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* Revenue for the fiscal year increased 63% over the prior year to $129,184,000
from $79,349,000.

* Net Income for the year of $9,949,000, or $0.81 per basic share and $0.74 per
diluted share, up $0.34 and $0.30, respectively, per share, from the prior year.*
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EBIT is earnings before interest and taxes. Backlog consists of funded and unfunded amounts provided

in our contracts less previously recognized revenue.

*The 2002 and 2003 financial information reflects only Argon Engineering Associates, Inc., results. The 2004
financial information refiects the results of Argon Engineering, plus one day of SenSyTech, Inc.’s results.
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Letter From the CEO

@;ar Shareholders,

| am pleased to present our shareholders with the firstannual
report of Argon ST. Argon ST was formed September 29,
2004, from the merger of SenSyTech, Inc., with Argon
Engineering Associates, Inc. Our Company provides a
broad range of technolcgically advanced products and
systems for the Command and Control, Communications,
Terry L. Collins Computers, Intelligence, Surveillance, and Reconnaissance
Choirman/CEQ (C4ISR) markets. Our talented staff continues to provide

our expanding base of customers with solutions which are vital capabilities and systems
development in signals intelligence (SIGINT), electronic support measures (ESM), electronic
warfare (EW), imaging and acoustic systems.

SenSyTech had been a publicly held company since 1998 and Argon Engineering had
been a privately held company founded in 1997. Our merger provides many benefits for our
customers, our employees, and our shareholders and we expect these benefits to increase

over the next several years as we gain from the spiraling momentum of our two enterprises.

The merger of a privately held company with a smaller, publicly held company is scmewhat
rare. The details of this transaction (Part | of the Form10K included in this annual report), is
recommended reading for you to understand our underlying historical performance since the
Argon Engineering financial reports have replaced those of SenSyTech. The financials are
presented in accordance with accepted purchase accounting for a transaction closing on the
next to the last day of the fiscal year. These reflect Argon Engineering performance for FY04
with one day of data for SenSyTech. Only Argon Engineering performance is provided for
FY03 and FY02.

Both Argon Engineering and SenSyTech had excellent results in FY04 since each company
established revenue and profit records. The combined pro forma results on page 42 of the
10K in this report represent these results as though the companies had been combined
since 2002. Argon ST revenue grew by 43% to $189.8 million versus FY03 revenue of $132.5
million and net income grew by over 60% to $14.4 million from FY03 levels of $9.0 million.
While these are notable results, Argon ST, as a new company, is energized and looking to the
future to provide even better service to our customers, more opportunities to our employees,
and continued growth for our shareholders. The combined technologies and programs
described on the following pages of this report, and in particular, the software product lines
pioneered by Argon Engineering, offer a strong base for the Company to develop and deliver
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Letter From the CEO connes

Pro Forma Revenue Growth - FYO3 vs FY04" better products across multiple customer domains. This
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G : should allow us to continually expand our leadership position
in diverse markets.

The integration of the two organizations has been met with

excitement by both employees and customers. A close
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teams has already begun with notable success. We are making
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systems. We expect to have these initiatives completed in
early 2005. Our consistent effort to innovate and to provide
state-of-the-art technology to solve technical problems will be
part of Argon ST on a continuing basis.

2003 2004

* Pro forma results as though the companies had As we look forward to the next three years in our planning

1 2004 Ann

been combined since the beginning of 2003. . . . .
cycle, Argon ST is well positioned to continue growing. We

enter FY05 with a backlog of over $228 million and expect significant new orders such as the
Aerial Common Sensor (ACS) program for the U.S. Army in FY05. Outstanding proposals and
pending program awards which were not booked in FY04 will add to that backlog.

Our strategic vision is to leverage state-of-the-art technology to transformational systems and
to solve difficult problems for our customers. We are positioned to install our systems onto a
diversity of platforms and to develop additional ciose relationships with military and government
agency end users and our industrial prime contractor customers so that we understand and
can successfully address emerging requirements. We intend to expand both our customer base
and our products to enhance our financial stability. Typically, capturing a major system program
contract on a platform requires many months of market development, proposals, and source
selection by the government. The award of a large multi-year contract usually generates many
years of work allowing for more efficient resource planning, staff development, and lower costs.
These long-term contracts are also strategically important because of auxiliary opportunities
that are often created. Often however, these larger contracts are less predictable with respect
to award date and are subject to larger quarterly fluctuations because of government timing of
production budgets and awards. SenSyTech had traditionally pursued shorter term contracts
than Argon Engineering and had been successful with that business model. The recent
investment by SenSyTech in the Fairchance, PA, production facility was intended to focus on
longer term contracts such as the AN/SLQ-25A Torpedo Defense System and the AN/SRQ-
4 Radio Terminal Set. We will continue to pursue short-term contracts while maintaining our
strategic focus on the long-term contracts, such as these. *
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“These efforts,
confidence, and
support can only be
achieved with trust.
Trust can only be
achieved through a
management process
that is open, honest,
and ethical.

We are committed
to earning that

trust from each of
our constituents.”

Argon ST has already identified several opportunities to provide larger
systems and/or act in a systems integration role for customers. These
are programs that neither SenSyTech nor Argon Engineering would have
been able to pursue independently. A number of these opportunities come
from our existing customer base. The results of these pursuits will likely
not be realized until FY06 or later because of government procurement
cycles. We believe foliow-on business and new initiatives will allow Argon
ST to achieve significant organic growth in the near, mid and long-term
future. We also intend to actively pursue strategic acquisitions which will
allow entrée to new customers, provide access to key technology, and
enhance our market position.

in conclusion, while | have discussed a few significant elements of our
strategic plan, we must not forget the purpose of the products and systems
that we deliver. We have an obligation to supply those men and women
who risk their lives to provide security to our country and our families
with the best operational capabilities possible. We can accomplish this
only through the efforts of an excellent staff, through the customers that
place confidence in our ability to produce and deliver, and through the
shareholders that support us with the resources that we need. These
efforts, confidence, and support can only be achieved with trust. Trust can
only be achieved through a management process that is open, honest,
and ethical. We are committed to earning that trust from each of our
constituents.

Terry Collins
Chairman / CEO / President
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Keith Simmons
Sr. Software Engineer
Camariflo, CA

Barry Hemmrdinger

hirborne Systems Chief Architect

Fairfox, VA

Mike Hill
Designer/Drafter
Newington, VA

6 Argon ST
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“l enjoy working at Argon ST be-
cause of the many opportunities
I’'ve had to be an infegral part of
program developing software for a
larger system. |'ve enjoyed the ex-
posure to all elements of software
from embedded systems to GUlIs.”

“It's been rewarding to be part of a
team that has transformed the way
systems are designed and built. We
concentrated on software signal
processing, integrating that with top
commercial hardware. That way,
we've leap-frogged the competition
in development time and overall
system capabilities. I've been part of
that for over six years, and it was
greot to witness our growth.”

“Working at Argon ST is an extreme-
ly challenging and rewarding experi-
ence. | work within a highly talented
engineering team that is very enthu-
siastic and excels at solving complex
design problems. | am also proud to
belong to a company that strives to
provide our customers with the best
performing and highest quality pred-
ucts available.”

2004 Annual Report

Gloria Jackson
Quality Control Specialist
Newington, VA

By e

Jessica King
Lead Assembler
Smithfiled, PA

Clara Dinh
Software Engineer

Fairfax, VA

.
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“The greatest things about working
here:  We are building a quality
product that will impact the world and
the people are great. The executive
staff has clways been personable
and approachable which is an asset
to any company.”

“I have had the opportunity to work
in other manufacturing compa-
nies but none can compare with
the state-of-the-art facilities here
in Smithfield. Nor have | had the
privilege of working with a better,
friendlier group of individuals. | feel
fortunate to have been given the
opportunity to be here from the start
and watch the tremendous growth
of ST Production Systems.”

