the option. A slight change in any one of these variables can materially affect the amount of
compensation expense to be recorded.

We depend on a small number of original equipment manufacturers as customers. If we lose one or more
of our significant customers, or if purchases by any one of our key customers decrease, our net sales will
decline and our business will be harmed.

We expect that sales to a limited number of customers will account for a large percentage of our net sales
in the future and will be a very important component in our plans for returning to profitability. If we lose any
of our existing major customers, our operating results and business would be harmed. In fiscal year 2004, sales
to our top ten customers accounted for approximately 62% of our net sales, with Raytheon making up
approximately 16% and BAE Systems making up approximately 10% of those net sales. In fiscal year 2003,
sales to our top ten customers accounted for approximately 75% of our net sales, with Motorola making up
approximately 41% of those net sales. In fiscal year 2002, sales to our top ten customers accounted for
approximately 76% of our net sales, with Motorola making up approximately 43% of those net sales. We had
been a sole source supplier of power amplifier modules to Motorola for its model 120v handset platform.
However, Motorola transitioned to new platforms, and it selected a sole source supplier other than us for its
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new platforms. As discussed above, we have exited the wireless handset power amplifier market entirely. If we
were to lose a major customer, or if orders by any of our major customers were to otherwise decrease or be
delayed, our business, operating results and financial condition would be seriously harmed.

We need to keep pace with rapid product and process development and technological changes to be
competitive.

We compete in markets with rapidly changing technologies, evolving industry standards and continuous
improvements in products. To be competitive we will need to continually improve our products and keep
abreast of new technology and our ability to grow will depend substantially on our ability to continue to apply
our GaAs semiconductor components expertise to existing and emerging wireless communications markets.
New process technologies could be developed that have characteristics that are superior to our current
processes. If we are unable to develop and maintain competitive processes or design products using new
technologies, and if we are unable to secure production orders for these products, we will not achieve the
significant increase in revenues necessary to achieve profitability, and our business and operating results will
suffer. We cannot assure you that we will be able to respond to technological advances, changes in customer
requirements or changes in regulatory requirements or industry standards. Any significant delays in our
development, introduction or shipment of products could seriously harm our business, operating results and
financial condition.

We are exposed to general economic, market and, additionally, industry conditions.

Our business is subject to the effects of general economic conditions in the United States and globally,
and, in particular, market conditions in the wireless communications and defense industries. In recent
quarters, our operating results have been adversely affected as a result of unfavorable economic conditions and
reduced capital spending in the United States, Europe and Asia. In particular, sales to customers who supply
equipment to service providers of voice and data services have been adversely affected due to significant
decline in demand in the wireless infrastructure markets. If the economic conditions in the United States and
globally do not improve, if we experience a worsening in the global economic slowdown or if the wireless
infrastructure markets do not recover, we may continue to experience material adverse impacts on our
business, operating results and financial condition.

We expect our products to experience rapidly declining average sales prices, and if we do not decrease
costs or develop new or enhanced products, our margins will suffer.

In each of the markets where we compete, average sales prices of established products have been
significantly declining, and we anticipate that prices will continue to decline and negatively impact our gross
profit margins. There is currently over capacity in the markets we serve, which could lead to additional pricing
pressure as our competitors seek to improve their asset utilization. Accordingly, to remain competitive, we
believe that we must continue to develop product enhancements and new technologies that will either slow the
price declines of our products or reduce the cost of producing and delivering our products. If we fail to do so,
our results of operations would be seriously harmed.

Our sales to international customers expose us to risks that may harm our business.

Sales to international customers accounted for 35% of our net sales in fiscal 2004, 67% of our net sales in
fiscal 2003 and 31% of our net sales in 2002. The decline in the percentage of sales to international customers
in fiscal 2004, as compared to fiscal 2003, is the result of the decline in sales of power amplifiers to Motorola.
Almost all of our wireless handset power amplifier products were sold to Motorola’s foreign subsidiaries and
contractors. We expect that international sales will continue to account for a significant portion of our net sales
in the future. In addition, many of our domestic customers sell their products outside of the United States.
These sales expose us to a number of inherent risks, including:

« the need for export licenses;

« unexpected changes in regulatory requirements;
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« tariffs and other potential trade barriers and restrictions;

« reduced protection for intellectual property rights in some countries;

+ fluctuations in foreign currency exchange rates;

« the burdens of complying with a variety of foreign laws;

« the impact of recessionary or inflationary environments in economies outside the United States; and
« generally longer accounts receivable collection periods.

We are also subject to general geopolitical risks, such as political and economic instability and changes in
diplomatic and trade relationships, in connection with our international operations. Potential markets for our
products exist in developing countries that may deploy wireless communications networks. These countries
may decline to construct wireless communications networks, experience delays in the construction of these
networks or use the products of one of our competitors to construct their networks. As a result, any demand for
our products in these countries will be similarly limited or delayed. If we experience significant disruptions to
our international sales, our business, operating results and financial condition could be harmed.

Additionally, all of our circuit assembly and test vendors are located outside of the United States.
Consequently, our ability to secure products from these vendors is subject to most of the same risks described
in the above paragraphs, including: unexpected changes in regulatory requirements; tariffs and other potential
trade barriers and restrictions; reduced protection for intellectual property rights in some countries; fluctua-
tions in foreign currency exchange rates; the burdens of complying with a variety of foreign laws; and general
geopolitical risks. In the event that any of our international vendors is unable to fulfill our requirements in a
timely manner, we may experience an interruption in production until we locate alternative sources of supply.
If we encounter shortages in component supply, we may be forced to adjust our product designs and
production schedules. The failure of one or more of our key suppliers or vendors to fulfill our orders in a timely
manner and with acceptable quality and yields could cause us to not meet our contractual obligations, could
damage our customer relationships (including relationships with major customers) and could harm our
business.

Our backlog may not result in sales,

Our backlog primarily represents signed purchase orders for products due to ship within 18 months. As of
March 31, 2004, our backlog was approximately $15.6 million, of which 82% was from subsystem customers
and 18% was from semiconductor customers. Backlog is not necessarily indicative of future sales as our
customers may cancel or defer orders without penalty. Nevertheless, we make a number of management
decisions based on our backlog, including purchasing materials, hiring personnel and other matters that may
increase our production capabilities and costs. Cancellation of pending purchase orders or termination or
reduction of purchase orders in progress could significantly harm our business. We do not believe that our
backlog as of any particular date is representative of actual sales for any succeeding period, and we do not
know whether our current order backlog will necessarily lead to sales in any future period.

Generally, purchase orders in our backlog are subject to cancellation without penalty at the option of the
customer, and from time to time we have experienced cancellation of orders in backlog. In fact, in fiscal 2002,
a significant portion of our backlog was cancelled due to changing market conditions. Certain of our customers
in the wireless infrastructure market delayed and cancelled long-standing contracts in response to declining
market demand.

The variability of our manufacturing yields may affect our gross margins.

The success of our business depends largely on our ability to make our products efficiently through a
manufacturing process that results in a large number of usable products, or yields, from any particular
production run. In the past we have experienced significant delays in our product shipments due to lower than
expected production yields. Due to the rigid technical requirements for our products and manufacturing
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processes, our production yields can be negatively affected for a variety of reasons, some of which are beyond
our control. For instance, yields may be reduced by:

» lack of experience in producing a new product;

» defects in masks that are used to transfer circuit patterns onto wafers;
+ impurities in materials used;

+ contamination of the manufacturing environment; and

+ equipment failures.

Our manufacturing yields also vary significantly among our products due to product complexity and the
depth of our experience in manufacturing a particular product. We cannot assure you that we will not
experience problems with our production yields in the future. Decreases in our yields can result in substantially
higher costs for our products. If we cannot maintain acceptable yields in the future, our business, operating
results and financial condition will suffer.

Decreases in our customers’ sales volumes could result in decreases in our sales volumes.

Our current semiconductor product strategy is to design standard products that can be used by different
customers for a variety of applications. Any significant increase in our sales volume is dependent on our
achieving a considerable number of design wins. Additionally, where our products are designed into an original
equipment manufacturer’s product, our sales volumes will be dependent upon the commercial success of the
original equipment manufacturer’s product. Sales of our major customers’ products can vary significantly from
quarter to quarter. Accordingly, our sales could be adversely affected by a reduction in demand for wireless
and defense communications systems. Our operating results have been significantly harmed in the past by the
failure of anticipated orders to be realized and by deferrals or cancellations of orders as a result of changes in
demand for our customers’ products.

We depend on single and limited sources for key components. If we lose one or more of these sources,
delivery of our products could be delayed or prevented and our business could suffer.

We acquire some of the components for our existing products from single sources, and some of the other
components for our products are presently available or acquired only from a limited number of suppliers. Our
single-sourced components include substrates, millimeter wave components and semiconductor packages.
Some of these components are critical to the products we sell to our major customers. In the event that any of
these suppliers are unable to fulfill our requirements in a timely manner, we may experience an interruption in
production until we locate alternative sources of supply. If we encounter shortages in component supply, we
may be forced to adjust our product designs and production schedules. The failure of one or more of our key
suppliers or vendors to fulfill our orders in a timely manner and with acceptable quality and yields could cause
us to not meet our contractual obligations, could damage our customer relationships (including relationships
with major customers) and could harm our business.

Intense competition in our industry could result in the loss of customers or an inability to attract new
customers.

We compete in an intensely competitive industry and we expect our competition to increase. A number of
companies produce products that compete with ours or could enter into competition with us. These
competitors, or potential future competitors, include CTT, M/A-COM, Miteq, and REMEC. In addition, a
number of smaller companies may introduce competing products. Many of our current and potential
competitors have significantly greater financial, technical, manufacturing and marketing resources than we
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have and have achieved market acceptance of their existing technologies. Our ability to compete successfully
depends upon a number of factors, including:

+ the willingness of our customers to incorporate our products into their products;

« product quality, performance and price;

« the effectiveness of our sales and marketing personnel;

« the ability to rapidly develop new products with desirable features;

« the ability to produce and deliver products that meet our customers’ requested shipment dates;
+ the capability to evolve as industry standards change; and

» the number and nature of our competitors.

We cannot assure you that we will be able to compete successfully with our existing or new competitors.
If we are unable to compete successfully in the future, our business, operating results and financial condition
will be harmed.

Our business will be harmed if potential customers do not use gallium arsenide components.

Silicon semiconductor technologies are the dominant process technologies for integrated circuits, and the
performance of silicon integrated circuits continues to improve. Our prospective customers may be systems
designers and manufacturers who are cvaluating these silicon technologies and, in particular, silicon
germanium versus gallium arsenide integrated circuits for use in their next generation high performance
systems. Customers may be reluctant to adopt our gallium arsenide products because of:

 unfamiliarity with designing systems with gallium arsenide products;
+ concerns related to relatively higher manufacturing costs and lower yields; and

+ uncertainties about the relative cost effectiveness of our products compared to high performance silicon
components.

In addition, potential customers may be reluctant to rely on a smaller company like us for critical
components. We cannot be certain that prospective customers will design our products into their systems, that
current customers will continue to integrate our components into their systems or that gallium arsenide
technology will continue to achieve widespread market acceptance.

Our products may not perform as designed and may have errors or defects that could result in a decrease
in net sales or liability claims against us.

Our customers establish demanding specifications for product performance and reliability. Our standard
product warranty period is one year. Problems may occur in the future with respect to the performance and
reliability of our products in conforming to customer specifications. If these problems do occur, we could
experience increased costs, delays in or reductions, canceliations or rescheduling of orders and shipments,
product returns and discounts and product redesigns, any of which would have a negative impact on our
business, operating results and financial condition. In addition, errors or defects in our products may result in
legal claims that could damage our reputation and our business, increase our expenses and impair our
operating results.

The sales cycle of our products is lengthy and the life cycle of our products is short, making it difficult
to manage our inventory efficiently.

Most of our products are components in commercial or defense communications systems. The sales cycle
associated with our products is typically lengthy, and can be as long as two years, due to the fact that our
customers conduct significant technical evaluations of our products before making purchase commitments.
This qualification process involves a significant investment of time and resources from us and our customers to
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ensure that our product designs are fully qualified to perform with the customers’ equipment. The qualification
process may result in the cancellation or delay of anticipated product shipments, thereby harming our
operating results.

In addition, our inventory can rapidly become outdated due to the short life cycle of the end products that
incorporate our products. In fiscal 2003, we wrote off outdated inventory when one of our customers stopped
producing the mobile handsets that incorporated our power amplifier. Qur business, operating results and
financial condition could be harmed by excess or outdated inventory levels if our customers’ products evolve
more rapidly than anticipated or if demand for a product does not materialize.

We are subject to stringent environmental regulations that could negatively impact our business.

We are subject to a variety of federal, state and local laws, rules and regulations related to the discharge
and disposal of toxic, volatile and other hazardous chemicals used in our manufacturing process. Our failure to
comply with present or future regulations could result in fines being imposed on us, suspension of our
production or a cessation of our operations. The regulations could require us to acquire significant equipment
or to incur substantial other expenses in order to comply with environmental regulations. Any past or future
failure by us to control the use of or to restrict adequately the discharge of hazardous substances could subject
us to future liabilities and could cause our business, operating results and financial condition to suffer. In
addition, under some environmental laws and regulations we could be held financially responsible for remedial
measures if our properties are contaminated, even if we did not cause the contamination.

If we are unable to effectively protect our intellectual property, or if it were determined that we infringed
the intellectual property rights of others, our ability to compete in the market may be impaired.

Our success depends in part on our ability to obtain patents, trademarks and copyrights, maintain trade
secret protection and operate our business without infringing the intellectual property rights of other parties.
Although there are no pending lawsuits against us, from time to time we have been notified in the past and
may be notified in the future that we are infringing another party’s intellectual property rights.

In the event of any adverse determination of litigation alleging that our products infringe the inteliectual
property rights of others, we may be unable to obtain licenses on commercially reasonable terms, if at all. If we
were unable to obtain necessary licenses, we could incur substantial liabilities and be forced to suspend
manufacture of our products. Litigation arising out of infringement claims could be costly and divert the effort
of our management and technical personnel.

In addition to patent and copyright protection, we also rely on trade secrets, technical know-how and
other unpatented proprietary information relating to our product development and manufacturing activities.
We try to protect this information with confidentiality agreements with our employees and other parties. We
cannot be sure that these agreements will not be breached, that we would have adequate remedies for any
breach or that our trade secrets and proprietary know-how will not otherwise become known or independently
discovered by others.

In addition, to retain our intellectual property rights we may be required to seek legal action against
infringing parties. This legal action may be costly and may result in a negative outcome. An adverse outcome
in litigation could subject us to significant liability to third parties, could put our patents at risk of being
invalidated or narrowly interpreted and could put our patent applications at risk of not issuing. The steps taken
by us may be inadequate to deter misappropriation or impede third party development of our technology. In
addition, the laws of some foreign countries in which our products are or may be sold do not protect our
intellectual property rights to the same extent, as do the laws on the United States. If we are not successful in
protecting our intellectual property our business will suffer.
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Our manufacturing capacity and our ability to maintain sales volume is dependent on the successful
retention of qualified design, assembly and test personnel and our ability to install critical assembly and
test equipment on a timely basis.

Our ability to satisfy our current backlog and any additional orders we may receive in the future will
depend on our ability to successfully retain qualified design engineers, assembly and test personnel. Our design
engineers reside at our headquarters in Santa Clara, California and at our design center in the United
Kingdom. We contract with third parties located primarily in Asia for many of our assembly and test
requirements. Our need to successfully manage and retain these personnel will intensify if in the future our
production volumes are required to increase significantly from expected levels. Demand for people with these
skills is intense and we cannot assure you that we will be successful in retaining sufficient personnel with these
critical skills. Our business has been harmed in the past by our inability to hire and retain people with these
critical skills, and we cannot assure you that similar problems will not reoccur.

We depend heavily on our key managerial and technical personnel. If we cannot attract and retain
persons for our critical management and technical functions we may be unable to compete effectively.

Our success depends in significant part upon the continued service of our key technical, marketing, sales
and senior management personnel and our continuing ability to attract and retain highly qualified technical,
marketing, sales and managerial personnel, In particular, we have experienced and continue to experience
difficulty attracting and retaining qualified engineers, which has harmed our ability to develop a wider range of
handset products in a timely manner. Competition for these kinds of experienced personnel is intense. In
addition, as discussed above, uncertainties resulting from potential business restructurings may hamper our
ability to retain our executives or key personnel in our engineering and other departments. We cannot assure
you that we can retain our key technical and managerial employees or that we can attract, assimilate or retain
other highly qualified technical and managerial personnel in the future. Our failure to attract, assimilate or
retain Key personnel could significantly harm our business, operating results and financial condition.

Our customers’ failure to adhere to governmental regulations could harm our business.

A significant portion of our products are integrated into the wireless communications subsystems of our
clients. These subsystems are regulated domestically by the Federal Communications Commission and
internationally by other government agencies. With regard to equipment in which our products are integrated,
it is typically our customers’ responsibility, and not ours, to ensure compliance with governmental regulations.
Our net sales will be harmed if our customers’ products fail to comply with all applicable domestic and
international regulations.

A disaster could severely damage our operations.

A disaster could severely damage our ability to deliver our products to our customers. Our products
depend on our ability to maintain and protect our computer systems, which are primarily located in or near our
principal headquarters in Santa Clara, California. Santa Clara exists on or near a known earthquake fault
zone. Although the facilities in which we host our computer systems are designed to be fault tolerant, the
systems are susceptible to damage from fire, floods, earthquakes, power loss, telecommunications failures, and
similar events. Although we maintain gencral business insurance against fires, floods and some general
business interruptions, there can be no assurance that the amount of coverage will be adequate in any
particular case.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Interest Rate Risk

Our exposure to market risk is principally confined to our cash, cash equivalents and investments which
have maturities of less than two years. We maintain a non-trading investment portfolio of investment grade,

liquid, debt securities that limits the amount of credit exposure to any one issue, issuer or type of instrument.
At March 31, 2004, our investment portfolio comprised approximately $2.5 million in money market funds
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and certificate of deposits and $23.6 million of money market auction rate preferred stocks, corporate debt
securities and municipal bonds. The securities in our investment portfolio are not leveraged, are classified as
available for sale and are therefore subject to interest rate risk. We currently do not hedge interest rate
exposure. If market interest rates were to increase by 100 basis points, or 1%, from March 31, 2004 levels, the
fair value of our portfolio would decline by approximately $0.1 million. The modeling technique used measures
the change in fair values arising from an immediate hypothetical shift in market interest rates.

Foreign Currency Exchange Risk

The current foreign exchange exposure in all international operations is deemed to be immaterial since all
of our net sales and the majority of liabilities are receivable and payable in U.S. dollars. A 10% change in
exchange rates would not be material to our financial condition and results from operations. Accordingly, we
do not use derivative financial instruments to hedge against foreign exchange exposure.

Item 8. Financial Statements and Supplementary Data

The information required by this item is listed under Item 7 and Item 15(a)! of this Form 10-K.
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Selection of BDO Seidman, LLP

The Audit Committee of the Board of Directors of Celeritek, Inc. periodically considers and recommends
to the Board the selection of independent public accountants. On February 18, 2004, after an evaluation
process of independent audit firms, the Audit Committee appointed BDO Seidman, LLP (“BDO”) as
Celeritek’s independent auditors for the 2004 fiscal year, replacing Ernst & Young LLP (“Ernst & Young”™).

This action effectively dismissed Ernst & Young as the Company’s independent auditor for the fiscal year
that commenced on April 1, 2003. The report of Ernst & Young on the Company’s consolidated financial
statements for the fiscal years ended March 31, 2003 and 2002 did not contain an adverse opinion or a
disclaimer of opinion and was not qualified or modified as to uncertainty and audit scope or accounting
principles. There have been no disagreements with Ernst & Young on any matter of accounting principles or
practices, financial statement disclosure or auditing scope or procedure, which disagreements if not resolved to
Ernst & Young’s satisfaction would have caused them to make reference to the subject matter of the
disagreement in connection with their reports. There were no “reportable events” as that term is described in
Item 304(a) (1) (v) of Regulation S-K.

During the fiscal years ended March 31, 2003 and 2002 and through February 18, 2004 (the date BDO
was appointed), the Company did not consult BDO with respect to the application of accounting principles to
a specified transaction, either completed or proposed, or the type of audit opinion that might be rendered on
the Company’s Consolidated Financial Statements or any other matters or reportable events as defined in
Item 304(a)(2) (i) and (ii) of Regulation S-K.

Item 9A. Controls and Procedures

Our management evaluated, with the participation of our chief executive officer and our chief financial
officer, the effectiveness of our disclosure controls and procedures pursuant to Rule 13a-15 promulgated under
the Securities Exchange Act as of March 31, 2004. Based on this evaluation, our chief executive officer and
our chief financial officer have concluded that our disclosure controls and procedures are effective to ensure
that information we are required to disclose in reports that we file or submit under the Securities Exchange
Act of 1934 is recorded, processed, summarized and reported within the time periods specified in Securities
and Exchange Commission rules and forms.

There was no change in our internal control over financial reporting that occurred during the period
covered by this Report that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting. We are aware that any system of control, however well-designed and operated,
can only provide reasonable, and not absolute, assurance that the objectives of this system are met, and that
maintenance of disclosure controls and procedures is an ongoing process that may change over time.
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PART III

Item 10. Directors and Executive Officers of the Registrant

The information regarding our executive officer required by this item is incorporated by reference from
the section entitled “Executive Officers of the Registrant” in Part | of this Report. All other information
required by this item is incorporated herein by reference to our definitive Proxy Statement to be filed in
connection with our 2004 Annual Meeting of Shareholders, which is expected to be filed not later than
120 days after our fiscal year ended March 31, 2004.

Item 11. Executive Compensation

The information required by this item is incorporated herein by reference to our definitive Proxy
Statement to be filed in connection with our 2004 Annual Meeting of Shareholders, which is expected to be
filed not later than 120 days after our fiscal year ended March 31, 2004.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this item is incorporated herein by reference to our definitive Proxy
Statement to be filed in connection with our 2004 Annual Meeting of Shareholders, which is expected to be
filed not later than 120 days after our fiscal year ended March 31, 2004.

Item 13. Certain Relationships and Related Transactions

The information required by this item is incorporated herein by reference to our definitive Proxy
Statement to be filed in connection with our 2004 Annual Meeting of Shareholders, which is expected to be
filed not later than 120 days after our fiscal year ended March 31, 2004.

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated herein by reference to our definitive Proxy
Statement to be filed in connection with our 2004 Annual Meeting of Shareholders, which is expected to be
filed not later than 120 days after our fiscal year ended March 31, 2004.

PART IV

Item 15. Exhibits, Financial Statement Schedules and Reports on Form §-K
(a) The following documents are filed as part of this report:

1. Consolidated Financial Statements

Page
Report of Independent Registered Public Accounting Firm — BDO Seidman, LLP . ...... 39
Report of Independent Registered Public Accounting Firm — Ernst & Young, LLP ...... 40
Consolidated Balance Sheets as of March 31,2004 and 2003 .. ........... .. ... ....... 41

Consolidated Statements of Operations for the years ended March 31, 2004, 2003 and 2002 42
Consolidated Statements of Shareholders’ Equity for the years ended March 31, 2004,

2003 and 2002 . ... 43
Consolidated Statements of Cash Flows for the years ended March 31, 2004, 2003 and

20002 L e 44
Notes to Consolidated Financial Statements . ... ... ... 0., 45

2. Financial Statement Schedule
Schedule II — Valuation and Qualifying Accounts ..............iieiiiinennnnennn.. S-1

All other schedules and financial statements are omitted because they are not applicable or the required
information is shown in the consolidated financial statements or notes thereto.
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3. Exhibits

Exhibit
Number

3.1(1)
3.2(16)
4.1(2)
4.2(2)

43(6)
4.4(14)
10.1(2)

10.2(4)
10.3(10)
10.4(2)
10.5(2)
10.6(2)
10.7(3)
10.8(7)

10.9(8)
10.10(8)

10.11(9)

10.12(11)
10.13(12)
10.14(12)

10.15(15)
16.1(17)

21
23.1
232
24
311

31.2

321

99.1(13)

Description

Amended and Restated Articles of Incorporation of Registrant.
Bylaws of Registrant, as amended through May 28, 2003.
Form of Registrant’s Stock Certificate.

Third Modification Agreement (including Registration Rights Agreement) dated July 30, 1990,
between the Registrant and certain investors.

Shareholders Rights Agreement dated March 25, 1999, by and between the Registrant and
BankBoston, N.A.

Registration Rights Agreement, dated February 4, 2000, between the Registrant and the parties
identified on Exhibit A thereto.

1985 Stock Incentive Program and forms of Incentive Stock Option Agreement and Nonstatu-
tory Stock Option Agreement. ‘

1994 Stock Option Plan, as amended, and form of Stock Option Agreement.

Employee Qualified Stock Purchase Plan, as amended, and form of Subscription Agreement.
Outside Director’s Stock Option Plan and form of Stock Option Agreement.

Form of Directors’ and Officers” Indemnification Agreement.

Lease Agreement dated April 1, 1993 between the Registrant and Berg & Berg Developers.
Lease agreement dated April 11, 1997 between the Registrant and Spieker Properties, L.P.

First Amendment to Lease dated June 17, 1999 by and between Registrant and Mission West
Properties, L.P. II (formerly known as Berg & Berg Developers).

2000 Nonstatutory Stock Option Plan.

Share Subscription Agreement by and between the Registrant and Suntek Compound Semicon-
ductor Co. LTD, dated December 5, 2000.

Joint Venture Agreement, dated as of December 20, 2001, by and among Celeritek, Inc., UBE
Electronics, Ltd. and NewGen Telecom Co., Ltd.

Stock Purchase agreement, dated as of March 18, 2002, by and among Celeritek, Inc. and
NewGen Telecom Co., Ltd.

Change of Control Severance Agreement by and between Celeritek, Inc. and Tamer Husseini,
dated November 22, 2002.

Change of Control Severance Agreement by and between Celeritek, Inc. and Margaret E.
Smith, dated November 22, 2002.

Tavanza, Inc. 2000 Stock Incentive Plan.

Letter dated February 23, 2004 from Ernst & Young LLP to the Securities and Exchange
Commission.

Subsidiaries of Celeritek.

Consent of BDO Seidman, LLP, Independent Registered Public Accounting Firm.
Consent of Ernst & Young LLP, Independent Registered Public Accounting Firm.
Power of Attorney (see signature page).

Certification of the Chief Executive Officer pursuant to Securities and Exchange Act
Rules 13a-15(e) and 15d-1(e), as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certification of the Chief Financial Officer pursuant to Securitiecs and Exchange Act
Rules 13a-15(e) and 15d-1(e), as adopted pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002.

Certifications of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Settlement Agreement, dated May 28, 2003, between Celeritek, Inc., the Celeritek Shareholder
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Exhibit
Number Description

(1)
(2)

(3)
(4)

&)
(6)
(7)
(8)
(%)
(10)
(11)
(12)
(13)
(14)

(15)

(16)
(17)

Protective Committee and the members and certain affiliates of the Celeritek Shareholder
Protective Committee.

Incorporated by reference to our Form 8-K filed on July 29, 2002.

Incorporated by reference to the identically numbered exhibits to our Registration Statement of
Form S-1 (Commission File No. 33-98854), which became effective on December 19, 1995.

Incorporated by reference to our Form 10-K filed for the fiscal year ended March 31, 1997.

Incorporated by reference to our Statement on Form S-8 (Commission File No. 333-52037), filed
May 7, 1998.

Incorporated by reference to our Form 10-K filed for the fiscal year ended March 31, 1999.
Incorporated by reference to our Form 8-A filed on April 1, 1999.

Incorporated by reference to our Form 10-K/A filed for the fiscal year ended March 31, 2000.
Incorporated by reference to our Form 10-K filed for the fiscal year ended March 31, 2001.
Incorporated by reference to our Form 10-Q filed for the quarter ended December 31, 2001.
Incorporated by reference to our Form S-8 (Commission File No. 333-67624) filed on August 15, 2001.
Incorporated by reference to our Form 10-K filed for the fiscal year ended March 31, 2002.
Incorporated by reference to our Form 8-K filed on April 16, 2003.

Incorporated by reference to our Form 8-K filed on May 28, 2003.

Incorporated by reference to our Form S-3 (Commission File No. 333-31160) filed on February 25,
2000.

Incorporated by reference to our Form S-8 (Commissidﬁ File No. 333-102538) filed on January 16,
2003.

Incorporated by reference to our Form 10-K filed for the fiscal year ended March 31, 2003.
Incorporated by reference to our Form 8-K filed on February 23, 2004.

(b) Reports on Form 8-K

We filed 4 reports on Form 8-K with the Securities and Exchange Commission during the fourth quarter

ended March 31, 2004, as follows:

1. Report on Form 8-K filed on January 15, 2004 under Item 2 (Acquisition or Disposition of
Assets), regarding our extraordinary cash dividend.

2. Report on Form 8-K filed on January 27, 2004 under Item 12 (Results of Operations and
Financial Condition), regarding our third quarter fiscal 2004 financial results.

3. Report on Form §8-K filed on February 23, 2004 under Item 4 (Changes in Registrant’s Certifying
Accountant), regarding the changes in our certifying accountants.

4. Report on Form 8-K/A filed on February 26, 2004 under Item 4 (Changes in Registrant’s
Certifying Accountant), regarding the changes in our certifying accountants.

(¢) Exhibits
See Item 15(a)3 for a list of exhibits.
(d) Financial Statement Schedules

See Item 15(a)2 for a list of financial statement schedules.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Celeritek, Inc.

We have audited the accompanying consolidated balance sheet of Celeritek, Inc. as of March 31, 2004,
and the related consolidated statements of operations, shareholders’ equity, and cash flows for the year then
ended. We have also audited the financial statement schedule listed in the Index at Item 15(a). These
financial statements and schedule are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements and schedule based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements and schedule are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements and schedule. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial statements and
schedule. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Celeritek, Inc. at March 31, 2004, and the results of its operations and its
cash flows for the year then ended, in conformity with accounting principles generally accepted in the United
States.

Also, in our opinion, the financial statement schedule, when considered in relation to the basic financial
statements taken as a whole, presents fairly in all material respects the information set forth therein.

/s/ BDO SEIDMAN, LLP

San Jose, California
April 30, 2004
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The Board of Directors and Shareholders
Celeritek, Inc.

We have audited the accompanying consolidated balance sheet of Celeritek, Inc. as of March 31, 2003,
and the related consolidated statements of operations, shareholders’ equity, and cash flows for each of the two
years in the period ended March 31, 2003. Our audits also included the financial statement schedule listed in
the Index at Item 15(a). These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinien, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Celeritek, Inc. at March 31, 2003, and the consolidated results of its
operations and its.cash flows for each of the two years in the period ended March 31, 2003, in conformity with
U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule,
when considered in relation to the basic financial statements taken as a whole, presents fairly in all material
respects the information set forth therein.