“At Argon ST, each engineer, at every
level, has the unigue opportunity of
having diverse responsibilities such
as user interface design, embedded
software development, system inte-
gration, and even customer presen-
tations and meetings. This has given
me a befter, more complete under-
standing and appreciation of our
systems and their operational use.”




Daphne Sellers
Office Manager
Foirfax, VA

Bob Beli
Sr. Systems Enginesr
Newington, VA

St =

Rod Guyton
Production Assembly Technician
Fairfax, VA

“We occupy almost all of the modern,
high-rise office building in Fair Lakes,
convenient fo shops, restaurants, and
parks. From the outside, one cannot
tell it houses advanced electronics,
and the latest in advanced computer
and office automation. It's a great
place to work.”

“In addition to the enjoyment that
working with a talented and dedi-
cated technical staff brings, | get tre-
mendous satisfaction in knowing that
much of the work we are doing is
impertant and ultimately protects the
lives of our military people around
the world.”

“| love it here! This is definitely my
family away from home. it's really
hard to believe it’ll be four years in
January that I've been working here.
| guess time flies when you're hav-
ing fun and enjoying the people that
you're working with on a daily basis.”

John Lutz
Systems Engineer
Fairfax, VA

Eve Long
Software Engineer
Newington, VA

Tina Opal
{ost Accountant
Fairfax, VA

“| came to Argon Engineering (now
Argon ST) from a strictly commer-
cial consulting shop. By virtue of
the nature of our business, I'm glad
to be back to doing something thot
has more meaning than just helping
a company meet or exceed it's an-
nual numbers. Plus, | get to ‘play’
with some of the latest technolecgies.
Purpose...Toys...I'm having fun with
it.”

“| like my job. 1 like my co-workers
and my bosses who are very sup-
portive. They are the best. We are
working os a team; always striving
to write high quality software systems
and find the best solutions for our
customers. | feel a great sense of sat-
isfaction from solving the problems
and getting the job well done.”

“Working in the Accounting Depart-
ment of Argon ST is exciting and
challenging. Being able to interact
with both employees and customers
is what makes my job enjoyable. |
look forward to my future with Argon
ST”

2004 Annual Report
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A Total Greater Than the Sum of Its Parts,

These are some of the terms or concepts applicable to the newly formed Argon ST, which last year
resulted from the merger of Argon Engineering Associates, Inc., of Fairfax, Virginia, and SenSyTech,
Inc., of Newington, Virginia.

g.ffmerging of companies in the defense/aerospace community
is by no means unusual — hundreds of such consolidations
have been witnessed over the past several years. What sets the Argon/
SenSyTech merger apart, perhaps making it unique, is the unduplicated

meshing of the skill sets of the two organizations that were combined to
form Argon ST.

One component, SenSyTech, with its strong market position as a supplier
of classified intelligence, reconnaissance and surveillance systems for

the U.S. military, has been particularly successful in developing, testing

Argon Engineering grew and producing special purpose sensors and hardware systems that are
rapidly to be recognized . . . . - .
installed in a wide variety of military environments. SenSyTech systems
in 2003 by INC Magazine y y y y
as one of the 100 support intelligence collection or protection functions for virtually every
fastest growing private submarine and surface vessel in the U.S. Navy fleet. This has led to their
companies in the U.S. use by the other U.S. military services, allied military organizations, and

national intelligence agencies.

The second component, Argon Engineering, is a dominant provider of
specialized intelligence systems to the U.S. military and other intelligence
agencies associated with national security and homeland defense. Argon's
primary strength is as a center of excellence for modular, reusable software
critical to such systems. Itis one of few adopters of the use of commercial
software product line approaches for defense systems. Formed in 1997
by three founding executives from Engineering Research Associates/E-
Systems (later part of Raytheon), Argon Engineering grew rapidly to be
recognized in 2003 by INC Magazine as one of the 100 fastest growing
private companies in the U.S. Earlier in 2004, Terry Collins, in his previous
J role as CEOQ of Argon Engineering and now CEQ of Argon ST, was named
by Ernst & Young LLP the 2004 Greater Washington Entrepreneur of the

Year in the Government IT Services sector.

2004 Annual Report
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The key difference in our products and 1hose of our COmpettors Is our Proaucts are
software-based and parform on commonly avallable receivers, computers and workstations.

Argon ST Combines Innovative Technology
With Cost-Effective Systems Production

While some of the applications for the products of the two component
companies and a number of their customers are similar, in reality there
is little duplication in the two organizations. SenSyTech is viewed
primarily as a specialized hardware developer and producer, while Argon
Engineering’s forte is in creating systems that integrate commercial-off-
the-shelf (COTS) hardware built by others with its own highly advanced
modular and reusable software products. These complementary
strengths allow Argon ST to view its future as a period of continuing
growth, fully utilizing the combined technical and facilities resources of
the predecessors to develop new products, add greater functionality

into existing products and support entry into additional Intelligence,
Terry Collins, in his
previous rofe as CEQ of

Surveillance and Reconnaissance (ISR) markets. While both component

companies were historically considered predominantly engineering

Argon Engineering and
now CEO of Argon ST, organizations, each has had a robust production capability and supporting
was named by Ernst programs. The new manufacturing/production facility inaugurated by
& Young LLP the 2004 SenSyTech in 2003 and expanded this year will also well serve the future
Greater Washington

needs of all components of Argon ST.
Entrepreneur of the Year

in the Government IT
Services sector, Argon ST identifies and develops disruptive technologies related to its

core business including communications, ad-hoc networking, and other

intelligence domains. Current investments are being used to identify and
prototype key technologies in counterterrorism, collaborative multi-INT
sensors, and multifaceted electro-optical sensor systems. Argon ST also
has an ever increasing role in the technology development of the software
defined radio and emerging cognitive radio marketplace. Cognitive radios
leverage Argon ST’s preeminence in the spectrum awareness arena in

the pursuit of more efficient utilization of the wireless spectrum.

Our Operations Are Distributed Nationwide

Argon ST’s corporate headquarters is located in a modern, high-rise
office park in Fairfax, Virginia, where it occupies approximately 153,000
ft2 of a 270,000 12 building. Included in that space is approximately
55,000 ft2 of specially secured laboratory and engineering office space
which has been constructed to meet the unigue requirements of its

customers. Engineering design and production is also carried out at the

2004 Annual Report Argon ST 9
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Last year, bookings,
backiog, and profitability
reached all fime highs.
Qur growth in the
quantifiable aspects

of our business was
echoed by the growth in
the size of our staff and
our facilities.

Newington, Virginia, facilities where anechoic chambers and extensive
environmental test fixtures are available in over 65,000 ft2 of leased
space. To accommodate the planned increase in production on a number
of programs in 2004, the Company occupied two new facilities in Fayette
County, Pennsylvania, which accommodate modern, large system
production and engineering test facilities. Other smaller engineering
development and production facilities are located in Camarillo, California;
Ann Arbor, Michigan; and Winter Park, Florida.

FY04 Was a Year of Many Significant Events

While the creation of Argon ST with the combined resources of Argon
Engineering and SenSyTech was perhaps the most notable event of
FY04, other successes and milestones must also be highlighted. Last
year, bookings, backlog, and profitability reached all time highs. Qur
growth in the quantifiable aspects of our business was echoed by the

growth in the size of our staff and our facilities.

Qur new production facilities in Smithfield, Pennsylvania, are now up and
running at more than 40 percent capacity and the nearby engineering
and test facility is now partially staffed and operational. The acoustic test
tank located in this new facility will support critical future acoustic sensor
programs. We have just begun to identify the benefits that these state-of-
the-art production and test facilities can bring to the full range of Argon

ST products and programs.