/s/ ERNST & YounNnG LLP

San Jose, California
April 25, 2003
except for Note 20 as to which the date is June 13, 2003
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CELERITEK, INC.
CONSOLIDATED BALANCE SHEETS

March 31,

2004

2003

(In thousands, except
share amounts)

ASSETS
Current assets: ,
Cash and cash equivalents ............ . ... .ottt $ 3,121 % 28,909
Short-term invVestments . ... ... ot 24,110 66,721
Accounts receivable, net of allowance for doubtful accounts of $547 and $626 at
March 31, 2004 and 2003, respectively ... ...t 6,048 4,483
CIVEEOTIES . . 2,739 3,599
Prepaid expenses and other current assets ..............cooiiiiiiiinarnn... 1,275 1,813
Loans to officers and employees — short term portion ....................... 40 112
Total CUrrent assets . .. ..ottt e e 37,333 105,643
Net property and equipment.................oooei.... e 5,430 11,029
Strategic MMVESTMENTS . . . . ..ottt ettt ettt e e e e e e 2,741 2,741
L0 13113 LT £ O 731 760
Loans to officers and employees — long term portion . ......................... 531 1,356
Purchased intangible assets........ ... e — 931
Total ASSEES . . ottt $ 46,766  $122,460
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounts payable . ... .. $ 3,17t $ 4,355
Accrued payroll .. ... . e 1,459 1,601
Accrued Habilities .. ... 4,826 4,201
Current portion of long-term debt . ......... ... .. ... . . 1,866 2,543
Current obligations under capital leases ........... ... ... ... o i 328 597
Total current liabilities . ... ... v 11,650 13,297
Long-term debt, less current portion .. ......ouuuuiiintitunnniiae s — 2,126
Noncurrent obligations under capital lease commitments....................... — 793
Commitments and contingencies
Shareholders’ equity:
Preferred stock, no par value:
Authorized shares — 2,000,000
Issued and outstanding —mnone ........... .. . i it e — —
Common stock, no par value:
Authorized shares — 50,000,000
Issued and outstanding shares — 12,855,962 and 12,342,163 at March 31,

2004 and 2003, respectively ......... . i 102,891 158,049
Accumulated other comprehensive income............. ... . ... ... 15 5
Accumulated deficit. .. ... . L e (67,790)  (51,810)

Total shareholders” equity . ........ ... i 35,116 106,244

Total liabilities and shareholders’ equity ................ ... ... .. $ 46,766  $122,460

See accompanying notes.
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CELERITEK, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended March 31,
2004 2003 2002

(In thousands, except
per share amounts)

Net Sales ..ot e e $ 29,928 $ 49423 $ 57,050
Costof goods sald. . ........ .. . . . 22,175 39,101 51,839
Gross Profit .. ..o e e 7,753 10,322 5,211
Operating expenses:
Research and development ............. ... ... ... .. ... .. ..... 9,288 10,797 9,195
Selling, general, and administrative ....................... ... .. 8,182 8,729 9,648
Costs related to shareholder and strategic actions................. 3412 1,306 —_
Special charges ... ... .. i e 4,305 2,836 10,960
In-process research and development . .......................... — 4,414 —
Amortization of intangible assets ................ ... ... .. ...... 257 215 —
Total operating eXpenses . . ... .v.uvturnnernneenaneeunneenn.. 25,444 28,297 29,803
L.08S from OpErations ... ......oounneeeeunien e e (17,691)  (17,975)  (24,592)
Impairment of strategic investments........... ... .covviieeeeo... — (422) (1,702)
Interest income and other ... ... .. .. . . . . . 2,125 2,217 4,191
Interest EXPeNSe. . . oottt e (414) (711) {695)
Loss before income taxes . . .....oiie it (15,980)  (16,891)  (22,798)
Provision (benefit) for income taxes .............. ..., — 136 -~ (180)
et 1088 oot e $(15,980) $(17,027) $(22,618)
Basic and diluted net loss per share ............. ... ccooiiiiiinn. $ (1.28) $ (1.39) $ (1.87)

Shares used in net loss per share calculation
Basicand diluted. . ... ... ... . 12,460 12,285 12,076

See accompanying notes.
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CELERITEK, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Accumulated Retained
Other Earnings Total
Common Stock Comprehensive  (Accumulated  Shareholder
Shares Amount Income Deficit) Equity
(In thousands)
Balance at March 31,2001 ............... .. 11,932 $154,494 $ 480 $(12,165)  $142,809
Issuance of common stock on exercise of '
options under stock option plans ........... 225 1,157 — — 1,157
Issuance of common stock under employee
stock purchase plan ...................... 71 689 — — 689
Comprehensive loss:
Net loss for the year ended March 31, 2002 — — — (22,618) (22,618)
Unrealized loss on available-for-sale securities — — (675) — (675)
Reclassification adjustments for loss on sale
of available-for-sale investments.......... — — 144 — 144
Comprehensive loss ...................... — — — — (23,149)
Balance at March 31,2002 ................. 12,228 156,340 (51) (34,783) 121,506
Issuance of common stock on exercise of '
options under-stock option plans ........... 33 187 — — 187
Issuance of common stock under employee
stock purchase plan . ..................... 81 522 —_— — 522
Stock option consideration for Tavanza asset
purchase ...t — 1,000 — —_ 1,000
- Comprehensive loss:
Net loss for the year ended March 31, 2003 — — — (17,027) (17,027)
Unrealized gain on available-for-sale
SECUMTIES . .ot — — 63 — 63
Reclassification adjustments for gain on sale
of available-for-sale investments.......... — — (7 — )
Comprehensive loss . ...............ooo. .. — — — — (16,971)
Balance at March 31,2003 ................. 12,342 158,049 5 (51,810) 106,244
Issuance of common stock on exercise of
options under stock option plans ........... 436 2,245 — — 2,245
Issuance of common stock under employee
stock purchase plan ...................... 78 441 —_ — 441
Extraordinary dividend ..................... —  (57,844) — — (57,844)
Comprehensive loss:
Net loss for the year ended March 31, 2004 — — — (15,980) (15,980)
Unrealized gain on available-for-sale ‘
securities ... .. ... — — 24 — 24
Reclassification adjustments for gain on sale
of available-for-sale investments.......... — — (14) — (14)
Comprehensive loss ...t — — — — (15,970)
Balance at March 31,2004 . ... ............. 12,856 $102,891 $ 15 $(67,790) $ 35,116

See accompanying notes.
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CELERITEK, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended March 31,
2004 2003 2002
(In thousands)

Operating activities
Nt 1088 « vttt e $ (15980) $ (17,027) $ (22,618)
Adjustments to reconcile net loss to net cash provided (used) in

operating activities: ‘

Depreciation. .. ...ttt D 3,602 5,000 5,276
Amortization of intangible assets ............ ... .. ... a... 257 215 —
Impairment of strategic and short-term investments ........... — 422 1,702
Loss on impairment and disposal of property and equipment . ... 2,755 1,292 11,047
(Gain) loss on sale of short-term investments ................ (14) (M) 145
Income tax receivable and other............... ... ... ... .. 101 244 —
Purchase of in-process research and development.............. -— 793 —
Changes in operating assets and liabilities:
Accounts receivable ....... ... .. ... (1,565) 5,518 6,494
INVentOIIeS . . ittt e e 860 5,773 5,989
Prepaid expenses and other current assets . ................. 538 1,425 (304)
Other assets . . ... v ittt e 29 (29) (801)
Related party receivables . ....... ... i i 897 145 282
Intangible assets ..ottt 674 (939) —
Accounts payable ........... e e (1,167) (221) (8,830)
Accrued payroll . .. ... . (137) 99 (1,174)
Accrued liabilities . ........... ... . e o 537 1,103 (814)
Net cash (used in) provided by operating activities........ (8,613) 3,806 (3,606)
Investing activities
Purchases of property and equipment.............. ..., (875) (2,593) (6,656)
Purchase of strategic investments ............. ... .. oovh...n. — (1,992) (512)
Purchases of short-term investments .......................... (124,525)  (132,145)  (139,472)
Proceeds from sale of property and equipment .................. 775 168 20
Proceeds from sales of short-term investments .................. 82,676 34,258 59,863
Proceeds from maturities of short-term investments.............. 84,490 121,820 92,003
Net cash provided by investing activities ................. 42,541 19,516 5,246
Financing activities
Principal payments on long-termdebt ......................... {2,803) (2,318) (1,787)
Borrowings on long-term debt .. ......... ... ... ... ... ... L — — 3,708
Principal payments on obligations under capital leases............ (1,535) (693) (826)
Extraordinary dividend payment ............... ... . (57,844) — —
Proceeds from the exercise of stock options and employee stock
purchase plan........ .. ... . e 2,686 709 1,846
Net cash (used in) provided by financing activities ........ (59,496) (2,302) 2,941
Effect of exchange rate changesoncash....................... (220) (207) —
Increase (decrease) in cash and cash equivalents................ (25,788) 20,813 4,581
Cash and cash equivalents at beginning of year ................. 28,909 8,096 3,515
Cash and cash equivalents at end of year ...................... $§ 3,121 $§ 28909 $ 8,09

See accompanying notes.
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CELERITEK, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Organization and Summary of Significant Accounting Policies

Business Activities. Celeritek, Inc. (the Company) designs and manufactures gallium arsenide, or
GaAs, semiconductor components and GaAs-based subsystems used in the transmission of voice, video and
data over wireless communication networks and systems. The Company’s semiconductor products are
designed to facilitate broadband voice and data transmission in satellite handsets, wireless communication
network infrastructures and defense applications. The Company’s GaAs-based subsystems are used in a
variety of defense applications such as tactical aircraft and ground based and ship board radar systems,
electronic countermeasures and satellite communications systems.

Basis of Presentation. The consolidated financial statements include the accounts of the Company and
its wholly owned subsidiaries, Celeritek UK Limited and Celeritek Korea. Intercompany accounts and
transactions have been eliminated. The Company’s reporting period generally consists of a fifty-two week
period ending on the Sunday closest to the calendar month end. Fiscal years 2004, 2003, and 2002 ended
March 28, March 30, and March 31, respectively. For convenience, the accompanying financial statements
have been presented as ending on the last day of the calendar month.

Use of Estimates. The preparation of the financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and assumptions that affect
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reported period. Actual
results could differ from those estimates. Significant estimates are discussed in the critical accounting policies
section of Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations.

~ Cash and Cash Equivalents and Short-Term Investments. The Company considers all highly liquid
" investments with a remaining maturity of 90 days or less at the time of purchase to be cash equivalents. Cash
equivalents are carried at cost, which approximates fair value. The Company’s short-term investments
primarily consist of readily marketable debt securities with remaining maturities of more than 90 days at the
time of purchase.

Marketable equity and all debt securities are classified as held-to-maturity, available-for-sale, or trading.
Management determines the appropriate classification of marketable equity and debt securities at the time of
purchase and reevaluates such designation as of each balance sheet date. The Company has classified its entire
investment portfolio as available-for-sale. Available-for-sale securities are classified as cash equivalents or
short-term investments and are stated at fair value with unrealized gains and losses included in accumulated
other comprehensive loss, which is a component of stockholders’ equity. The Company uses the fair market
value to determine fair value. The Company views its available-for-sale portfolio as available for sale in
current operations. Accordingly, all investments are classified as short-term even though the stated maturity
date may be a year or more beyond the current balance sheet date. The amortized cost of debt securities is
adjusted for amortization of premiums and accretion of discounts to maturity. Such amortization and
accretion are included in interest income (expense) and other. Realized gains and losses are also included in
interest income and other. The cost of securities sold is based on the specific identification method. Other than
United States investment treasury instruments, the Company’s investment policy limits the amounts invested
in any one institution or in any single type of instrument.
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CELERITEK, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following is a summary of available-for-sale securities at cost, which approximates fair value:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

(In thousands)
As of March 31, 2004

Money market funds........................ $ 2,028 $— $ — $ 2,028
Certificate of deposits . ................. .. ... 504 — — 504
U.S. Government and federal agency bonds . ... 4,500 — — 4,500
Corporate debt securities .................... 18,091 15 —_— 18,106
Municipal bonds ........ ... . oL 1,000 o — 1,000

TOtal .ot $26,123 $15 $ —  $26,138

As of March 31, 2003

Money market funds........................ $27,297 $— $ — $27,297
Certificate of deposits . ............. ... ..... 504 — — 504
U.S. Government and federal agency bonds . ... 8,024 6 — 8,030
Corporate debt securities .................... 28,494 20 2D 28,493
Municipal bonds ........ ... ... ... ... 19,400 —_ — 19,400
Equities «...... ..o 10,300 - — 10,300

Total ... $94,019 $26 $(21) $94,024

Available for sale securities at March 31, 2004, by contractual maturity, are shown below:

Estimated Fair Value

March 31,
2004 2003
(In thousands)
DUE IN ONE YEAT . ..ottt e e $25,138  $88,772
Due after 1 years through 2 years ............ ... i, 1,000 5,252
Total . $26,138  $94,024
Above amounts are included in the following:
March 31,
2004 2003
(In thousands)
Cash and cash equivalents ............ . ... . ... .. . i, $ 2,028 $27,297
Short-term INVeStMENTS . . .ottt e e 24,110 66,727
Total ..ottt e $26,138  $94,024
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CELERITEK, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Following is a reconciliation of cash and cash equivalents:

March 31,
2004 2003
(In thousands)
Available-for-sale securities .. ... $2,028  $27,297
Cash and bank accounts . ......... ..ottt 1,093 1,612
TOta] . $3,121  $28,909

Gross realized gains in fiscal 2004, 2003 and 2002, respectively were $0.014 million, $0.007 million and
$0.003 million and gross realized losses in fiscal 2002 were $0.2 million and were included in earnings as a
result of the sales of available for sale securities. There were no gross realized losses in fiscal 2004 or 2003.

Fair Values of Financial Instruments. The Company considers the carrying amounts of cash and cash
equivalents, accounts receivable, and accounts payable to approximate fair value due to the short period of
time to maturity for these financial instruments. Short-term investments are carried at fair value based on
quoted market prices. Long-term strategic investments are carried at amounts which management believes
approximates fair value after taking into account management’s impairment analyses performed and the
impairments recorded as of the respective balance sheet dates. Long-term debt, including current portion, is
carried at amounts which management believes approximates value fair as the contractual interest rates are
believed to approximate rates that the Company could obtain for comparable arrangements.

Concentration of Credit Risk. The Company sells its products primarily to original equipment
manufacturers in the communications industry and government contractors. Credit is extended based on an
evaluation of a customer’s financial condition and, generally, collateral is not required. Actual credit losses
may differ from management’s estimates. To date, credit losses have been within management’s expectations,
and the Company believes that an adequate allowance for doubtful accounts has been provided.

Inventories. Inventories are stated at the lower of standard cost (which approximates actual cost on a
first-in, first-out method) or market.

Significant components of inventories are:

2004 2003

(In thousands)
Raw materials. . .. ..ot e $ 763 § 666
Work-in-process . . ... f e e e 1,976 2,933

$2,739  $3,599

The Company records inventory write-downs for estimated obsolescence or unmarketable inventory. The
Company’s write-downs for excess and obsolete inventory are primarily based upon forecasted demand and the
Company’s backlog of orders for the product. Any inventory write-downs are reflected in cost of sales in the
period the write-downs are made.

Property and Equipment. Property and equipment are recorded at cost and depreciated using the
straight-line method over their respective estimated useful lives (generally five years). Assets recorded under
capital leases are amortized by the straight-line method over their respective useful lives of three to seven
years or the lease term, whichever is less. Leasehold improvements are amortized by the straight-line method
over their respective estimated useful lives of seven years or the lease term, whichever is less.
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CELERITEK, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Significant components of property and equipment are:

March 31,
2004 2003
(In thousands)

Equipment .. ... $ 24,102 § 35,122
Furniture and fixtures ....... ... ... . . . e 232 516
Leasehold improvements . .. ...ttt i e 1,314 1,819

25,648 37,457
Accumulated depreciation and amortization.......................... (20,218)  (26,428)
Net property and equipment. ... ... i $ 5430 § 11,029

Long-lived Assets and Strategic Investments. The Company regularly reviews its long-lived assets and
strategic investments for indicators of impairment and assesses the carrying value of the assets against market
values. When an impairment exists, the Company records an expense to the extent that the carrying value
exceeds fair market value in the period the assessment is made.

The Company records impairment losses on long-lived assets used in operations or expected to be
disposed of when events and circumstances indicate that the undiscounted cash flow estimated to be generated
by these assets is less than the carrying amounts of those assets. The Company considers sensitivities to
capacity, utilization and technological developments in making related assumptions.