Argon ST has grown during FY04 with all of our operational units
expanding their business and technology with both existing customers

and new customers.

Communication and EW/ESM Systems
Successful Nationally and Internationally

Our specialized communication systems exceeded ail planned
expectations in sales and profitability for the year, while making on-time
deliveries to an expanding customer base. Our digital receiver technology
and associated signal processing have provided a well-received capability

to process and exploit certain high interest signals critical to the war

fighter and his support to the global war on terrorism. In 2004, this area




Argon ST aiso has a
substantial market
presence in electronic
warfare (EW) and
electronic support
measure (ESM) sensors.
These systems primarily
provide tactical
electronic warfare
capabilities against
foreign ragars.

Argon ST provides intefigence and homeland security solutions for
both the Unifed States Government and certain foreign defense markets,

expanded its international sales while maintaining a strong domestic
presence. A mix of government and company investments in research
and development will expand these products to include new signals of
interest and will lead to greater potential sales and a larger product line
for 2005 and beyond.

Argon ST continues to increase its market presence in those nations
that have particularly close relationships with the United States. FY04
realized bookings from, and systems development and system deliveries
to, many of our allies. Argon ST has benefited from the high value placed
on commonality and interoperability between systems of these allies as

muitinational, coalition operations become more prevalent.

Argon ST also has a substantial market presence in electronic warfare
(EW) and electronic support measure (ESM) sensors. These systems
primarily provide tactical EW capabilities against foreign radars. While
these systems do face some export restrictions, they are generally less
restricted than many of our communication systems and can therefore be
marketed to a greater range of allied nations. Research and development
investment and government funding should support market expansion
for the EW product line in the coming years as we are able to integrate
our radar and communications capabilities into consolidated SIGINT and

ESM systems.

Our operation in Camarillo, California, expanded its level of EW threat
simulation activities for the U.S. Navy's Southern California Offshore
Range (SCORE) with the award for three additional Smart Target
systems. Two of these training simulators emulate enemy radar directed
surface-to-air missiles, while a third looks like an air launched anti-ship
missile to Navy trainees. An additional Navy contract in FY04 was for an
engineering development model of a communications intercept pod that
could be carried on a variety of aircraft. This latter program is noteworthy
for the Camarillo operation in that it is that facility’s first booking in the
passive EW (COMINT) area... all previous work having been in active

(jammers and radiating threat simutation) EW.
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As we move forward
with our expanded staff,
facifities and resources,

we feel particularly
positive about the future.
We are examining and
implementing exciting
new technologies

with a bright and
energetic, motivated
staff and a dedicated
and experienced
management team.

VEXTISEE- 2004 Annual Report

Increasing Role in Support
of the National Intelligence Community

The year showed positive milestones and progress for strategic systems
that provide signal detection, direction finding, analysis and reporting
capabilities to the national intelligence community. These systems
operate 24/7, safeguarding our national interests and personnel and are
planned to assume increasingly more significant roles by our intelligence
community. The fielding of capabilities developed in 2004 should provide
the basis for future sales opportunities. In addition to these systems,
Argon ST maintains a substantial role in the growing area of the provision
of specialized capabilities to the Information Warfare community. The
Information Warfare focus provides advanced systems to a broad range
of U.S. and non-U.S. customers for their use in exploiting and disrupting

adversary radars and communications.

Strategic Acquisitions Help Increase Market Penetration

FY04 was also marked with a new acquisition as Imaging Sensors and
Systems, Inc., of Winter Park, Florida, became a part of SenSyTech
in April 2004. Their product line of infrared thermal imaging cameras,
sensors, and systems augments the hyperspectral/multispectral imaging
capabilities provided by our facility in Ann Arbor, Michigan. The products
and technologies of these two operations are complementary and meet
many diverse fixed-site land, land-mobile, airborne, and shipboard
applications. Last year saw the completion of the development and flight-
testing of real-time bispectral fire mapping system to present firefighters
on the ground with aerial images of the spread of forest fires on a terrain
map overlay and the testing of combined |IR/Optical systems for border

control and law enforcement applications.

Transitioning Programs From Development
to Production Is a Key Long-Term Strategy

Argon ST saw significant new orders in fiscal year 2004 in our surface ship
systems operations as we began full rate production for the renovation
of the U.S. Navy fleet signals intercept equipment. This continues to be
a key business opportunity for us with a market-leading share of new

systems for the surface fleet that provide network-centric precision

i



Our software radio approach can be used for intercepting
and processing higher frequency non-communications (racar).

geolocation, threat warning, cryptologic exploitation, and analysis
capabilities. We continue to provide production communications systems
supporting ASW, and acoustic sensor and protection systems to surface
ships. Fiscal year 2004 also saw the commencement of our first activities
leading to integrated SIGINT systems on these same platforms in the

future.

Argon ST’s support to the U.S. and U.K. Navy subsurface communities
includes production of complete systems from antennas through signal
intelligence and ESM programs. A variety of undersea systems were

. ” produced and delivered in FY04, with more deliveries in the pipeline
Continuing opportunities

in the airborne
systems area include underwater vehicles.
communications

and radar intercept,
exploitation, direction
finding systems, FLIR

for the coming years, for submarines as well as future autonomous

The year also saw increased funding for additional AN/SLQ-25A Torpedo
Defense Systems and AN/SRQ-4 Shipboard Radio Sets for the U.S. Navy.

for a variety of platforms Both of these programs, which had been dormant, were reinvigorated
including aerostats, with the completion of the Pennsylvania production and test facility.
unmanied aerial vehicles, The Pennsylvania facility also represents production capacity for a new
and fixed and rotary wing . ol .
aircraft in use by the contract award for submarine ESM antennas and additional bookings
U.S. military and friendly and deliveries for our ELINT analysis/processing products.
foreign military units.

Adapting Our Systems to Airborne Platforms

A major new program for the Company is our role as a key subsystem

supplier 1o Lockheed Martin for the U.S. Army Aerial Common Sensor

program. After an extended selection process, the Army chose the
Lockheed Martin/Argon ST team as the winner of the five-year System
Design and Demonstration program to develop, build, integrate, and test
the next generation Army and Navy advanced airborne communications
intelligence collection system. Aviation Week & Space Technology
magazine highlighted Argon ST's key role in a detailed article covering
the award. The article postulated that the total program value could
reach $7 billion if the approximately 50 aircraft planned for procurement

over the next several years is realized.

2004 Annual Report
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In companion programs, Argon ST continues to provide increasing

SIGINT and direction finding capabilities for U.S. Navy airborne

reconnaissance programs with both research and development and
enhancements of existing capability through engineering changes.
Continuing opportunities in the airborne systems area include
communications and radar intercept, exploitation, direction finding
systems, FLIR for a variety of platforms including aerostats, unmanned
aerial vehicles, and fixed and rotary wing aircraft in use by the U.S.
military and friendly foreign military units. Argon ST is also pursuing
opportunities to provide systems as upgrades for other ISR airborne

platforms in use by the U.S. Army, Navy, and Air Force.
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Our Future Is Bright

As we move forward with our expanded staff, facilities and resources,
we feel particularly positive about the future. We are examining and
implementing exciting new technologies with a bright and energetic,

motivated staff and a dedicated and experienced management team.

gésra/zﬁ 1+1=3

A Total Greater Than the Sum of lis Farts,

Perhaps 1+1 = much more than 3.

Increasing that total is our primary objective as we move forward.

|
|
|
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PARTI
ITEM 1. BUSINESS-
Business Description

Argon ST, Inc: (“Argon ST” or the “Company™) is a broadly diversified provider of high performance
sensor systems designed to meet the needs of defense, homeland security, intelligence, and environmental users.
We: develop and manufacture communications intelligence software systems and a broad line of acoustic,
communications, radar, electronic warfare, infra-red and optical sensor products. - Our systems and products collect
and process signals and other information used in our customers’ mtell:gence gathering, reconnaissance and
surveillance activities.