Stock-Based Compensation. The Company generally grants stock options to its employees for a fixed
number of shares with an exercise price equal to the fair value of the shares on the date of grant. The
Company records compensation related to employees stock awards under the intrinsic value method and
accordingly, no compensation expense is recognized in the Company’s financial statements in connection with
stock options granted to employees with exercise prices not less than fair value.

Proforma information regarding net loss and net loss per share under the fair value method is presented
below:
Years Ended March 31,

2004 2003 2002
(In thousands, except per share
amounts)

Net loss, asreported ... ... $(15,980) $(17,027) $(22,618)
Add: Total stock-based employee compensation expense

determined under fair value method for all awards, net of

related tax effects ... ... ... ... o (4,484) (5,012) (6,219)
Proformamnetloss..... ... ... . . i (20,464)  (22,039)  (28,837)
Basic and diluted net loss per share:

ASTEPOItEd ...\t $ (1.28) $§ (1.39) $ (1.87)

Proforma..... ... .. i $§ (1.64) § (L.79) $§ (2.39)

On January 14, 2004, the Company’s Board of Directors announced the declaration of an extraordinary
cash dividend of $4.50 per share to shareholders of record on February 5, 2004. The dividend was paid on
March 11, 2004, totaled $57.8 million, and has been recorded as a return of capital. Pursuant to the Nasdaq
Marketplace Rules, the ex-dividend date with respect to the cash dividend was set as March 12, 2004. Under
the intrinsic value method of accounting for stock options, the Company is required to adjust its stock option
exercise price by the dividend amount or $4.50 per share because the dividend was a return of capital. Since
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CELERITEK, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the Company’s stock option plan does not allow it to reprice options, the Company was required to change to
the variable method of accounting for its outstanding stock options. Under variable accounting, compensation
expense is recognized over the life of the option (until exercised, forfeited, or cancelled) generally to the
extent that there are any increases in the per share market price of the Company’s common stock. It is difficult
to estimate the impact that expensing stock options will have on the Company’s statement of operations as this
expense is dependent upon future events that are difficult to predict, such as the number of options to be
granted during a period, the price of the Company’s common stock at the time of grant, the stock price
volatility, the risk free interest rate during the period and the expected average life of the option. A slight
change in any one of these variables can materially affect the amount of compensation expense to be recorded.
The change to the variable method of accounting on March 12, 2004 had no financial impact on the fiscal
2004 financial statements.

Revenue Recognition. Revenue related to product sales is recognized when the products are shipped to
the customer, title has transferred and no obligations remain. In circumstances where the collection of
payment is not probable at the time of shipment, the Company defers recognition of the revenue until payment
is collected. The Company provides for expected returns based on past experience as well as current customer
activities. Customers do not have rights of return outside of products returned under warranty and, to date,
returns have not been material. Shipping and handling costs are included in costs of goods sold for all periods
presented.

Product Warranty. The Company warrants its products against defects in design, materials and
workmanship, generally for one year from the date of shipment for all of its products. The actual term could
vary depending on the specific customers. An accrual for estimated future costs relating to warranty expense is
recorded, as a percentage of revenue based on prior experience, when revenue is recorded and is included in
cost of goods sold. Factors that affect the Company’s warranty liability include historical and anticipated rates
of warranty claims and cost per claim. The Company periodically assesses the adequacy of its recorded
warranty liabilities and adjusts the amounts as necessary.

Research and Development. Research and development expenditures are charged to operations as
incurred.

Advertising. The Company accounts for advertising costs as expense in the period in which they are
incurred. Advertising expense for all years presented was immaterial.

Net Loss Per Share. Basic and diluted net loss per share are computed by dividing the net loss for the
period by the weighted average number of common shares outstanding during the period. Diluted net loss per
share excludes the incremental shares issuable upon the assumed exercise of stock options if their effect is
antidilutive.

The following table sets forth the potential shares of common stock that are not included in the
computation of diluted net loss per share because to do so would be antidilutive for all periods presented:

Years Ended March 31,

2004 2003 2002
Options to purchase common stock . .................... 1,186,796 1,983,911 1,824,294
AVErage eXercise PriCe . ... ...ouneirvenrneeannaan.. $19.78 $14.98 $16.39

Comprehensive Loss. Comprehensive loss comprises net loss and other comprehensive gain (loss). The
Company records unrealized gains and losses on the mark-to-market of its available for sale investments as the
only component of other comprehensive gain (loss).
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The components of comprehensive loss, net of related tax, for the years ended March 31, 2004, 2003, and
2002 were as follows:

Years Ended March 31,

2004 2003 2002
(In thousands)
NeEt 0SS . oot e $(15,980) $(17,027) $(22,618)
Unrealized gain (loss) on available for sale securities ....... 24 63 (675)
Reclassification adjustments for (gain) loss on sale of
available for sale securities. . ............ ... ... (14) (7) 144
Comprehensive 10SS. .. ... . $(15970) $(16,971) $(23,149)

The components of accumulated comprehensive loss, net of related tax, at March 31, 2004, 2003, and
2002 were as follows:

Years Ended March 31,

2004 2003 2002
(In thousands)
Accumulated deficit ........ ... ... $(67,790) $(51,810) $(34,783)
Unrealized gain (loss) on available for sale securities ....... 15 S (51)
Accumulated comprehensive loss ......... ... ... ... $(67,775) $(51,805) $(34,834)

Foreign Currency Translation. The U.S. dollar is the functional currency for the Company’s foreign
operations. Gains and losses on the remeasurement into United States dollars of amounts denominated in
foreign currencies are included in net loss. The total foreign currency translation included in net loss was a loss
of approximately $0.1 million in fiscal 2003 and was not material in fiscal 2002 and 2004.

Principles of Consolidation. The consolidated financial statements include the accounts of Celeritek
and its subsidiaries. All significant intercompany balances and transactions are eliminated on consolidation.

Reclassification. Certain amounts reported in previous years have been reclassified to conform to the
current year presentation.

Recent Accounting Pronouncements. In January 2003, the FASB issued Interpretation No. 46
(“FIN 46”), “Consolidation of Variable Interest Entities.” In general, a variable interest entity is a
corporation, partnership, trust, or any other legal structure used for business purposes that either (a) does not
have equity investors with voting rights or (b) has equity investors that do not provide sufficient financial
resources for the entity to support its activities. FIN 46 requires a variable interest entity to be consolidated by
a company if that company is subject to a majority of the risk of loss from the variable interest entity’s
activities or entitled to receive a majority of the entity’s residual returns or both. The consolidation
requirements of FIN 46 apply immediately to variable interest entities created after January 31, 2003. The
consolidation requirements apply to older entities in the first fiscal year or interim period ending after
December 15, 2003. Certain of the disclosure requirements apply in all financial statements issued after
January 31, 2003, regardless of when the variable interest entity was established. The Company adopted
FIN 46 in the third quarter of fiscal 2004 and its adoption did not have a material impact on the Company’s
financial position or results of operations.

In May 2003, the FASB issued Statement Number 130, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity” (“SFAS 150”). SFAS 150 establishes standards for
classifying and measuring as liabilities certain financial instruments that embody obligations of the issuer and
have characteristics of both liabilities and equity. SFAS 150 generally requires liability classification for two
broad classes of financial instruments: (1) instruments that represent, or are indexed to, an obligation to buy
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back the issuer’s shares, and (2) obligations that can be settled in shares, but are subject to certain conditions.
SFAS 150 applies to all financial instruments created or modified after May 31, 2003, and to other
instruments at the beginning of the first interim period beginning after July 1, 2003. As the Company has not
created or modified any financial instruments since the effective date of SFAS 150, it did not have a material
impact on the Company’s financial statements.

In November 2002, the Emerging Issues Task Force (the “EITF”) reached a consensus on Issue
No. 00-21 Accounting for Revenue Arrangements with Multiple Deliverables. The EITF concluded that
revenue arrangements with multiple elements should be divided into separate units of accounting if the
deliverables in the arrangement have value to the customer on a standalone basis, if there is objective and
reliable evidence of the fair value of the undelivered elements, and as long as there are no rights of return or
additional performance guarantees by the Company. The provisions of EITF Issue No. 00-21 are applicable to
agreements entered into in fiscal periods beginning after June 15, 2003. Management adopted the consensus in
the second quarter of fiscal 2004, and it did not have a material effect on the Company’s results of operations
or financial condition.

In November 2003, the EITF issued EITF No. 03-6 “Participating Securities and the Two-Class Method
under FASB Statement No. 128,” which provides for a two-class method of calculating earnings per share
computations that relate to certain securities that would be considered to be participating in conjunction with
certain common stock rights. This guidance would be applicable to the Company starting with the second
quarter beginning July 1, 2004. The Company is currently evaluating the potential impact of this pronounce-
ment on its financial statements.

Note 2. Special Charges

During fiscal 2004, the Company incurred $4.5 million in special charges due to its exit from the wireless
handset power amplifier market, partially offset by $0.2 million in proceeds received in fiscal 2004 from the
sale of equipment impaired in fiscal 2002, for a net expense of $4.3 million for fiscal 2004. These matters are
discussed further below.

The special charges of $2.6 million recorded during the second quarter of fiscal 2004 were due to the
Company’s restructuring activities at its Belfast facility in July 2003, and the Company’s decision to exit the
wireless handset power amplifier market in late September 2003. This decision was the result of severe pricing
pressure and other adverse market conditions in the wireless handset industry that the Company believes
would have prevented its handset related business from achieving acceptable gross margins. The special
charges of $2.6 million are comprised of approximately $0.2 million of impairment charges related to the write
down of carrying values for certain tangible and intangible assets to be sold, $1.8 million of equipment
impairment charges related to exiting the wireless handset power amplifier market, and $0.6 million of
equipment impairment charges related to restructuring at the Belfast facility.

The special charges of $1.9 million recorded during the third quarter of fiscal 2004 were due to the
Company’s decision to exit the wireless handset power amplifier market and included $0.7 million in employee
termination expenses, $1.1 million in building consolidation costs, and $0.1 million to close the Company’s
Korean subsidiary, offset by $0.2 million in proceeds from the sale of equipment impaired in fiscal 2002.
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The following table summarizes the Company’s special charges activity as follows (in thousands):

Lease
Termination
Employee Impairment and
Termination Excess of Assets Relocation
Costs Equipment Held for Sale Costs Total
Fiscal 2003 special charges .......... $ 350 $ 1,160 $§ — $1,326 $§ 2,836
Cashpaid.....coooeeie i, (227) — — (276) (503)
Non-cash activity . ................. — {1,160) — — (1,160)
Accrual balances, March 31, 2003 .. .. $ 123 $§ — § — $1,050  $ 1,173
Fiscal 2004 special charges .......... 734 2,618 183 1,005 4,540
Cashpaid......................... (680) — — (932) (1,612)
Non-cash activity .................. (100) (2,618) (183) — (2,901)
Accrual balarces, March 31, 2004 . ... $ 77 $ — § — $1,123 $ 1,200

The special charges of $2.8 million recorded during the third quarter of fiscal 2003 were due to Motorola’s
transition from the model 120v handset platform on which the Company was the sole source for power
amplifier modules, to the next generation of handset platforms, for which the Company is not a supplier of
power amplifier modules. As a result of this decrease in revenue and operations, the Company closed its office
in Lincoln, United Kingdom and restructured various operations in the United States. The $2.8 million of
special charges is comprised of operating lease and fixed asset impairments and employee termination charges.
Approximately $1.3 million of the $2.8 million total charge is due to an operating lease impairment, which was
the result of equipment covered by operating leases no longer having economic value to the Company.
Another $1.1 million of the $2.8 million total charge is due to the write off of certain Lincoln fixed assets,
mainly equipment. The Lincoln building, which was owned by the Company, was reclassified to prepaid and
other current assets as a current asset for resale. The Company subsequently sold the building in July 2003 for
approximately $0.3 million, which resulted in a gain of approximately $0.05 million. The remaining
$0.4 million of the $2.8 million charge is related to employee termination charges. The total number of
employees terminated in the United States and the United Kingdom was 44.

During the fourth quarter of fiscal 2003, a portion of the impaired Lincoln, United Kingdom equipment
was sold to a company founded by former Lincoln management for the fair market value of $0.3 million.
Multiple quotes were received from third parties in order to determine the sales price of the equipment. In
return for the sale of equipment, the Company received an unsecured note bearing interest at 5.25% per
annum for the entire amount of the proceeds. After assessing the collectability of the note, which is payable in
two lump sums over 24 months, the Company decided to record the gain on disposal as cash is received.

In response to a decline in the wireless infrastructure and mobile handset markets, which included several
semiconductor customers reducing their forecasted demand in the third quarter of fiscal 2002, the Company
evaluated the ongoing value of its semiconductor capital assets. As a result of this analysis, the Company
recorded an impairment charge of $11.0 million in the first nine months of fiscal 2002 related to certain assets
for which expected future cash flows are insufficient to cover their carrying value. Of this charge, $10.5 million
was a result of the write-down of capital assets related to excess capacity due to un-utilized wafer fabrication
equipment and leasehold improvements undertaken to increase the wafer fabrication area. The $10.5 million
write-down is comprised of $5.4 million related to abandoned leasehold improvements originally intended to
expand the Company’s wafer fabrication facility and $5.1 million related to un-utilized wafer fabrication
equipment. The fair value used to calculate the equipment impairment was obtained from third party sources.
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The remaining $0.5 million impairment was the result of a further impairment with respect to certain
capital assets initially written down in the fourth quarter of fiscal 2001. The capital assets were initially written
down to an estimated fair market value in the fourth quarter of fiscal 2001 due to delayed and cancelled
contracts as a result of the declining wireless market. The Company reassessed the fair market value based on
the current resale market for this type of equipment during the third quarter of fiscal 2002 and adjusted the
capital assets carrying value accordingly. The Company reviewed these capital assets as of December 31, 2002
and determined no indicators of impairment were present that would indicate the current carrying value of
these capital assets was impaired.

Note 3. Asset Acquisition

On October 29, 2002, the Company acquired Tavanza, Inc. (“Tavanza”), a privately held development
stage, fabless designer of power amplifier modules and components for cellular and wireless LAN products, in
a merger transaction. The total purchase price of $6.1 million consists of the following (in thousands):

Cash o e $3,568
Liabilities assumed . ... ... . e 1,493
Fair value of assumed Options . .. ... ..ttt e 1,000
Acquisition legal and accounting Costs ......... ... 79
Total purchase Price .. ... ...ooi ittt e $6,140

At the acquisition date, Tavanza did not meet the accounting criteria to be considered a business
acquisition. Accordingly, the Company accounted for this transaction as an acquisition of assets as follows.
The Company allocated the acquisition purchase price to the tangible assets, liabilities, and intangible assets
acquired based on their estimated fair values. Since the transaction was not accounted for as a business
combination, no goodwill was recognized. Excess purchase price over the already allocated fair value of assets
acquired was allocated on a pro rata basis to the intangible assets. The fair value assigned to intangible assets
acquired was determined through established valuation techniques. These valuation techniques included
estimating the stage of development of each in-process research and development project at the date of
acquisition, estimating cash flows resulting from the expected revenue generated from such projects, and
discounting the net cash flows back to their present value using an appropriate discount rate. The discount rate
used represents a premium to the Company’s cost of capital. All of the projections used were based on
management’s estimates of market size and growth, expected trends in technology and the expected timing of
new product introductions.

The following is a summary of the purchase price allocation (in thousands}):

Tangible assets less labilities assumed .. ...... .. ... .. i $ 580
Patent applications .. ... ... e 233
Assembled workforce . ... ... 913
In-process research and development ...... ... ... .. o L oo 4,414
Total PUrChase PriCe . ... ..ottt $6,140

Purchased intangible assets with definite useful lives had been amortized over that useful life beginning in
the third quarter of fiscal 2003. The Company has no intangible assets with indefinite useful lives. In-process
research and development of $4.4 million, at the date of purchase had not yet reached technical feasibility, had
no alternative future use and was therefore expensed.

In October 2003, the Company sold all the intangible and certain tangible assets related to the wireless
handset power amplifier market for $1.0 million to Anadigics, Inc.
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Note 4. Intangible Assets

Intangible assets consist of the following (in thousands):

Patent Application Assembled Workforce
Amortization Period Amortization Period
4 Years 2 Years
Gross Net Gross Net

Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount

At March 31,2003 ..................... $ 233 $(25) $ 208 $913 $(190) $ 723
Amortization — nine months ended

December 31,2003 ................... — (28) (28) — (229) (229)
Reclassification to.assets held for sale in

September 2003 .. ....... ... (233) 53 (180) (913) 419 (494)
At March 31,2004 ..................... $ — $ — $ — § — $ — $ —

In October 2003, the Company sold all the intangible and certain tangible assets related to the wireless
handset power amplifier market for $1.0 million to Anadigics, Inc.

Note 5. Costs Related to Shareholder and Strategic Actions

During the second quarter of fiscal 2003, the Company received an unsolicited conditional offer from
Anaren Inc. for all of the outstanding shares of the Company’s common stock. The Board of Directors voted
unanimously to reject the offer as not in the best interests of the Company’s sharehoiders. In the fourth quarter
of fiscal 2003, a group of shareholders (the “Celeritek Shareholder Protective Committee™} called a special
meeting to remove the Company’s Board of Directors from office and replace them with a different slate of
candidates. In the first quarter of fiscal 2004 the Company’s Board of Directors entered into an agreement with
the Shareholder Committee and cancelled the special meeting. Under the terms of the agreement, the
Company has expanded its Board of Directors from six directors to seven. The new Board is now composed of
three of the Company’s directors who were directors prior to the agreement, three directors nominated by the
Shareholder Committee and one member who is not affiliated with either the Company or the Shareholder
Committee. Expenses for legal and investment advisors of $1.3 million for fiscal 2003 and $3.4 million for
fiscal 2004 have been incurred relating to both of these actions and have been reported in loss from operations
under the caption “Costs related to shareholder and strategic actions.” In February 2004, the Company
changed its investment advisors. See note 17 for commitments arising from contracts for such services.

Note 6. Product Warranty

The Company warrants its products against defects in design, materials, and workmanship, generally for
one year from the date of shipment for all of its products. The actual term could vary depending on the specific
customers. An accrual for estimated future costs relating to warranty expense is recorded, as a percentage of
revenue based on prior experience, when revenue is recorded and is included in cost of goods sold. Factors that
affect the Company’s warranty liability include historical and anticipated rates of warranty claims and cost per
claim. The Company periodically assesses the adequacy of its recorded warranty liabilities and adjusts the
amounts as necessary.
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Changes in the Company’s product liability during the three months and twelve months ended March 31,
2004 were as follows (in thousands):

Three Months Twelve Months
Ended Ended
March 31, March 31,

2004 2003 2004 2003
Beginning accrual balance.............................. $ 400 $ 500 $ 400 $ 500
Warranties issued . . ........ ... 35 80 188 243
Adjustment related to change in estimates .. .............. (100)  (100)  (100)  (100)
Charges incurred ......... ... .. i (34) (80)  (187)  (243)
Ending accrual balance ................ ... ... ... ... $ 301 $400 $ 301 § 400

Note 7. Strategic Investments
Handset Design Company

In December 2001, the Company invested $0.5 million in a Korean handset design company. On April 1,
2002, the Company invested an additional $2.0 million in the handset design company. The Company does not
have significant influence over the management of the handset design company and accordingly has accounted
for the investment on a cost basis in all reported periods. The Company reviewed the investment as of
March 31, 2004 and determined no indicators of impairment were present that would indicate the current
carrying value of the investment was impaired.

GaAs Foundry

In December 2000, the Company invested approximately $2.4 million in a GaAs foundry under
construction in Taiwan in exchange for a strategic interest. The Company has accounted for this investment
using the cost basis in all reported periods.

During fiscal 2002 and fiscal 2003, the Company recorded impairment charges of approximately
$1.7 million and $0.4 million respectively, against its strategic investment in the Taiwanese foundry, which was
deemed, in those respective periods, to have an other than temporary decline in value.

Note 8. Related Party Transactions

The Company has outstanding loans totaling $0.6 million at March 31, 2004 and $1.5 million at
March 31, 2003 to certain officers and employees. The notes are relocation loans collateralized by certain real
property assets, bear no interest and have maturities through 2019. The principal will be repaid at various
dates. If an employee voluntarily ceases being employed by the Company, the principal outstanding will be
due and payable within 90 days. During fiscal 2001, loans were granted to officers and employees totaling
approximately $1.8 million. No loans were granted to officers and employees during fiscal 2002, 2003, or 2004,
During fiscal 2002, 2003 and 2004, the outstanding loans to officers and employees were reduced by the
amounts of $0.3 million, $0.1 million and $0.9 million, respectively.
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Note 9. Accrued Liabilities

Significant components of accrued liabilities are:

March 31,
2004 2003
(In thousands)
ACCTUEd BXPENSES . . . .\ttt ... $2.613  $1,597
Accrued COMMISSIONS .. ...\ttt et et e et 589 657
Warranty accrual ... ... 301 400
10 21 T3 1,323 1,547

34826 $4201

Note 10. Leases

The Company leases equipment under capital and non-cancelable operating leases. The Company also
leases certain facilities used in operations under non-cancelable operating leases that expire at various times

through the year 2007.

Property and equipment include the following amounts under leases that have been capitalized:

March 31,
2004 2003
(In thousands)
Equipment . P RPN $ 5202 $ 8413
Less accumulated amortization . ........ ... ... i (3,488)  (4,069)

$ 1,741 § 4,344

Amortization of leased assets is included in depreciation and amortization expense. Certain of the leased
assets require the Company to maintain adequate liability insurance coverage. The leases are secured by the
related assets.

Future minimum payments under capital and non-cancelable operating leases with initial terms of one
year or more consisted of the following at March 31, 2004:
Capital Operating

Leases Leases
(In thousands)
2005 L $ 336  $3,470
2006 . . e — 1,253
2007 — 276
2008 . o — 30
Total minimum lease payments . ............cvuitirrneenineunnnnns 336 $5,029
Less amounts representing interest. ... ..ottt e e, (8)
Present value of net minimum lease payments.............. ... .. ... ..... - 328
Less current Portion . ... .vovtr et e e (328)
$ —

Rent expense was approximately $4.0 million, $5.5 million, and $7.2 million for the years ended
March 31, 2004, 2003, and 2002, respectively.
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Note 11. Long-Term Debt

The Company has various equipment notes outstanding with lenders, which are secured by the related
equipment and carry interest rates ranging from 8.87% to 10.97%. Several of these notes have covenants
attached pertaining to liquidity levels and minimum tangible net worth. As of March 31, 2004 the Company
was not in compliance with all covenants. Consequently, all debt balances have been reclassified as current,
pending discussions with the lenders.

Future minimum principle payments on debt consisted of the following at March 31, 2004:

Debt
(In thousands)
2005 o e $ 1,576
2006 . e e 290
Total minimum principle payments ........... ..t 1,866
Less CUMTENt POTTION . . ..o i 'ttt ettt e et e et e e i enens 1,866)
NON-CUITENT POTFTIOI .« .\ oot v i vttt ettt et et e e ettt i e e e e $§ -

Note 12. Income Taxes

Significant components of the provision (benefit) for income taxes are as follows:

Years Ended March 31,
2004 2003 2002
(In thousands)

Current:
Federal .. ... ... $— $— $(249)
Sl .ot e — — —
Foreign ... = 136 64
Total current ... ... e — 136 (180)
Deferred:
Federal .. ... — —_ —
S e Lo e — — —
Total deferred. . ... ..o i — — —
Provision (benefit) for income taxes..............c.coieeiiiiin.... $— $136 $(180)
Income (loss) before provision for income taxes consisted of the following:
Years Ended March 31,
2004 2003 2002
(In thousands)
DOmEStiC ..o e $(15,644) $(17,338) $(23,076)
Foreign ... oo (336) 447 278
Income (loss) before provision for income taxes ........... $(15,980) $(16,891) $(22,798)
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The reconciliation of the provision (benefit) for income taxes computed at the United States federal
statutory tax rate to the effective tax rate is as follows:

Years Ended March 31,

2004 2003 2002
Amount  Percent Amount  Percent _Amount  Percent
v (In thousands, except percentages)

At US. statutory rate ................. $(5,434) (34.0)% $(5,743) (34.0)% $(7,751) (34.0)%
Change in valuation allowance .......... 5,763 36.1 4219 250 7,751 34.0
In-process research and development . . .. — — 1,501 8.9 — —
Foreign taxes ...............c........ — — 136 0.8 64 0.3
Benefit due to change in tax law ........ — —_ — — (244) (L.1)
Federal alternative minimum tax ........ — — — — — —
Other........iiiiiie i (329) (2.1) 23 0.1 — —
Provision (benefit) for income taxes . .. .. $ — 0% § 136 0.8% $ (180) (0.8)%

Deferred income taxes reflect the net tax effect of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. The
significant components of the Company’s deferred tax assets and liabilities are as follows:

March 31,
2004 2003
(In thousands)

Deferred tax assets: ‘
Inventory valuation .............c..oiiiirineie i $ 3378 § 5,650

Accruals and reserves not deductible for tax purposes ............... 1,378 2,005
Net operating loss carryforwards ......... ..., 21,131 12,829
Tax credit carryforwards . ........ ... .. . . i 2,515 2,197
Other . .o e 1,266 896
Deferred 1aX @SSBtS . v v v ittt e e e e 29,668 23,577
Valuation allowance .. ... .. .. .. i e (29,668)  (22,972)
$ — § 605
Deferred tax liabilities:
Acquisition-related item ................. .. ... ...... R $ — $ (605)
Net deferred tax assets .. ...vvtttiiiii i $ — 3 —

As of March 31, 2004 the Company had net deferred tax assets of approximately $29.6 million.
Realization of the deferred tax assets is dependent upon future earnings, the timing and amount of which are
uncertain. Accordingly, a valuation allowance, in an amount equal to the net deferred tax assets as of
March 31, 2004 was recorded.

The valuation allowance for deferred tax assets increased by approximately $6.7 million, $2.4 million and
$9.7 million during the years ended March 31, 2004, March 31, 2003 and March 31, 2002, respectively.

As of March 31, 2004, the Company had federal net operating loss and tax credit carryforwards of
approximately $57.8 million and $1.1 million, respectively. The federal net operating loss and tax credit
carryforwards will expire beginning in 2021 and 2012, if not utilized.
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The Company also had state net operating loss and tax credit carryforwards of approximately $23.7 mil-
lion and $2.1 million, respectively. The state net operating loss and California Manufacturer’s Investment
credit carryforwards will expire beginning in 2007 and 2010, if not utilized. The state research and
development tax credits will carry forward indefinitely. '

Utilization of the net operating loss carryforwards and tax credit carryforwards may be subject to
substantial annual limitation due to ownership change limitations provided by the Internal Revenue Code of
1986, as amended, and similar state provisions. The annual limitation may result in the expiration of net
operating loss carryforwards and tax credit carryforwards before utilization.

Note 13. Salary Deferral Plan

The Company maintains a Salary Deferral Plan (the Plan) which is qualified under Section 401 (k) of
the Internal Revenue Code and allows all eligible employees to defer a percentage of their earnings on a pretax
basis through contributions to the Plan. The Plan provides for employer contributions at the discretion of the
Board of Directors. Company contributions to the Plan were approximately $167,000 in fiscal 2004, $185,000
in fiscal 2003, and $253,000 in fiscal 2002. Administrative expenses relating to the Plan are insignificant.

Note 14. Shareholders’ Equity
Preferred Stock

The Board of Directors has the authority, without further action by the shareholders, to issue up to
2,000,000 shares of preferred stock in one or more series and to fix the designations, powers, preferences,
privileges, and relative participation, optional, or special rights and the qualifications, limitations or restrictions
thereof, including dividend rights, conversion rights, voting rights, terms of redemption and liquidation
preferences, any or all of which may be greater than the rights of the common stock.

Employee Stock Purchase Plan

Under the Company’s Employee Qualified Stock Purchase Plan (the ESPP), 500,000 shares of common
stack were originally reserved for issuance to employees of the Company. On July 27, 2001 the Company’s
shareholders approved an amendment to the ESPP to increase the number of shares of common stock
reserved for issuance thereunder from 500,000 to 1,000,000. During the fiscal year ended March 31, 2004,
2003, and 2002, 77,914, 80,645, and 71,087 shares of common stock, respectively, were purchased under the
ESPP. The Company has 303,292 shares remaining reserved for future issuance under this Plan.

Stock Option Plans
1994 Stock Option Plan

The 1994 Stock Option Plan (the 1994 Plan), which was approved in April 1994 and amended in August
2003, expires June 2013. The Company may grant either incentive stock options or nonstatutory stock options
to certain employees and consultants as designated by the Board of Directors. The 1994 Plan provides that
(1) the exercise of an incentive stock option will be no less than the fair market value of the Company’s
common stock at the date of grant, (ii) the exercise price of a nonstatutory stock option will be no less than
85% of the fair market value, and (iii) the exercise price to an optionee who possesses more than 10% of the
total combined voting power of all classes of stock will be no less than 110% of the fair market value. The plan
administrator has the authority to set exercise dates (no longer than ten years from the date of grant or five
years for an optionee who meets the 10% criteria), payment terms, and other provisions for each grant.
Unexercised options are canceled upon termination of employment and become available under the 1994 Plan.
The Company has reserved 1,696,873 shares for future issuance under the 1994 Plan.
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2000 Nonstatutory Stock Option Plan

On March 23, 2000, the Board of Directors approved the 2000 Nonstatutory Stock Option Plan (the 2000
Plan) under which 200,000 shares of common stock have been reserved for issuance to employees and
consultants. The Company has 193,751 shares remaining reserved for future issuance under the 2000 Plan.

Tavanza, Inc. Statutory Stock Option Plan

On October 29, 2002, the Company assumed all the outstanding options to purchase Tavanza common
stock included in the Tavanza, Inc. Statutory Stock Option Plan, (the Tavanza Plan). The Company has
reserved 3,438 shares for future issuance under the Tavanza Plan upon exercise of the assumed options.

Activity under the 1994 Plan, the 2000 Plan and the Tavanza Plan is set forth below:

Shares Options Outstanding \X:iegr:;eed
Available Number of Price Per Exercise
for Grant Shares Share Price
Balance at March 31, 2001.............. 534,392 1,549,592 § 3.00 - $53.75  $17.48
Additional shares authorized for 1994
Plan........ ... ... ... ... ... 250,000
Options granted ..................... (709,000) 709,000 10.00 - 14.53 11.02
Options exercised. ................... — (224,713) 3.00 - 13.13 5.15
Options canceled and expired. ......... 209,585  (209,585) 4.00 - 53.75 18.34
Balance at March 31,2002 ............. 284977 1,824,294 $ 3.00 - $53.75  $16.39
Assumed Tavanza, Inc. Statutory stock
optionplan ............... ... ..., 200,000
Options granted ..................... (375,000) 375,000 6.74 - 9.44 7.65
Options exercised . . .................. — (33,324) 4.00 - 6.94 5.61
Options canceled and expired.......... 171,059 (182,059) 3.00 - 53.75 15.09
Balance at March 31,2003 ............. 281,036 1,983,911 $ 3.00 - $53.75  $14.98
Additional shares authorized for 1994
Plan........ ... ... .. o il 250,000
Options granted . .................... (7,500) 7,500 7.33 - 7.33 7.33
Options exercised . . .................. — (435,885) 3.00 - 7.05 5.12
Options canceled and expired.......... 183,730  (368,730) 6.63 - 53.75 11.03
Balance at March 31,2004 ............. 707,266 1,186,796 $ 3.00 - $53.75  $19.78

The following table summarizes information about stock options outstanding and exercisable at
March 31, 2004:

Options Outstanding

Weighted Options Exercisable
Average Weighted Weighted
Remaining Average Average
Number Contractual Exercise Number Exercise

Range of Exercise Prices Outstanding Life Price Exercisable Price
$4.00-%1000........... oo 495796  7.76 years $ 9.31 264,171 $ 9.07
$11.96 -$31.44.................. 531,000  6.78 years $19.31 438,194 $19.83
$53.75-85375 ...l 160,000  6.02 years $53.75 156,656 $53.75°

1,186,796  7.09 years  $19.78 859,021 $22.72
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The Company utilized the intrinsic value method in accounting for its stock options since, as discussed
below, the alternative fair market value accounting requires the use of option valuation models that were not
developed for use in valuing stock options. Under the intrinsic value method, if the exercise price of the
Company’s stock options is equal to the market price of the underlying stock on the date of grant, no expense
is recognized.