" Our pr1mary customer is the U.S. Department of Defense. We also provide systems and products to other
U. S. federal government ‘agencies and major domestic prime contractors, as well as to foreign governments,
agencies and defense contractors. Many of our products are used in national defense programs for the U.S, federal
government intelligence community and approved international customers. ~

With technology and production centers in five states and major corporite and development centers in the
greater Washington, DC area, we are well positioned to responsively serve our U.S. and international defense.and
non-defense customers, as well as to provide them with ready access to our highly qualified, cleared engineering

. staff during the desrgn development test, manufacturing, 1ntegratlon and delivery phases of our contracts

The Company is a Delaware corporation which resulted from the merger of a wholly owned subsidiary of -
Sensytech, Inc. ("Sensytech™), which was organized in 1968, and- Argon Engineering Associates- Inc. (“Argon .
. Engineering™), which was organized in 1997. The acquisition was effective on- September 29, 2004, and
' concurrently, Sensytech changed its name to Argon ST, Inc. Sensytech had been a-publicly traded company ‘since
. 1998, and prior to the merger, Argon Engineering was privately held. As a result of the merger, the former Argon
Engineering stockholders acquired approximately 65.6% of the. outstanding common stock of the Company. In
connection with the merger, Terry L. Collins, the former Chairman and CEO of Argon Engineering, became the
Chairman and CEO of the Company, and the Company’s board of directors was increased to ten members, with
'seven new members (including Mr. Collins) elected to the board, and three Sensytech directors contmumg on the

‘board.

While Sensytech was the legal acquirer, the acquisition was accounted for as a reverse acquisition, whereby
Argon Engineering was deemed to have acquired Sensytech for financial reporting purposes. Consistent with the
reverse acquisition accounting treatment, the historical financial statements presented for periods prior to the
acquisition date are the statements of Argon Engineering, except for stockholders’ equity which has been -
retroactively restated for the equivalent number of shares of the legal acquirer. The operations of the former
Sensytech. businesses have been included in the financial statements from the date of acquisition. Both companies
had the1r fiscal year ending on September 30. ~

The names Argon ST, Sensytech,‘and Argon Engineering are used throughout this document. Argon ST,
also the Company, refers to the entity created by the merger of Argon Engineering and Sensytech. Argon
_ Engineering refers to Argon Engineering Associates, Inc., which operated as a stand alone private company until the

September 29, 2004 merger with Sensytech. Sensytech refers to Sensytech, Inc., which combined with its wholly
‘owned subsidiaries made up the public entity Sensytech until the September 29, 2004 merger with Argon'
Engmeermg ‘ :

~ Our headquarters are located at 12701 Fair Lakes.Circle, Fairfax, VA 22033. Our website is located at
http://'www.argonst.com:. The information contained on our website is not incorporated by reference into-this
" Annual Report. However, investors can obtain a copy of this Annual Report ori-Form 10:K, our quarterly reports on




Form 10- Q, current reports on Form 8 K, and amendments to such reports filed or furmshed with the SEC on our
,Websne free of charge . - -

Strateg_ic Approach

Our busmess objectwe is to proﬁtably grow our business as.a premier prov1der of h1gh quallty and state of .

_" the.art intelligence gathering.and electronic warfare: technology, produets and systems.-Our strategles for achrevrng “ele e

“this objectlve 1nclude - ) - : T

. Expanding Our Customer Base. We intend to capitalize on our long-term relationships with our
customers and our reputation within the intelligence community and Department of Defense to attract new
customers within those communities. - We ‘believe we have a successful performance record and .
‘demonstrated technical expertise that gives us credibility with prospective customers and enhances out’
ability to be successful in bidding on follow-on contracts. As our revenue base grows through internal
growth as well as acqu1s1t10ns we mtend to seek larger contracts which have h1stor1cally been awarded to .
larger supphers ~

o  Targeting High Growth‘Segments of the Market. We believe the projected growth in government .
* intelligence gathering and electronic warfare technology products and services.-spending ‘will offer
opportunities for development and delivery of advanced technology solutions-for defense and intelligence -
“agencies. We intend to expand our product and service offerings in these areas, particularly where there is -
a possibility for significant long-term sales. We believe that friendly foreign governments would like to
increase their capabilities in these ‘areas, as the events of September 11, 2001, have global security
1mpllcat10ns

"~ e " Attracting a'nd Retaining Highly Skilled Personnel. We intend to continue to attract, develop and retain
skilled professionals to ensure we have.the capabilities to fulfill our.customers’ requirements. Our ideal
candidates are exceptional recent college graduates and -former military -of civilian experts in the -
intelligence community and Department of Defense. We believe we can contifiue to retain our. employees
by offering competitive compensation and by providing opportunities for career growth through company-
;supported education programs and involvement indiverse and challenging engineering developments.

. Leveragmg Customer Fi unded Research and: Development. Many of our products, were or are being
developed through funding provided by the customer in the form of research and development contracts.
While these contracts tend to be relatively small, many of these contracts contain provisions for the
customer to exercise multi-year options that increase the values of these programs significantly should the

" customer decide.to go into full productlon Some. of our contracts -can be extended -or .increased. at the
option of the customer. : :

. :Pursuing Strategic Acquisitians. We plan to enhance our internal growth by selectively pursuing
 strategic. acquisitions of businesses that can cost-effectively broaden our technology expertise and our
“product offerings. We are prrmarrly focused on acquiring businesses-that provide value-added solutions

for the intelligence community and Department of Defense, but will also consider opportunities to acquire
other businesses where we can utllrze our reputatlon and expenenced management team to expand our
core busrness areas. . :

Products.

The Company s systems are found on a broad range of uU.s. natlonal and 1nternat1onal platforms that
mclude ships, submarines; aircraft, Unmanned Aerial Vehicles (UAV) Unrnanned Underwater Vehlcles (UUV)
land mobrle veh1cles ﬁxed site installations, and ré-locatable land sites.



Our systems and products fall into the following categories: .

Imagihg Systems. We provide state-of-the-art airborne hvpef-spectral and multi-spectral collection systems
supporting both a broad range of defense requirements and environmental apphcatlons that include forest fire,
wildlife and water management and pollution sensing.

Infra-Red Sensors. Our Forward Looking Infra—Red (FLIR) sensors combine our own and other sensors
into compact payloads that provide high resolution visual Infrared (IR) images that can be combined with TV video,
- laser range finding, and radar for sensing, targeting, and perimeter security. Highly stable gimbals prov1de
platforms for use on fixed and rotary wing alrcraft land mobile vehicles, and stationary tri-pod mountmgs :

Szgnals Intelligence and Eleczromc Warfare. Our. Slgnals Intelhgence (SIGINT) and Electronic Warfare
(EW) systems offer a range of product configurations to accommodate virtually every platform type in use by the
military. Our Commercial Off-the-Shelf (COTS) product line is currently-in use in significant quantities by US and
UK Navies in a wide range of new construction and existing surface ship,’ submarme land mobile, and aircraft
apphcanons :

‘ Ship Protection and Communications. Our recently opened production and engineering centers .in
" Pennsylvania presently focus on the delivery of shipboard system for the AN/SRQ-4 LAMPS MK III
communications systems and the AN/SLQ-25A Surface Ship Torpedo Defense system which is an acoustic
‘protection systems used on U.S. and international surface sh1ps

Argon ST’s product lines are in continual development and improvement to remain current with improved
technology and emerging customer requirements. Individual system implementations vary.in size and complexity,
but typical systems consist of one to several racks of equipment and provide support for one to three operators.
Several configurations of Argon ST’s products have been delivered or are currently under contract to be delivered,
including installations on submarmes and navy- surface ships, and different variations of airboine, land moblle and
fixed site systems