Pro forma information regarding net loss and net loss per share, as disclosed in note 1, is required by
Statement of Financial ‘Accounting Standards No. 123, Accounting for Stock-based Compensation
(SFAS 123), as amended by SFAS 148, and has been determined as if the Company had accounted for its
stock options granted subsequent to December 31, 1994 under the fair value method of SFAS 123. The fair
market value for options granted prior to December 1995, the date of the initial public offering of the
Company’s common stock, was estimated at the date of grant using the Minimum Value Method. The fair
market value for options granted subsequent to December 1995 was estimated at the date of grant using the
Black-Scholes option-pricing model. The Company valued its employee stock options using the following
weighted-average assumptions:

Years Ended March 31,

2004 2003 2002
Risk-free interest rate.............. .o 3.5% 4.1% 5.0%
Dividend yield . .......... . 0.0% 0.0% 0.0%
Volatility .. ..o 87.2% 88.7% 90.5%
Expected life of options . ... ... ... ... ... ... . 5 vears 5 years 5 years

The Company used the following weighted average assumptions for its ESPP:
Years Ended March 31,

2004 2003 2002
Risk-free interestrate ............. .. coiiiiniiiaiin. 1.1% 1.7% 4.1%
Dividend yield ........ ... ... . .. 0.0% 0.0% 0.0%
Volatility . . ..o 87.2% 88.7% 90.5%
Expected life of options ........ . ... . ... .o 0.5 years 0.5 years 0.5 years

The Black-Scholes option valuvation model was developed for use in estimating the fair market value of
traded options that have no vesting restrictions and are fully transferable. In addition, option valuation models
require the input of highly subjective assumptions including the expected stock price volatility. Because the
Company’s stock options have characteristics significantly different from those of traded options, and because
changes in the subjective input assumptions can materially affect the fair market value estimate, in
management’s opinion, the existing models do not necessarily provide a reliable measure of the fair market
value of its options.

The weighted average grant date fair value of options granted during the fiscal years ended March 31,
2004, 2003, and 2002 was $5.12, $5.92, and $7.99, respectively. The weighted average grant date fair value of
ESPP shares granted during the fiscal years ended March 31, 2004, 2003, and 2002 was $2.90, $3.01, and
$6.35, respectively.

Outside Directors’ Stock Option Plan

Under the Outside Directors’ Stock Option Plan (the Directors’ Plan), options are granted automatically
at periodic intervals to nonemployee members of the Board of Directors at an exercise price equal to 100% of
the fair market value of the common stock on the date of grant. Such options have a maximum term of
10 years. New directors are automatically granted options to purchase 10,000 shares of common stock at their
date of election or appointment to the Board. In addition, each director will be automatically granted
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10,000 shares on'the date of the annual meeting of shareholders each year. Options shall vest 100% on the first
anniversary of the grant date. During the fiscal year ended March 31, 2004, 84,000 options to purchase shares
of common stock were granted. At March 31, 2004, options to purchase 103,500 shares of common stock were
outstanding of which 19,500 options were exercisable at weighted average exercise prices of $7.72 and $8.70,
respectively. The Company had 118,500 shares reserved for future issuance under the Directors’ Plan as of the
end of fiscal 2004.

Purchase Rights

The Board of Directors declared a dividend of one right for each share of common stock (the Right) to
be paid on April 8, 1999, to shareholders of record at such date. Each Right represents the right to purchase
one one-thousandth of a share of preferred stock at an exercise price of $45.00 per Right. All common stock
issued after April 9, 1999 contained the Right. On June 6, 2003, the Company amended the Rights Plan to
accelerate the final expiration date of the Preferred Share Purchase Rights issued thereunder from April 8,
2009 to June 13, 2003. The Company terminated the Rights Plan upon expiration of the purchase rights on
June 13, 2003,

Note 15. Business Segment Data and Related Information

The Company operates in one business segment, the sale of GaAs-based products for the wireless
communications market to semiconductor and subsystems customers.

The chief operating décision-maker has been identified as the Chief Executive Officer (CEQ). Revenue
from semiconductor components was $10.2 million in fiscal 2004, $29.3 million in fiscal 2003, and
$30.4 million in fiscal 2002. Revenue from GaAs-based subsystems was $19.7 million in fiscal 2004,
$20.1 million in fiscal 2003, and $26.7 million in fiscal 2002.

Significant Customers Representing 10% or Move of Total Revenues

During the fiscal year ended March 31, 2004, Raytheon accounted for approximately 16% of net sales and
BAE Systems accounted for approximately 10% of net sales. During the fiscal year ended March 31, 2003,
Motorola accounted for approximately 41% of net sales. During the fiscal year ended March 31, 2002,
Motorola accounted for approximately 43% of net sales.
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The following is a summary of operations by geographic region:

Years Ended March 31,
2004 2003 2002
(In thousands)

Net sales to customers:

United States. ..ottt $19,397 $16,366  $39,541
Burope . ... 4,905 3,630 3,064
China ... 2,034 9,771 —
Japan ... 1,781 4,149 4,530
Canada . . ... . e 750 710 —
Korea ... 610 3,277 280
India. ... 245 216 —
Brazil . ... . e 88 2,357 2,336
JA £S5 < 1T 2 — 8,912 5,521
Israel. ... o — 32 262
Other ... 118 3 1,516

$29,928  $49,423  $57,050

Net property and equipment:

United States. . ..o e 5,238 9,997 11,984
United Kingdom . ......... ... i 165 848 2,558
Philippines .. ...t 27 139 297

South Korea ... ..o — 45 —
$ 5430 $11,029 $14,839

Net sales to customers are based on the customers’ billing location. Long-lived assets are those assets
used in each geographical area.

Note 16. Contingencies

The Company operates in the semiconductor industry and may from time to time become party to
litigation. Management is currently not aware of any potential or pending litigation that could reasonably be
expected to have a material adverse affect on the Company’s financial condition or result of operations.

Note 17. Commitments

The Company has contractual commitments as of March 31, 2004, relating to its engagement of financial
advisory firms pursuant to which the Company was required to remit an advisory fee of $0.05 million, which
has been expensed in the fourth quarter of fiscal 2004. A minimum transaction fee of $0.3 million will be due
upon completion of a transaction. However, as is customary for contracts of this type, these commitments may
increase above the minimum depending on the value of any strategic transaction the Company may complete.

In November 2002, the Company entered into change of control severance agreements with each of
Tamer Husseini (the Company’s CEQO) and Margaret Smith (the Company’s CFO). Pursuant to these
agreements, if either Mr. Husseini or Ms. Smith is terminated as a result of an involuntary termination within
24 months after a change in control or within three months on or before a change in control, then he or she
shall be entitled to certain benefits as set forth in the agreements. The change in the composition of the
Company’s Board as a result of its agreement with the Celeritek Shareholder Protective Committee, as

63



CELERITEK, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

described in Note 3, resulted in a change of control for the purpose of these agreements. In the event of an
involuntary termination, severance cost would be approximately $1.5 million for both Mr. Husseini and
Ms. Smith. In addition, all options granted prior to the change of control will become fully vested and be
exercisable as of the date of termination. As of March 31, 2004, there are stock options outstanding for
318,000 shares subject to the change of control agreement with a weighted average exercise price of $20.15.

Note 18. Supplemental Cash Flow Information

Years Ended March 31,
2004 2003 2002
(In thousands)

Cash paid for interest . . ...ttt i $414 § 711 $695
Cash paid for income taxes ............ ... ... i — 74 77
Capital lease obligations incurred to acquire equipment .............. 480 100 189

Assumption of options as consideration for acquisition of Tavanza, Inc.
ASSBES L e — 1,000 —_

Note 19. Quarterly Results of Operations (Unaudited)

The following table presents unaudited quarterly data for the eight quarters ended March 31, 2004. This
information has been presented on the same basis as the audited consolidated financial statements. All
necessary adjustments have been included in the amounts stated below to present fairly the unaudited
quarterly results. Results of operations for any quarter are not necessarily indicative of the results to be
expected for the entire fiscal year or for any future period. Certain amounts have been reclassed to conform to
annual disclosures.

Three Months Ended

June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31,
2002 2002 2002(1) 2003 2003 2003(2) 2003(3) 2004

(In thousands, except per share data)

Consolidated Statement of
Operations Data:

Netsales ................. ... $15,341 $15484 § 10,523 § 8,075 $ 6,572 $ 7,083 § 7,714 $8,559
Gross profit ...................... 3,955 3,880 1,922 565 555 1,379 2,630 3,189
Loss from operations .............. (1,404) (1,621) (10,379) (4,571) (7,139) (6,721) (3,406)  (425)
Netloss ...t $(1,267) $(1,168) $(10,050) $(4,542) $(6,898) $(5,730) $(3,148) § (204)

Basic and diluted net loss per share .. $ (0.10) $ (0.10) $ (0.82) $ (0.37) $ (0.56) $ (0.46) $ (0.25) $(0.02)

Shares used in net loss per share
calculation:

Basic and diluted. . .............. 12,231 12,280 12,301 12,328 12,343 12,374 12,408 12,715
(1) The quarter ended December 31, 2002 included a $4.4 million charge for in-process research and
development and a $2.8 million special charge due to restructuring activities.

(2) The quarter ended September 30, 2003 included a $2.6 million special charge due to the Company’s
restructuring activities at its Belfast facility in July 2003, and the Company’s decision to exit the wireless
handset power amplifier market in late September 2003.

(3) The quarter ended December 31, 2003 included a $1.9 million special charge due to the Company’s
decision to exit the wireless handset power amplifier market in late September 2003.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereupon duly authorized.

CELERITEK, INC.

By: /s/  TAMER HUSSEINI

Tamer Husseini
Chairman, President and
Chief Executive Officer

Date: June 25, 2004

POWER OF ATTORNEY

Each person whose signature below constitutes and appoints Tamer Husseini and Margaret E. Smith,
jointly and severally, his or her attorneys-in-fact, each with the power of substitution, for him or her in any and
all capacities, to sign any amendments to this Report on Form 10-K, and to file the same, with exhibits thereto
and other documents in connection therewith, with the Securities and Exchange Commission, hereby ratifying
and confirming all that each of said attorney-in-fact, or his or her substitute or substitutes, may do or cause to
be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/{ TaAMER HUSSEINI

Tamer Husseini

/s/ MARGARET E. SMITH

Margaret E. Smith

/s/ ROBERT J. GALLAGHER

Robert J. Gallagher

/s/ J. MICHAEL GULLARD

J. Michael Gullard

/s/ LLoyp I. MILLER

Lloyd I. Miller

/s/  BRYANT R. RILEY

Bryant R. Riley
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Director

Director
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June 25, 2004

June 25, 2004

June 25, 2004

June 25, 2004

June 25, 2004



Signature

/s/  MICHAEL B. TARGOFF

Michael B. Targoff

/s/ CHARLES P. WAITE

Charles P. Waite
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SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS
ALLOWANCE FOR DOUBTFUL ACCOUNTS

Additions

Balance at Charged to Balance at
Beginning Costs and End
Period of Period Expenses Deductions(1) of Period
(In thousands)
Year Ended 3/31/04. . ... i $ 626 $ — $ 79 $ 547
Year Ended 3/31/03. ... . ... $1,183 $277 $ 834 $ 626
$1,183

Year Ended 3/31/02......... . ... ... .. ... ... $1,977 $557 $1,351

(1) Deductions represent write-offs of uncollectable accounts receivable.
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EXPLANATORY NOTE

This Amendment No. 1 (this “Amendment”) to the annual report on Form 10-K is being filed solely to
provide the information required by Part 111, including Items 10, 11, 12, 13 and 14. In our original annual
report on Form 10-K, filed on June 25, 2004 (the “Original Form 10-K”), we incorporated the information
required by Part II1 by reference to our proxy statement for our 2004 annual meeting on shareholders.

This Amendment amends only Part IIT of the Original Form 10-K, as set forth herein. Unaffected items
have not been repeated in this Amendment. This report still speaks as of the filing date of the Original
Form 10-X and, except as expressly stated herein, no attempt has been made to update this report to reflect
events occurring subsequent to the date of the initial filing date of the Original Form 10-K. All information
contained in this Amendment is subject to updating and supplementing, as provided in our periodic reports
filed with the Securities and Exchange Commission subsequent to the date of the filing of the Original
Form 10-K.
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PART III

Item 10. Directors and Executive Officers of the Registrant
Directors of the Registrant
Set forth below is certain information as June 17, 2004 regarding each director of the Company:

Director or

Executive
Name Age Position i Officer Since
Tamer Husseini(4) ................. 61  Chairman of the Board, President and Chief 1984

Executive Officer of Celeritek

Robert J. Gallagher(1)(2)(3)(5)..... 60  Director 1998
J. Michael Gullard(1)(3)(5) ........ 59  Director 2003
Lloyd . Miller, IIT(4) .............. 50  Director 2003
Bryant R. Riley(1)(2)(5) ........... 37  Director 2003
Michael B. Targoff(3) .............. 60  Director 2003
Charles P. Waite(2) ................ 74  Director 1984

(1) Member of the Audit Committee.

(2) Member of the Compensation Commiittee.

(3) Member of the Corporate Governance and Nominating Committee.
(4) Member of the Stock Option Committee.

(5) Member of the Strategy Committee.

Tamer Husseini, a founder of our company, has served as Celeritek’s Chairman of the Board, President
and Chief Executive Officer since our company was founded in 1984. Prior to founding Celeritek,
Mr. Husseini was employed by Granger Associates, a telecommunications company, as Vice President from
1982 until 1984. Before joining Granger Associates, Mr. Husseini was employed by Avantek, Inc., a
manufacturer of integrated circuits and components for wireless communications applications and now a
division of Agilent Technologies, from 1972 until 1982, last serving as General Manager of the Microwave
Transistor Division. Mr. Husseini has a B.S.E.E. from the University of Texas.

Robert J. Gallagher was appointed to the Board of Directors in October 1998. From 1983 to December
2000, Mr. Gallagher was employed by Acuson Corporation, a manufacturer of medical ultrasound imaging
systems. Mr. Gallagher joined Acuson in January 1983 as Vice President, Finance and Chief Financial
Officer, became Executive Vice President in March 1991, was Chief Operating Officer from January 1994
until March 1999, and was President of Acuson from May 1995 until November 1997, when he was appointed
Vice Chairman of the Board. He retired as Chief Operating Officer in March 1999, but remained Senior Vice
President until February 2000. In February 2000, Mr. Gallagher again served as President and Chief
Operating Officer of Acuson until his retirement in January 2001. Mr. Gallagher has a B.S. and a B.A. from
Rutgers University and an M.B.A. from Stanford University.

J. Michael Gullard was appointed to the Board of Directors in May 2003. Since 1984, Mr. Gullard has
served as a general partner of Cornerstone Management, a venture capital and consulting firm that provides
strategic focus and direction for technology companies primarily in the software and data communications
industries. He is also chairman of the board of Netsolve, Inc., a Nasdaq listed company, and serves on the
board of directors of JDA Software Group, Inc., a Nasdaq listed company. Mr. Gullard’s 27 years in the
technology industry include a number of executive and management posts at Telecommunications Technology
Inc. and the Intel Corporation. He holds a B.A and an M.B.A from Stanford University.

Lloyd I. Miller, 1II was appointed to the Board of Directors in May 2003. Mr. Miller is a director of
Stamps.com, Aldila, Inc., and American Banknote Corporation. Mr. Miller is also a member of the Chicago
Board of Trade and the Chicago Stock Exchange. Mr. Miller previously served on the board of directors of
several companies, including Denny’s Corporation, Anacomp, Inc., Vulcan International and American
Controlled Industries. Mr. Miller received his B.A. from Brown University.

Bryant R. Riley was appointed to the Board of Directors in May 2003. Mr. Riley has served as the
Chairman and Chief Executive Officer of B. Riley and Co., Inc., a stock brokerage firm, from 1997 to the
present. Mr. Riley also has served as the Chairman and Chief Executive Officer of Riley Investment
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Management, LLC, an investment management company, since founding the company in 2000. From 1995 to
1997, Mr. Riley was an equity salesman with Dabney/Resnick Inc., a stock brokerage firm. Mr. Riley is a
director of Aldila, Inc. He received his B.S. in Finance from Lehigh University.

Michael B. Targoff was appointed to the Board of Directors in May 2003. Mr. Targoff is the owner of
Michael B. Targoff & Co., a company he founded in January 1998 that seeks active or controlling investments
in telecommunications and related industry early stage companies. From January 1996 through January 1998,
Mr. Targoff was President and Chief Operating Officer of Loral Space and Communications Ltd. Mr. Targoff
had been Senior Vice President of Loral Corporation prior to the combination of Loral’s defense electronics
and systems integration businesses with Lockheed Martin in 1996. Mr. Targoff also serves on the board of
directors of Globalstar Telecommunications Ltd.,, Leap Wireless International Inc., ViaSat, Inc. and
Infocrossing Inc. Mr. Targoff has a B.A. from Brown University and a J.D. from Columbia Umver51ty School
of Law.

Charles P. Waite has served on the Board of Directors since Celeritek was founded in 1984. He has been
with Greylock, a venture capital firm, since 1966 and is currently a special limited partner there. Mr. Waite
has a B.S. from the University of Connecticut and an M.B.A. from Harvard University.

Shareholder Nominations of Directors

It is the policy of the Corporate Governance and Nominating Committee of the board of directors of the
Company to consider both recommendations and nominations for candidates to the board of directors from
shareholders.

A shareholder who desires to recommend a candidate for election to the board of directors shall direct the
recommendation in writing to the Corporate Secretary, 3236 Scott Boulevard, Santa Clara, CA 95054, and
must include the candidate’s name, home and business contact information, detailed biographical data and
qualifications, information regarding any relationships between the candidate and the company within the last
three years and evidence of the nominating person’s ownership or beneficial of company stock and amount of
stock holdings.

A shareholder who instead desires to nominate a person directly for election to the board of directors
must meet the deadlines and other requirements set forth in Section 2.14 of the company s bylaws and the
rules and regulations of the Securities and Exchange Commission.

Audit Committee

The Audit Committee of the company’s board of directors oversees the company’s corporate accounting
and financial reporting process and performs several functions in the performance of this role., The Audit
Committee evaluates the performance of and assesses the qualifications of the independent auditors;
determines and approves the engagement of the independent auditors; determines whether to retain or
terminate the existing independent auditors or to appoint and engage new independent auditors; reviews and
approves the retention of the independent auditors to perform any proposed permissible non-audit services;
monitors the rotation of partners of the independent auditors on the company’s audit engagement team as
required by law; confers with management and the independent auditors regarding the effectiveness of internal
controls over financial reporting; reviews the financial statements to be included in the company’s Annual
Report on Form 10-K; and discusses with management and the independent auditors the results of the annual
audit and the results of the reviews of the company’s quarterly financial statements. The Audit Committee has
adopted a written charter.

The current members of the Audit Committee are Messrs. Gallagher, Gullard and Riley. The board of
directors has determined that each of these directors meet the requirements for membership to the Audit
Committee, including the independence requirements of the Securities and Exchange Commission and the
Nasdagq listing standards. The board of directors has identified Mr. Gallagher as the member of the Audit
Committee who is an “audit committee financial expert” as defined by Item 401 (h) of Regulation S-K of the
Securities Act of 1933, as amended. The Audit Committee held twelve meetings during fiscal 2004.

Code of Ethics for Principal Executive and Senior Financial Officers

We have adopted a Code of Ethics for Principal Executive and Senior Financial Officers that applies to
our principal executive officer, principal financial officer, controller and any persons performing similar
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functions. This Code is posted on our Internet website. The address of our website is
http://www.celeritek.com. We will post any amendments to, or waivers from, this Code on our website.

Section 16(a) Beneficial Ownership Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our executive officers,
directors and persons who own more than 10% of a registered class of our equity securities to file certain
reports regarding ownership of, and transactions in, our securities with the SEC. Such officers, directors and
10% shareholders are also required by SEC rules to furnish us with copies of all Section 16(a) forms that they
file.

Based solely on our review of such forms furnished to us and written representations from certain
reporting persons, we believe that all filing requirements applicable to our executive officers, directors and
more than 10% shareholders were complied with during fiscal year 2004.

Item 11. Executive Compensation

Summary Compensation Table

The following table sets forth information concerning the compensation that we paid during the last three
fiscal years to our Chief Executive Officer and the other most highly compensated executive officers who
earned more than $100,000 during the fiscal year ended March 31, 2004. All option grants were made under
our 1994 Stock Option Plan.

Long-Term
Compensation
Awards
Annual Compensation Sﬁﬁg:{;ﬁfg All Other
Fiscal Salary Bonus Options Compensation
Name and Principal Position Year $) &) (#) %)
Tamer Husseini............................ 2004 321,238 — — 7,966(1)
Chairman of the Board, President 2003 319,382 — — 8,700
and Chief Executive Officer 2002 273,932 — 100,000 10,726
Richard G. Finney ......................... 2004 224,994 — —_— 18,216(1)
Vice President, Subsystems Division 2003 222,388 — — 8,468
2002 183,928 — 55,000 6,748
Margaret E. Smith ......................... 2004 224,994 — — 8,093(1)
Vice President, Finance and Chief 2003 220,657 — — 9,230
Financial Officer 2002 160,304 — 60,000 6,062
Perry A. Denning(3) ....................... 2004 185,059 — — 7,407(2)
Former Vice President, 2003 188,748 77,320 — 12,755
Semiconductor Division 2002 161,575 78,348 35,000 14,622
Gary J. Policky .......... ... ... ... ... 2004 169,399 —_ — 13,857(1)
Vice President, Engineering and 2003 164,350 T — — 17,946
Chief Technical Officer 2002 148,422 — 15,000 15,554
Damian M. McCann ....................... 2004 165,006 — — 2,816(1)
Vice President, Advanced Marketing 2003 170,889 — — 3,038
and Technology 2002 146,476  10,000(4) 20,000 1,317

(1) Represents premiums paid on supplemental long term disability insurance, medical reimbursement
insurance and 401 (k) Plan contributions.

(2) Represents premiums paid on supplemental long term disability insurance and medical reimbursement
insurance.

(3) Mr. Denning’s employment with us terminated on September 29, 2003.
(4) Represents commission payment.

Option Grants in Last Fiscal Year

No options or stock appreciation rights were granted to our Chief Executive Officer or our other most
highly compensated executive officers during the fiscal year ended March 31, 2004.
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Aggregated Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

The following table sets forth information with respect to our Chief Executive Officer and its other most
highly compensated executive officers concerning shares acquired upon exercise of stock options in the fiscal
year ended March 31, 2004 and exercisable and unexercisable options held as of March 31, 2004. All option

grants were made under our 1994 Stock Option Plan.
Number of Securities

Underlying Unexercised Value of Unexercised
Shares Options at Fiscal In-the-Money Options at
Acquired on Value Year End(#) Fiscal Year End($)
Name Exercise(#) Realized($)(1) Exercisable Unexercisable Exercisable Unexercisable
Tamer Husseini ........... 127,500 472,450 170,289 55,211 — —_
Richard G. Finney ......... 49,584 197,045 46,124 24,376 — —
Margaret E. Smith......... 18,000 27,630 67,082 25,418 — —
Perry A. Denning . ......... 10,106 37,291 36,124 14,376 — —
Gary J. Policky ............ 22,500 58,613 8,000 7,500 —_ —
Damian M. M¢Cann ....... 32,549 94,699 71,226 24,274 —_ —

(1) Market value of underlying securities is based on the per share closing price of our common stock on the
date of exercise, minus the exercise price.

Compensation of Directors

During the fiscal year ending March 31, 2004, each of our non-employee directors was paid $1,500 for
each regular or special board of directors meeting attended in person, and $500 for each regular or special
board meeting attended telephonically. We also paid each director $500 for each board committee meeting
attended that occurred on a date different than a meeting of the full board. In addition, in consideration of
Mr. Gullard’s agreement to serve on the board, the board elected to compensate Mr. Gullard in the amount of
$30,000.

~ In addition, each of our non-employee directors is eligible to participate in the Outside Directors’ Stock
Option Plan (the “Director Plan™). Prior to the amendment of the Director Plan, as approved by the board of
directors in June 2003 and by our shareholders in August 2003, each non-employee director automatically
received an option to purchase 6,000 shares of our common stock on the date on which the optionee first
became a director of the company. The vesting of such option grant is based on continued service as a director,
and the shares underlying each option vest at the rate of 25% per year, so that each option will be fully vested
after the director completes four years of continued service. On May 28, 2003, in connection with their
appointment to the board, directors Gullard, Miller, Riley and Targoff each received a 6,000 share option
grant at a per share exercise price of $7.91.

As a result of the amendment in 2003 to the Director Plan, each non-employee director who becomes a
director after the 2003 annual meeting of shareholders will automatically receive an option to purchase
10,000 shares of our common stock, on the date on which the optionee first becomes a director of the
company. The vesting of such option grant is based on continued service as a director, and 100% of the shares
underlying each option vest on the first anniversary of the date of grant. In addition, each non-employee
director shall automatically be granted an option to purchase 10,000 additional shares of common stock on the
date of the annual meeting of shareholders each year commencing with the 2003 annual meeting of
shareholders. The vesting of such option grant is based on continued service as a director, and 100% of the
shares underlying each option vest on the first anniversary of the date of grant. On the August 27, 2003 date of
the 2003 annual meeting of shareholders, directors Gallagher, Gullard, Miller, Riley, Targoff and Waite each
received a 10,000 share option grant at a per share exercise price of $7.33.

Employment Contracts and Termination of Employment and Change-in-Control Arrangements

In November 2002, we entered into a Change of Control Severance Agreement with Tamer Husseini.
Pursuant to this agreement, if Mr. Husseini is terminated as a result of an involuntary termination within
24 months after a change in control or within three months on or before a change in control, then he shall be
entitled to the following benefits (provided that he signs and does not revoke a standard release of claims with
the company): (i) a lump sum payment of three times his annual base salary in effect as of the date of
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termination, less applicable withholding; (ii) a lump sum payment of three times the average of the two
highest annual bonuses paid to Mr. Husseini for the preceding five years, less applicable withholding;
(iii) immediate vesting of all unvested and outstanding stock options, and immediate lapse of our repurchase
right as to any stock subject to a right of repurchase; (iv) to the extent eligible on the termination date,
conversion of coverage under our life insurance plan to an individual policy for six months after the date of
termination at no additional after-tax cost than Mr. Husseini would have paid as an employee, or if such
coverage cannot be obtained without jeopardizing the tax status of our life insurance plan, then payment to
Mr. Husseini of an amount that would enable him to purchase such benefits separately at no greater after-tax
cost than he would have had if the benefits were provided to him as an employee; and (v) reimbursement of
the group health continuation coverage premiums under COBRA through the lesser of (1) 18 months from
the termination date, (2) the date upon which Mr. Husseini and his eligible dependents become covered
under similar plans, or {3) the date on which Mr. Husseini no longer constitutes a “Qualified Beneficiary” (as
such term is defined in Section 4980B(g) of the Internal Revenue Code, as amended). In addition, if
Mr. Husseini voluntarily resigns within 90 days after a change in control, then he shall be entitled to the
following benefits (provided that he signs and does not revoke a standard release of claims with the company):
(i) a lump sum payment of one time his annual base salary in effect as of the date of termination, less
applicable withholding; (ii) a lump sum payment of one time the average of the two highest annual bonuses
paid to Mr. Husseini for the preceding five years, less applicable withholding; (iii) immediate vesting of 50%
of all unvested and outstanding stock options, and immediate lapse of our repurchase right as to 50% of any
stock subject to a right of repurchase. Mr. Husseini may not solicit our employees for three years from the
termination date, and all severance benefits payable under the agreement shall immediately cease if
Mr. Husseini violates this non-solicitation clause.

In November 2002, we entered into a Change of Control Severance Agreement with Margaret Smith.
Pursuant to this agreement, if Ms. Smith is terminated as a result of an involuntary termination within
24 months after a change in control or within three months on or before a change in control, then she shall be
entitled to the following benefits (provided that she signs and does not revoke a standard release of claims with
the company) (i) a lump sum payment of twice her annual base salary in effect as of the date of termination,
less applicable withholding; (ii) a lump sum payment of twice the average of the two hlghest annual bonuses
paid to Ms. Smith for the preceding five years, less applicable withholding; (ili) immediate vesting of all
unvested and outstanding stock options, and immediate lapse of our repurchase right as to any stock subject to
a right of repurchase; (iv) to the extent eligible on the termination date, conversion of coverage under our life
insurance plan to an individual policy for six months after the date of termination at no additional after-tax
cost than Ms. Smith would have paid as an employee, or if such coverage cannot be obtained without
jeopardizing the tax status of our life insurance plan, then payment to Ms. Smith of an amount that would
enable her to purchase such benefits separately at no greater after-tax cost than she would have had if the
benefits were provided to her as an employee; and (v) reimbursement of the group health continuation
coverage premiums under COBRA through the lesser of (1) 18 months from the termination date, (2) the
date upon which Ms. Smith and her eligible dependents become covered under similar plans, or (3) the date
on which Ms. Smith no longer constitutes a “Qualified Beneficiary” (as such term is defined in Sec-
tion 4980B(g) of the Internal Revenue Code, as amended). Ms. Smith may not solicit our employees for two
years from the termination date, and all severance benefits payable under the agreement shall immediately
cease if Ms. Smith violates this non-solicitation clause.

As used in the agreements with Mr. Husseini and Ms. Smith, the following terms have the following
meanings:

An “involuntary termination” means a termination of employment by the employee due to:

« A significant reduction of title, authority, duties, position or responsibilities relative to the title,
authority, duties, position or responsibilities in effect immediately prior to such reduction, or the
removal of such title, authority, position, duties and responsibilities, unless the employee is provided
with comparable title, authority, duties, position and responsibilities; provided, however, that a
reduction in title solely by virtue of our being acquired and made part of a larger entity shall not
constitute an involuntary termination,




A material reduction, without good business reason, of the facilities and perquisites immediately prior
to such reduction,

» A reduction of base salary or bonus as in effect immediately prior to such reduction,

* A material reduction in the kind or level of employee benefits to which the employee is entitled
immediately prior to such reduction with the result that the employee’s overall benefits package is
materially reduced,

» A relocation of the employee’s principal place of employment by more than 30 miles,

» Any purported termination of the employee which is not effected for “cause” or for which the grounds
relied upon are not valid, or

+ Our failure to obtain the assumption of the agreements by any successors.
Without “cause” means a termination of employment by us other than due to:

+ The employee’s willful, repeated failure to substantially perform his or her duties (except due to
physical or mental illness), if the employee fails to cure within 15 days of receipt of written notice of
such failure,

+ A willful act by the employee that constitutes gross misconduct and that is injurious to us,

* Any act of personal dishonesty by the employee in connection with employee’s responsibilities which is
intended to result in substantial personal enrichment of the employee, or

« The employee’s conviction or plea of guilty or no contest to a felony.
A “change of control” means:

« The approval by shareholders of a complete liquidation or the sale or other disposition of all or
substantially all of our assets,

+ The approval by shareholders of our merger or consolidation where our pre-merger shareholders do not
retain at least 60% of the total voting power following the merger,

* Any person or group of persons acquiring 40% or more of the total voting power of Celeritek’s stock, or

» A change in the composition of our board of directors, as a result of which fewer than 66% of the
directors are incumbent directors.