- In addition to- the procurement, integration, test and dehvery of systems, Argon ST provides full -service
- support for-its systems world—w1de

. Customers

Our products are currently sold primarily for the ultnnate use of either the U.S. government or certain
approved allied governments. As a result, most of our contracts are either directly with the U.S. government ora
prime contractor whose contact is dlrect with-a government :

The followmg table identifies the sources of revenues earned by Argon Engmeermg As shown our -
. revenue is dommated by our work with the United States Navy:

Years Ended September 30,

2004 2003 2002
 United States Navy o 7% 68% 5%
- Other U.S. Government Agencies <0 T 1% 26% 19%

Foreign ‘. ) ) o 12% - 6% 6%
' C‘ontracts

Most of Argon ST’s business is conducted under contracts related to U.S. government securlty
. requ1rements Argon ST’s contracts with U.S. government agenc1es can be categonzed in severalways




Sole source contracts. The U.S. government awards sole-source contracts when it determines that a single
contractor has an expertise’ or technology that is superior to that of competing contractors. Potential =~
suppliers compete informally for sole-source contracts through research and development investment and
- marketing efforts. This competition requires-a contractor to identify the government’s requirements early
and demonstrate a distinguishing expertise or technology promptly after the government has identified a

requirement.-Sole-source contracts are awarded without a formal competition.”

“Competitive bid- contracts. Competitive-bid contracts are awarded based on proposal evaluation ‘criteria
established by the procuring agency. Interested contractors prepare a bid and proposal in response to thé__
agency’s request. A bid and proposal is usually prepared in a short time period in response to a deadline,
.and requires the extensive involvement of numerous technical and administrative personnel. Competitive- - -

_ bid contracts are awarded after a formal bid and proposal competition among suppliers. --

Argon Engineering’s revenues for the periods. shown, under contracts awarded on a sole-source and
contracts awarded on a competitive basis, were: ; _ 3 L

* Fiscal Year Ended - Fiscal Year Ended - Fiscal Year Ended

September 30,2004 - September 30,2003 - September 30,2002 -
. Sole Source Contracts - 55% . 8% L 62%- .
Corfipetitive Coritracts ~ *~~ 45% 2% 38%

-Government Contracts .
The funding of .government programs is subject to Congressional dppropriations._ Although multi-year
contracts may be authorized in connection with major procurements, Congress generally appropriates, funds on a

fiscal year basis, even though a program-may continue for many years. Consequently, programs are often only
partially funded initially, and additional funds are committed only as Congress makes further appropr_iations.

Generally, government contracts are subject to oversight audits by government representatives. Provisions

‘in these contracts permit termination, in whole or in part, without prior notice, at the government’s convenience. -

- Compensation in the event-of a termination is limited to work completed at the time of termination. In the event of .
termination, the contractor will receive a certain allowance for profit on the work performed.  In addition, all
contracts ‘with the federal government contain provisions, and are subject to laws and regulations, that give the
government rights and remedies not typically found in commercial contracts, including rights that allow the .
government to: . : : ' ‘ '

e terminate existing contracts for convenience, which affords the federal government the right to
terminate the contract in whole-or in part anytime it wants for any reason or no reason, as well as for
~default; S ‘ '

¢ reduce or modify contracts or subcontracts; if its fequiréments or budgetary constraints change; -

e cancel multi-year contracts and related orders, if funds for contract performance for any subsequent
year become unavailable; o , .

. ~ claim rights in products and systems produced by Lisi
- adjust contract costs and fees on the basis of audits completed by its agencies;
e . suspend oi debar us‘from' doing business with the Us. federal’ govemment; and

® " control or prohibit the‘ex-port of our products.



Our U.S. federal government contracts include ﬁxed—prlce contracts, cost relmbursable contracts including,
cost-plus-fixed-fee, cost-plus-award fee, and cost-plus-incentive fee, and time and material contracts. - :

_® Fixed-price. These contracts.are not subject to adjustment by reason of costs incurred in the
.. performance of the contract. With this type of contract, we assume the risk that we will be able to
perform at a cost below the ﬁxed -price, except for costs mcurred because of contract changes ordered -

by the customer

o (Cost Rez’mbursable.

e Cost-plus-fixed-fee contracts are cost reimbursable contracts that provide fot payment to us of a
negotiated fee that is fixed at the inception of the contract. This fixed fee does not vary with
.- actual cost of the contract, but may be adjusted as a result of changes in the work to be performed
under the contract. "This contract poses less risk than a fixed price contract, but our ability to win
future contracts from the procuring agency may be adversely affected if we fail to perform within’

the maximum cost set forth in the contract.

.. & . A cost-plus-award-fee contract is.a cost reimbursable contract that provides for a fee consisting
' of a base amount (which may be zero) fixed at inception of the contract and an -award .amount,
based upon the government’s satisfaction with our performance under the contract. With this
~ type of contract, we assume the risk that we may not be awarded the award fee, or only a portion™
of it, if we do not perform satlsfactorlly o

e A cost-plus-incentive-fee contract is a cost reimbursable contract that provides for an initially
. negotiated fee to be adjusted later by a formula based on the relationship of total allowable costs
to total target costs. As is the case with all cost reimbursable contracts, we assume the risk that,
if our costs are not allowable under the. terms of the contract or applicable regulatrons we may

not be able to recover these costs.

o  Time-and-Materials. These contracts require us to deliver services on the basis of direct labor hours at
specified fixed hourly rates that include all our direct and indirect costs, such as. wages, overhead, -
. general and administrative expenses, and profit, and other materials at cost. With respect to these
contracts, we assume the risk that we will be able to perform these contracts at these negotiated hourly
rates.

Argon Engineering’s revenues for the periods shown by contract type were:

Fiscal Year Ended Fiscal Year Ended Fiscal‘Yeiar Ended )

September 30, 2004 - September 30,2003 - September 30, 2002

Cost Reimbursable Contracts 19% o s1% - 50%

Firm Fixed Price Contracts 1% ; | 46% 49%

Time and Materials Contracts 10% R . 3% 1%

We are subject to various statutes and regulations governing government contracts generally and defense:
contracts specifically. These statutes and regulations carry substantial penalty prov1srons including suspension or
debarment from govérnment contracting or subcontracting for a period of time, if we are found to have violated any
of these regulations, -Among the causes for debarment are violations of various statutes, including those related to
procurement integrity, export control, government security regulations employment practices, the protection of the
“environment, the accuracy of records, and the recording of costs. We carefully monitor all of our contracts and’

contractual efforts to minimize the possibility of any violation of these regulations.
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As a government contractor, we are subject to’ government audits, inquiries ‘and 1nvest1gat1ons We have .-
experienced minimal audit adjustments in the past: The Defense Contract Audit Agency: has completed its audit of
our contracts through the . fiscal year ended September 30, 2001 We are still subject to adjustment on our
: performance dur1ng subsequent years. S T S

We believe that markets in which we pamCJpate will cont1nue to be 1mportant in future years, as the -
" military branches and mtelhgence agencies continue to rely upon technological advances for defense and

. intelligence purposes. We cannot assure you, however, that federal appropriations w1ll continue to exist at the1r
current levels or that our products erl be utilized in the future '

Backlog’

' O’ur‘Abacklog consists of the folloWing as of September 30:

2006 . 2003 2002

Funded - . . $222222000.  _  $146418,000 - $81.533,000
Unfunded—. .~ . . . 6,597,000 - 10,652,000 15,266,000
Total -« - :_$228.819,000 _ $157,070,000.  _ $96,799,000

" Argon ST defines backlog as the funded and unfunded amount. provided -in its contracts, less. previously
recognized revenue. Contract options are estimated separately and not-included in backlog. Backlog does not include
the value of a contract where the customer has given pernussron to begin or continue working, but where a formal
contract or contract. extension has not yet been signed. Backlog as of September 30, 2004 includes backlog
acquired from Sensytech of $30,715,000. For fiscal years 2003 and 2002 backlog reﬂects only Argon Engmeermg
. backlog .