Each of these change of control agreements was filed with the Securities and Exchange Commission as
an exhibit to a Current Report on Form 8-K on April 16, 2003.
Indemnification Agreements

We have entered into indemnification agreements with each of its directors and executive officers. Such
indemnification agreements will require us to indemnify the directors and executive officers to the fullest
extent permitted by California law.

Item 12. Security Ownership of Certain Beneficial Owners and Management

To our knowledge, the following table sets forth information with respect to beneficial ownership of our
common stock, as of June 17, 2004, for:

+ cach shareholder who we know beneficially owns more than 5% of our common stock;
+ each of our directors;

+ each of our named executive officers; and

» all of our current directors and executive officers as a group.

Unless otherwise indicated, the principal address of each of the shareholders below is ¢/o Celeritek, Inc.,
3236 Scott Boulevard, Santa Clara, California 95054. Beneficial ownership is determined in accordance with
the rules of the Securities and Exchange Commission and includes voting or investment power with respect to
the securities. Except as indicated by footnote, and subject to applicable community property laws, each
shareholder identified in the table possesses sole voting and investment power with respect to all shares of
common stock shown held by such shareholder. The number of shares of common stock outstanding used in
calculating the percentage for each listed shareholder includes shares of common stock underlying options
held by such shareholder that are exercisable within 60 calendar days of June 17, 2004, but excludes shares of

7



common stock underlying options held by any other shareholder. Percentage of beneficial ownership is based
on 12,856,149 shares of common stock outstanding as of June 17, 2004.

Shares Percentage
Beneficially Beneficially

Owned Owned
5% Shareholders:
State of Wisconsin Investment Board(1) ...... e 901,800 7.0%
Dimensional Fund Advisors Inc.(2) ..., 861,452 6.7%
Anaren, Inc.(3) ... 777,300 6.0%
Directors and Executive Officers:
Bryant R. Riley{4,5) ... oot 724,592 5.6%
Tamer Husseini{5,6) ... ..ot 437,097 3.4%
Lloyd I. Miller, IIL(5,7) .. oot e e 233,600 1.8%
Richard G. FInney(5) .. ..ot e 122,917 *
Damian M. McCann(5) ...t e 114,539 *
Margaret E. Smith(5) . ... . o o 94,750 *
Gary J. Policky(5) .o oo e 85,308 *
Charles P. Walte(5) ... ..ot e e 32,273 *
Perry A. Denning ... ... 11,999 *
Robert J. Gallagher(5) ... .o e e 7,500 *
J. Michael Gullard(5) ... ... e 1,500 *
Michael B. Targoff (5) ... ..o 1,500 *
All current directors and executive officers as a group (11 persons) (5) 1,855,576 14.0%

* Less than 1%.
(1) Principal address is P.O. Box 7842, Madison, WI 53707. The number of shares held is as set forth in an
amended Schedule 13G filed by State of Wisconsin Investment Board on March 8, 2004.

(2) Principal address is 1299 Ocean Avenue, 11th Floor, Santa Monica, CA 90401. The number of shares
held is as set forth in an amended Schedule 13G filed by Dimensional Fund Advisors Inc. on February 6,
2004.

(3) Principal address is 6635 Kirkville Road, East Syracuse, NY 13057. The number of shares held is as set
forth in an amended Schedule 13D filed by Anaren, Inc. on May 2, 2003.

~ (4) Includes 133,092 shares held by B. Riley & Co. Inc., 10,000 shares held by B. Riley & Co. Holdings,
LLC and 580,000 shares held by SACC Partners LP, of which Riley Investment Management LLC
(“RIM”) is general partner. Bryant R. Riley owns all of the outstanding membership interests of RIM.

(5) Includes, for the applicable director or executive officer, the following shares exercisable within 60 days of
June 17, 2004 upon the exercise of stock options:

« Bryant R. Riley — 1,500 shares

+ Tamer Husseini — 190,081 shares

» Lloyd I. Miller, IIT — 1,500 shares

¢ Richard G. Finney — 51,333 shares

» Damian M. McCann — 78,623 shares
+ Margaret E. Smith — 72,498 shares

« Gary J. Policky — 9,750 shares

+ Charles P. Waite — 12,000 shares

+ Robert J. Gallagher — 7,500 shares

« J. Michael Gullard — 1,500 shares

» Michael B. Targoff — 1,500 shares

« All current directors and executive officers as a group — 427,785 shares

(6) Includes a total of 1,276 shares held by Mr. Husseini’s son and daughters and as to which Mr. Husseini
disclaims beneficial ownership.




(7) Includes 19,300 shares owned of record by Trust A-4 and 20,500 shares owned of record by Trust C.
Mr. Miller serves as investment adviser to the trustee of such trusts and shares voting and dispositive
power with the trustee. Includes 174,500 shares owned of record by Milfam II, L.P. and 1,500 shares
owned of record by Milfam LLC. Mr. Miller is the manager of Milfam LLC, which is the general partner
of Milfam II, L.P. Includes 6,500 shares owned of record by Alexandra Miller UGMA and 1,500 shares
owned of record by Lloyd 1. Miller IV UGMA, of which accounts Mr. Miller serves as custodian.
Includes 3,400 shares owned of record by Kimberly Miller GST, and 3,400 shares owned of record by
Catherine Miller GST, of which accounts Mr. Miller serves as Trustee. Includes 1,500 shares owned of
record by Lloyd Crider GST, of which Mr. Miller serves as co-trustee and shares voting and dispositive
power with the co-trustee.

Equity Compensation Plan Information

The following table gives information about our common stock that may be issued upon the exercise of
options, warrants and rights under all of our existing equity compensation plans as of March 31, 2004,
including the Employee Qualified Stock Purchase Plan, the 1994 Stock Option Plan, the 2000 Nonstatutory
Stock Option Plan and the Outside Directors’ Stock Option Plan. Footnote (5) to the table sets forth the total
number of shares of our common stock issuable upon exercise of options, as of March 31, 2004, granted
pursuant to an equity compensation plan that we assumed in connection with an acquisition, and the weighted
average exercise price of those options. No additional options may be granted under this assumed plan.

(a) (b) (¢)

Number of Securities
Remaining Available for

Number of Securities to be Weighted Average Future Issnance Under
Issued Upon Exercise of Exercise Price of Equity Compensation Plans
Outstanding Options, Outstanding Options, (Excluding Securities
Plan Category Warrants and Rights Warrants and Rights Reflected in Column (a))

Equity compensation
plans approved by ,
Z7 7 security holders(1) .. .. 1,116,962(3) $17.37 1,105,203 (4)
Equity compensation
plans not approved by
security holders(2) .... 169,896 $28.52 23,855
Total.............. 1,286,858 $18.84 1,129,058

(1) Consists of the 1994 Stock Option Plan, the Qutside Directors’ Stock Option Plan and the Employee
Qualified Stock Purchase Plan (the “Purchase Plan”).

(2) Consists of only the 2000 Nonstatutory Stock Option Plan, which does not require the approval of and
has not been approved by our shareholders. See description of the 2000 Nonstatutory Stock Option Plan
below.

(3) Includes options to purchase 1,013,462 shares of common stock issued under the 1994 Stock Option Plan,
and options to purchase 103,500 shares of common stock issued under the Outside Directors’ Stock
Option Plan. Excludes purchase rights accruing under the Purchase Plan, which has a reserve of 303,292
shares as of March 31, 2004.

(4) Consists of shares available for future issuance under the equity compensation plans approved by security
holders, including: 683,411 shares of common stock available for future issuance under the 1994 Stock
Option Plan; 118,500 shares of common stock available for future issuance under the Outside Directors’
Stock Option Plan; and 303,292 shares of common stock available for future issuance under the Purchase
Plan.

(5) The table does not include information for the equity compensation plan assumed by us in an acquisition.
A total of 3,438 shares of common stock are outstanding as of March 31, 2004. The weighted average
exercise price of those outstanding options is $7.05 per share. No additional options may be granted under
the assumed plan.



2000 Nonstatutory Stock Option Plan

On March 23, 2000, the board of directors approved the 2000 Nonstatutory Stock Option Plan (the
“2000 Plan”). The 2000 Plan provides for the granting of non-qualified stock options to employees and
consultants at the fair market value of our common stock as of the date of grant. Options granted under the
2000 Plan generally vest at a rate of s after six months and ‘s per month thereafter, however, the vesting
schedule can change on a grant-by-grant basis. The 2000 Plan provides that vested options may be exercised
for three months after termination of employment and for twelve months after termination of employment as a
result of death or disability. We may select alternative periods of time for exercise upon termination of service.
The 2000 Plan permits options to be exercised with cash, check, certain other shares of our stock or
consideration received by us under a “cashless exercise” program. In the event that we merge with or into
another corporation, or sell substantially all of our assets, the 2000 Plan provides that each outstanding option
will be assumed or substituted for by the successor corporation. If such substitution or assumption does not
occur, each option will fully vest and become exercisable. There are 200,000 shares of common stock reserved
under the 2000 Plan, and 23,855 shares remaining for future issuance as of March 31, 2004.

Change-in-Control Arrangements

Please see the section of this Amendment entitled “Employment Contracts and Termination of
Employment and Change-in-Control Arrangements.”

Item 13. Certain Relationships and Related Transactions
- Loans to Employee

In February 2001, we loaned Perry A. Denning, our former Vice President, Semiconductor Division, a
total of $1,090,000 in connection with the purchase by Mr. Denning of a residence in California following his
relocation from Arizona. Mr. Denning issued to us four non-interest bearing promissory notes, two of which, in
the principal amounts of $300,000 and $450,000, respectively, are secured by trust deeds on his primary
residence in California; one of which, in the principal amount of $150,000, was secured by a trust deed on his
former residence'in ‘Arizona; and one of which, in the principal amount of $190,000, is secured by 11,875
shares of our common stock held by Mr. Denning.

The $150,000 promissory note was due and payable on the earlier of December 1, 2001 or the date by
which Mr. Denning sold his former residence in Arizona. In August 2001, $100,000 of such loan was paid, and
the remaining $50,000 was transferred to the $450,000 loan. The $300,000 promissory note and the $450,000
promissory note (which became $500,000 in August 2001) were paid off in full on February 20, 2004. The
$190,000 promissory note is due and payable following the date that Mr. Denning sells the shares securing the
note.

Item 14. Principal Accounting Fees and Services

The Audit Committee is directly responsible for the appointment, compensation, and oversight of the
company’s independent auditors. On February 18, 2004, the Audit Committee recommended that the
company replace Ernst & Young LLP with BDO Seidman, LLP as the company’s independent auditor for
fiscal 2004. Ernst & Young was not replaced for reasons having to do with disagreements over accounting or
financial disclosure.

In addition to retaining BDO Seidman to audit the company’s consolidated financial statements for fiscal
2004, the Audit Committee retained BDO Seidman to provide other auditing and advisory services in fiscal
2004. The Audit Committee understands the need for BDO Seidman to maintain objectivity and indepen-
dence in its audits of the company’s financial statements. The Audit Committee has reviewed all non-audit
services provided by BDO Seidman and has concluded that the provision of such services was compatible with
maintaining BDG Seidman’s independence in the conduct of its auditing functions.

To help ensure the independence of the independent auditors, the Audit Committee has adopted a policy
for the pre-approval of all audit and non-audit services to be performed for the company by its independent
auditor. The Audit Committee may delegate to one or more of its members the authority to grant the required
approvals, provided that any exercise of such authority is presented to the full Audit Committee at its next
regularly scheduled meeting.
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Principal Auditor Fees and Services

The following table sets forth fees for services BDO Seidman provided during the fiscal year 2004:

2004
AUdit fees (1) ..o $123,282
Audit-related fees(2) .. ..o o $ 0
Tax fees(3) . oot e $ 0
All Other Fees. .. ... $ 0
$123,282

(1) Represents fees for professional services provided in connection with the audit of our annual financial
statements and review of our quarterly financial statements and audit services provided in connection with
other statutory or regulatory filings.

(2) No audit related services were provided.
(3) No tax compliance services were provided.
No services were provided by BDO Seidman prior to the fiscal year 2004.

The following table sets forth fees for services Ernst & Young provided during the fiscal years 2003 and
2004:

2003 2004
AUGIE FEES(1) v e e e e $329,000  $77,930
Audit-related feeS(2) . .ot $ 14,000 $32,400
Tax fees(3) . . $ 42,150 § 0

AILOther Fees .. ...t $ 0 3 0
' $385,150  $83,330

(1) Represents fees for professional services provided in connection with the audit of our annual financial
statements and review of our quarterly financial statements and audit services provided in connection with
other statutory or regulatory filings.

(2) Represents fees for accounting consultations, statutory audits and SEC registrations.
(3) Represents fees for tax compliance services.

In accordance with its charter, the Audit Committee approves in advance all audit and non-audit services
to be provided by BDO Seidman and E&Y. During fiscal year 2004, 100% of the services were pre-approved
by the Audit Committee in accordance with this policy.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant, Celeritek, Inc., a California corporation, has duly caused this Amendment No. | to Annual Report
on Form 10-K/A to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Santa
Clara, State of California, on July 23, 2004.

CELERITEK, INC.

By: /s/  TaAMER HUSSEINI

Tamer Husseini,
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities and Exchange Act of 1934, this Amendment No. 1 to the
Registrant’s Annual Report on Form 10-K/A has been signed by the following persons in the capacities and
on the date indicated:

'Signature Title : Date
/s/ TAMER HUSSEINI Chairman, President and Chief July 23, 2004
Tamer Husseini Executive Officer (Principal Executive
Officer)
/s/ MARGARET E. SMITH Vice President, Finance and Chief July 23, 2004
Margaret E. Smith Financial Officer (Principal Financial
and Accounting Officer)
* Director July 23, 2004
Robert J. Gallagher
* Director July 23, 2004
J. Michael Gullard
* Director July 23, 2004
Lloyd 1. Miller
* Director July 23, 2004
Bryant R. Riley
* Director July 23, 2004
Michael B. Targoff
* Director July 23, 2004
Charles P. Waite
*By: /s/  TaMER HUSSEINI

Tamer Husseini
Attorney in Fact
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EXHIBIT INDEX

Exhibit
Number Exhibit Title
31.1  Certification of Chief Executive Officer of the Registrant pursuant to 18 U.S.C. 1350, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2  Certification of Chief Financial Officer of the Registrant pursuant to 18 U.S.C. 1350, as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1  Certifications of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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This letter contains forward-looking statements within the meaning of the Private-Securities Litigation Reform Act of
1995. These forward-looking statements include, without limitation, statements regarding our expectations about: whether
our efforts to sharpen our strategic focus and execution, coupled with a strengthening economy, will lead to improved
results in fiscal 2005, our ability to consummate the proposed asset sale with Teledyne Wireless, Inc., our ability to
command higher average selling prices; our ability to return to profitability; the effect of our cash dividend, and the
proposed cash dividend following the proposed asset sale, on our ability to achieve long-term financial, operational and
product goals; and planned investments in those parts of our business that will enable us to enhance the value proposition
for customers and drive growth for investors. These, and other forward-looking statements, are subject to business and
economic risks and uncertainties that could cause our actual results of operations to differ materially from those contained
in the forward-looking statements. These risks include, without limitation: the loss of existing major customers; declining
general economic and industry conditions in the United States and Asia; our ability to generate sufficient revenues absent
sales of wireless handset power amplifiers; the risk that we will be unable to cover the liabilities that we are retaining in
connection with sale of our defense business to Teledyne Wireless; and our ability to generate sufficient revenues without
our subsystems defense business. Please see our Form 10-K filed with the Securities and Exchange Commission for a
description of the risks and uncertainties that could cause our actual results to differ materially from those contained in the
forward-looking statements. Unless required by law, we undertake no obligation to update publicly any forward-looking
statements, whether as a result of new information, future events, or otherwise.
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