_ ~ Argon ST’s funded backlog does not include the full value of its contrac'ts because. Congress’ often
appropriates funds for a particular program or contract on a yearly or quarterly basis, even though the contfact may
’ call for performance that is expected to take a number of years. .

:From time to time, Argon ST Awill exclude- from backlog portions of contract values of very long-or

" complex contracts where Argon ST judges revenue could be jeopardized by a change in government policy. Because

of possible future changes in delivery schedules and cancellations of orders, backiog at any particular date is not.

necessarily representative of actual sales to be expected for any succeeding period, and actual sales for the year may

not meet or exceed the backlog represented. Argon ST may experlence Sngﬁcant contract cancellatlons that were
. previously booked and included i in backlog. : ‘ '

‘ Research and Development ©

Argon ST conducts substantral research and development ausing both government and company funds o
‘During its early years, Argon Engineering used mostly internal investments to broaden the capabilities of its product
line, as customer-sponsored research was. not sufficient to fund these act1v1t1es During this period, Argon ST made )
focused research and development investments in -areas the company deemed critical to 1ts product 11ne ’
development and used these activities to gam competitive advantage in future programs.,

Argon ST’s current customers are now 1nvest1ng in new capab111t1es requlred to keep systems current wrth :
modern threats. As a result, Argon ST’s internal investments have shlfted to exam1nat1ons of future technologles and ~
.to products of 1nterest to potent1ally new customers. ‘

‘ Argon ST believes that its continued success depends in a large part, -on our. ab1hty fo develop new
: technology and apply new technology developed by others to solve the problems of its customers. Total research
and development expendltures 1ncurred by Argon Engmeermg consist of ‘the followmg for the years ended




' 'Septemrber 30:

2004 2003 20m

~ Internal research and development - § 1,300,000 © . § 2,187,000 $ 3,015,000
- Customer-funded development -~ 26,730,000 - 47,005,000 24,471,000

 Total SRS $28.,031,000 ©$49,192,000 $27.486,000
Competition

Argon ST’s market is highly competitive and is served by companies of varying size and capability. Large
prime contractors who develop general-purpose signals reconnaissance systems include Boeing, British Aerospace,
General Dynamics, Harris Corporation, L-3 Communications, Lockheed Martin, Northrop Grumman, and Raytheon:
Medium size firms in this market ‘include Applied Signal Technologies, DRS, EDO, and Southwest Reésearch
. Institute. Any of these firms is capable of committing large sums to duplicate Argon ST’s efforts and to erode its

competitiveness. These competitors can also choose to subsidize their actual cost from other resources to achleve a
more favorable market position and receive new contract awards. .

, The competition for competitive-bid contracts differs from the competition for sole-source - contracts.

~ Companies competing for competitive-bid contracts prepare bids and proposals in response to either commercial or -

government requests and typica]IyAcompete on price. Potential stppliers. compete informally for sole-source
contracts through research and development investment and marketing efforts. The principal factors of competition
for sole-source contracts include investments in research and dévelopment, the ability to respond promptly to
government needs, product price relative to performance, quality, and customer support. Argon. ST believes that it
competes effectively with respect to each of the factors upon Whlch competitive and sole-source contracts are
awarded.

Environmental
Argon ST has incurred no material costs in the past two years related to environmental issues.
Employees

We are a people company whose success is solidly dependent on the skills and dedlcanon of our
associates.” Our staff is a mix of experienced veterans and recent college graduates, who combine the vitality of new
ideas and the latest technical skills with experience to meet the tremendous challenges posed to a sensor company in
the rapidly changing security environment that faces the U.S. and its allies today. Many of our employees hold
security clearances and we are well supported with the appropriate cleared facilities and support equ1pment for the
range of classified programs on which we perform.

" As of September 30 2004 Argon ST had 601 employees. Aigon ST’s business requires that a large
‘number of its technical employees obtain security clearances from the U.S. government, which limits the available
pool of eligible candidates for such positions to those who can satlsfy the prerequisites to obtammg these clearances.
Approximately 83% of Argon ST’s staff has security clearances. Argon ST’s success is dependent on-attracting,
retaining, and motivating qualified key management and technical personnel the loss of whom could adversely
affect Argon ST’s business materially. - This must be accomplished in the Washington, DC and Northern Virginia

labor markets where there is substant1al demand for cleared engmeermg and support staff. : -

.Business Risks

_ Our future ‘performance is subject to a variety of risks. If any of the following risks actually occurs, our
business could be harred and the trading price of our common stock could decline. In addition to the following
disclosures, please refer to the other information contained in thlS report in¢luding the hlstorlcal consolidated
ﬁnanc1al statements and related notes.
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Argon ST’s future success will depend in part on its ablllty to meet the changmg needs of its. customers

_ Virtually all. of the. products produced ‘and sold by Argon ST are highly engineered and requrre
sophisticated design;-software implementation-and- system integration techniques.and capabilities. The product and
program needs of Argon ST’s government customers regularly change and evolve. There is no assurance that Argon
‘ST will contintiously have at its disposal the engmeermg, technical and manufacturing capabilities necessary to meet ,
these evolving needs. . - : :

Argon ST faces competrtlon from other ﬁrms, many of which have substantlally greater resources. -

Argon ST operates in highly competrtrve markets and generally encounters intense competltron to win
contracts. Argon ST competes with many other firms, ranging from small specialized firms to large diversified
firms, many of which have substantially greater financial, management and marketing resources than Argon ST.
‘Argon ST’s competrtors may be able to provrde customers with different or greater capabilities or benefits than
Argon ST can provide in areas- 'such as technical- qualrﬁcatlons past contract performance geographic presence,
price and the -availability of key professional personnel.. Argon ST’s failure to compete effectrvely with respect to
any of these or other factors could have. a material adverse effect on its business, prospects, financial condition: or
. operating results. In addition, Argon ST’s competitors also have established or may establish relationships among
- themselves or with third parties to increase their ability to address customer needs. Accordmgly, it is p0551ble that’
Tnew competrtors or alliances among competrtors may emerge S

- :Argon ST may be llable forsystems and service fallures~ A cee - sl

Argon ST .creates, 1mplements and mamtams communications, mformatron technology and technical
services solutions that are often critical to its customers’ operations, including the operatrons of government defense
“and intelligence agencies and their personnel. Argon ST has experienced and may in the future experience some
_systems and service failures, schedule or delivery delays and other problems in connection with its work. If Argon
~ ST’s solutions, services, products or other applications have 51gn1ﬁcant defects or errors, are subject to delrvery
delays or fail to meet customers’ expectatlons Argon. ST may: . :

e lose 'revenues due to.adverse CUstomer reaction;
e be required to provide ddditional services to-a customer at no charge;

e receive negatrve publlcrty, which could damage its reputation and adversely affect its ability to attract .
or retain customers; or :

. suffer claims for substantial damages.

In addition to any costs resulting from product warrantres _contract performance or required correctrve
action, these failures may result in increased costs or loss of revenues if they result’ 1n customers postponmg .
subsequently scheduled work or cancelmg or farlmg to renew contracts. : :

While many of Argon ST’s contracts with the federal govemment limit Argon ST’s liability for damages -
- _that may -arise from negligence in rendering services to- customers, Argon ST cannot be sure that these contractual'
provisions will protect it from liability for damages if Argon ST is sued. Furthermore, Argon ST’s errors and
omissions and product liability insurance coverage may not continue to be available on reasonable terms or in -
sufficient amounts to cover one or more large claims, or the' insurer may disclaim coverage as to Some types of
future claims. The successful assertion of any large claim against Argon ST could seriously harm Argon ST’s
business. Even_if not successful, these claims could result in significant legal and other costs and may be a
distraction to Argon ST’s. management In certain new. business areas, including in: the area of homeland security,
Argon ST may not be able to obtain sufficient mdemmﬁcatron or insurance and may decrde not to accept or solrcrt
busmess in these areas. : :
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Developmg new technologles entalls 51gn1ﬁcant risks and uncerta1nt1es that may not be covered by mdemmty
or insurance. . .

Argon ST is exposed to liabilities that are unique to the products and services it provides. A significant
portion of Argon ST’s business relates to designing, developing and manufacturing advanced communications and
technology systems. and products used in military defense and intelligence systems and products. New technologies
may be untested or unproven. In addition, from time to time, Argon ST has employees deployed on-site at active

military installations or locations. Although indemnification by the U.S. government may be available in some - -

instances for Argon ST’s defense businesses, U.S. government indemnification may not be available to cover
potential claims or liabilities resulting from a fa1lure of technologies developed and deployed

Substantlal claims resultmg from an accident in excess of U.S. govemment indemnity and Argon ST’s
insurance coverage could harm Argon ST’s financial condition and operating results. Moreover, any-accident or
incident for which Argon ST is Hable, even if fully insured, could negatively affect Argon ST’s reputation among its
customers and the public, thereby making. it .more difficult for Argon ST to compete effectively, and could
- significantly impact the cost and availability of adequate insurance in the future.

Argon ST’s employees or subcontractors may engage in misconduct or other improper activities.

Argon ST is exposed to the risk that employee frand or other misconduct could occur. In addition, frem -
time to time Argon ST enters into arrangements with subcontractors to bid on and execute particular contracts or
programs and Argon ST is exposed to the risk that fraud or other misconduct or improper activitiés by such persons-
~ may. occur. Misconduct by employees or subcontractors could include intentional failures:to comply with federal

“laws, federal government procurement regulations or the terms- of contracts that Argon ST receives and failing to
disclose unauthorized or unsuccessful activities .to Argon ST, which could 'lead to civil, criminal, and/or
administrative penalties (including fines, imprisonment, suspension and/or debarment from performing federal
government contracts) and reputational harm. Misconduct by Argon ST’s employees or subcontractors could also
.involve the improper collection, handling or use of Argon ST’s customer$’ sensitive or classified information; which
could result in regulatory sanctions-and-serious harm to Argon ST’s reputation. It is not’ always possible to deter
misconduct by employees or-subcontractors. The precautions Argon ST takes to prevent and detect such activity
may not be effective in controlling unknown or unmanaged risks or losses and such misconduct by employees or
subcontractors could result in serious civil or criminal penalties or sanctions or reputatlonal harm. »

Security breaches by Argon ST could advers‘ely affect its business.

Many of the programs Argon ST supports and.systems Argon ST develops, installs and maintains involve
managing and protecting information involved in intelligence, national security and other classified government
functions. A security breach by Argon ST or its employees in the.course of its development, production or service
activities could cause serious harm to Argon ST’s business, damage its reputation and prevent Argon ST from being
' Ae11g1ble for further work on critical classified systems for federal government customers. Losses that. Argon ST
_ could incur from such a security breach could exceed the pohcy limits that Argon ST has for errors and omissions or

product hab111ty insurance.

Argon ST’s business is depehdent upon obtaining and maintaining required security clearances.

‘ Many of Argon ST’s federal government contracts require Argon ST’s employees to maintain various -
. levels of security clearances, and Argon ST is required to maintain certain facility security clearances complying -
with Department of Defense requirements. Obtaining and maintaining: security clearances for employees-involves a
lengthy process, and it is difficult to identify, recruit and retain employees who already hold security clearances, If
Argon ST’s employees are ‘unable to obtain or retain security clearances in-a timely manner, or at all, or if Argon
ST’s employees who hold security clearances terminate employment with- Argon ST, the customer whose work
requires cleared employees could terminate the contract or decide not to renew it upon its expiration. In addition,
_ Argon ST expects that many of the contracts on which Argon ST will bid will require Argon ST to demonstrate its
ability to obtain facility security clearances and perform work with employees who hold specified types of security
clearances. To the extent Argon ST is not able to obtain facility security clearances or engage employees with the
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* required security clearances for a partlcular contract, Argon ST may not be able to bid on or win new contracts, or |

v

effectively | rebid on expiring contracts. . - . . A s o .
Argon ST’s quarterly operatlng results may vary w1dely

Argon ST’s quarterly revenues and operating results may fluctuate 51gn1f1cantly in the future A number of
factors cause Argon ST s revenues, cash flow and operating results to vary from quarter to quarter, 1nclud1ng

. ﬂuctuat1ons in revenues earned on fixed- pr1ce contracts and contracts w1th a performance based fee
- structure; -

. comme'ncement, completion or termination of 'contracts during any particular QUarter;

¢ variable purchasing patterns under govemment GSA schedule contracts blanket purchase agreements
and indefinite delivery, indefinite quantity contracts 4

- _changes in Pre51dential administrations and semor federal government officials that affect the timmg of
technology procurement; - :

. ch‘anges in p_olicy or budgetary méasures that adverSely affect government contracts in general; and.

3 mcreased purchase requests from' customers for equ1pment and materials in connection with the federal
»government s fiscal year end, Wthh may affect Argon ST s fourth quarter operatmg results

. Changes in | the Volume of services prov1ded under ex1st1ng contracts and the number of -contracts

_ - commenced, completed or terminated during any quarter may cause significant variations in Argon ST’s cash flow -
. ... from operations because a relatively- large amount of Argon ST’s’expenses are fixed. ‘Argon ST.incurs s1gniﬁcant

- operating expenses during the ‘start-up and early stages-of ‘large  contracts and typically does not receive
correspondirig payments in that same quarter Argon ST may also'incur significant or unanticipated expenses when =~
: contracts expire or are terminated or are not renewed. In. add1t10n payments due to Argon ST from government

agencies ‘may be delayed due to billing cycles or as a result of failures of govemmenta budgets to gain

: Congressxonal and Presrdential administration approval in a timely manner.

ITEM?2. 'PROPERTIES

- Argon ST conduets a major portion of its operations at its headquarterslocated at 12701 Fair Lakes Circle,
Fairfax, VA 22033. Thisis a 10 story building in a mixed use office park that includes commercial, residential, and
retail properties. Argon ST’s leased space encompasses 153,000 square feet of the 253,000 square feet available in

~ the building. This space includes appropriately constructed office, laboratory and meeting areas suitable for Argon
- ST’s clas51ﬁed and uncla551ﬁed govemment work. The lea_se extends until- March 2009 and has two 5-year options.

Argon ST believes that our leased fac1lmes are su1table for the operations we. have in each of them. Each
facﬂity is well maintained and capable of supporting higher levels of revenue. The table below sets forth certain

. 1nformation about our principal facilities.



Address

Estimated

Description

Principal

ITEM 3. LEGAL 'PROCEEDINGS

4/1/2014

Square Lease Term
Feet ‘Activity
12701 Fair Lakes Circle: 153,000 Leased, Multifloor tenant Engineering/
Fair Lakes, VA 22033 . ’ Expiration " in ten-story ofﬁce Administration
. o _ Date:’ bulldmg
5/31/2009 . :
8419 Terminal Road 67,220 Leased,. " Two 1-story and Engineering/
Newington, VA 22122 Expiration one partial 2-story Manufacturing/
' Date: -adjacent block - Administration
6/30/2014 buildings.
' " Buildings are in'an -
- industrial park.
30 Parkland Plaza 12,419 Leased, One-story facility . Engineering/
Ann Arbor, MI 48103 ' .Expiration in a research park. Manufacturing/
’ Date; N : “Administration
11/30/2008- :
800 Calle Plano 8,802 Leased, - . One-story facility Engineering/
" Camarillo, CA 93012 ‘ Expiration in an industrial =~ Manufacturing/
Date: " park. -Administration
'1/31/2007 : '
925 South Semoran Blvd 6,620 Leased, . One-story facility. Engineering/
" Winter Park, FL 32792 Expiration Manufacturing
’ Date: o
12/3 1/2004 .
" 90 Laurel View Drive - 60,000 Leased One-story facility. Engineering/
Smithfield, PA 15478 ’ Explratlon . Manufacturing/
oo Date: Administration
- 97152013 o
1386-1390 Connellsville Rd 40,000 Leased, . One-story facility. Engineering/
North Union Township, PA Expiration : Manufacturing
Date: ‘

While Argon ST is not party to any pending legal préceeding, which, in the opinion of management, is

_material to the Company’s business or financial condition,-it is subject to litigation, from time to time, in the
ordinary course of business including, but not limited to, allegations of wrongful termination or dlscrlmmatlon or
governmental agency mvest1gauons

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Sensytech held a spemal meeting of its stockholders on September 28, 2004. At the spec:lal meetmg,
stockholders were asked to con51der and vote upon the followmg proposals
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(a) “To consider and vote upona proposal fo approve the issuance of approximately 14,340,700 shares of
’ Company common stock to Argon Ergineering stockholders pursiiant to. the Agreement dnd Plan of
A Merger, dated as of June 7, 2004, by and between the Sensytech and Argon Engineering; - -
-(b) To consider and vote upon a proposal to approve and adopt an amendment to the Company’s
certificate of incorporation to increase the total number of authorized shares of the Company’s capital
 stock from 25 million to 100 million shares, consrstmg of 90 million shares of -common stock and 10
- -million-shares of preferred stock; and o - -
" * (c)” To consider and vote upon’ a proposal to approve and. adopt an amendment to the Company s
certrﬁcate ofi 1ncorporatron to change the name of the Company to ARGON ST Inc. : :

A The followmg are the results of the votes at the spec1al meetlng: A

Number of Votes  Number of Votes Abstentions and

Item - In Favor . Against Broker Non-Votes
@) o 3896743 8624 . . 6640
2 3,055,076 846330 10,601
o) s B AR AL S , 9,068

Proposals (1) and (3) were approved by stockholders Proposal (2) did not recerve the reqursrte number of
votes for approval . -

As a result of stockholder - approval of Proposal 9y and the subsequent consummation of the ‘merger
‘transaction with Argon Engineering, the following persons were appointed as. directors of the Company” as of
September 29, 2004: Terry L. Collins, Victor F. Sellier, Thomas E. Murdock, Delores M. Etter, David C. Karlgaard,
Peter A. Marino and Robert McCashin. Upon the closing of the merger; each of S. Kent Rockwell, John Irvin and
‘ Lloyd A. Semple continued as directors, and each of. Charles W. Bernard S. R Perrmo Phrlhp H. Power and John

D. Sanders resrgned as drrectors
: SUPPLEMENTAL ITEM EXECUTIVE OFFICERS OF THE REGISTRANT

- The followrng 15a lrst ‘of the Executrve Officers of the Registrant, 1nclud1ng their names, ages and ofﬁces
'held as of December 6, 2004 o : ‘ :

Name ) - Age . ] L Position with Registrant

Terry L. Collins, Ph.D. 59 Chairman and Chief Executive Officer

S. Kent Rockwell 60 -Vice Chairman and Vice President, Corporate Development
.- Victor F. Sellier -~ 55 _ Vice President, Business Operations
. Thomas E. Murdock. - - 62 . Vice President, Strategic Planning -

Donald F. Fultz 51 . Chief Financial Officer .

Kerry M. Rowe ' 45 . Vice President, Reconnaissance Systems

W. Joseph Carlin . - _ 41 . Vice Presrdent Information Operations Systems

Robert S. Tamaru S 49 Vrce President, Surveillance Systems
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PART II

ITEM 5. MARKET F OR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company $ common stock has traded on the Nasdaq Natlonal Market under the symbol “STST” since’
November 20, 2002. Before that t1me it was traded on the Nasdaq SmallCap Market

The followmg table sets forth the range of hlgh and low actual sales prices of common stock for the periods
1ndrcated ‘

Fiscal 2004 . S -

" Fourth QUarter .........cccoouvverenenns ] e -+ 2943 18.80
Third Quarter .......... et et 24.97 15.52
Second Quarter ...................... 15.87 13.45

~ First Quarter..........c........ et e 1727 11.91
Fiscal 2003 - o .
Fourth Quarter ...........0.ccoovevne s - 2045 1325 -
" Third QUArter...........oocoueeiee ez 14.74 L9352
Second QUATtET ........ccoovvvmrvenmcenineeieienen, - 1243 ‘911
 FArSt QUATLT.......ovveeeveee e 12. 02 . - 6.93

There were 266 registered holders of our common stock on December 6, 2004 On Decémber 6 2004, the
closing sale price of our common stock on the NASDAQ National. Market was $31 26 per share.

Dividend Policy

Sensytech has never paid cash dividends on its common stock. Durmg the fiscal years ended September.

© . 30, 2004 and 2003, prior to the merger with Sensytech, Argon Englneerlng pa1d dividends to 1ts stockholders of

$7,851,000 and $2,462,000, respectively.

For the foreseeable future, we intend to retain earnings to réinvest for future operations and growth of our
- business and do not antrcrpate paying any cash dividends on our common stock. However our board of drrectors in
“its discretion, may decide to declare a dividend at an appropriate time in the future. A decision to. pay a dividend’
would depend, among other factors, upon our results of operations, financial condition and cash requrrements -and
- the terms of our credit facxhty and other financing agreements at the trme such a payment is considered.

Equity Compensation Plan Information

The following table sets forth the 1nformat10n as of September 30, 2004 regardmg the Company s equlty
compensation plans. : :
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o
e,

Number of - ,’Weighted'

securities tobe -+ average exercise -
issued upon exercise price of ~ " Number of
" of outstanding . outstanding - © . securities
» SR * options, warrants  options, warrants . remaining available
Plan category and rights - __and rights for future issuance
‘ ‘ (@) N U (9
' ‘Equrty compensatron plans approved by S ' . , i
security holders wee 779,100 , . $12.505 o 1453,766
Equity compensation plans not approved o o ‘ ‘ ‘ PRI
by security holders - o .1,639497 . . §625 . - .
Total ST 2418597 - . 8 8270 o 453,766 - -

(l)‘Co.nsi—sts entirel)-/:vo'f— shares of '(‘:ornmon stock issuable upon exercise of options under the"A‘réon‘ L
Engineering Associates Inc. Stock Plan‘ There will be no further options granted under this plan..

The Argon Engrneerrng Assocrates Inc. Stock Plan (the “Plan”) provides. for- the for.the issuance of -
incentive and non- statutory stock options and restricted stock to eligible employees of Argon Engineering and its
afﬁhates As a result of the merger with the Company; each outstanding option to purchase Argon Engineering
"oommon ‘stock under the Plan was converted into an option to purchase Company common stock, with the number '

_ of shares able"to he purchased and the exercise price adjusted in accordance with the merger exchange ratio. No
acceleration of vesting of options under the Plan occurred in connection with the merger. As a result of the merger, .
- the Plan covers 6, 240 000 shares of Company common stock; however, the Plan has been frozen as of September
29, 2004 and no additithal awards will be granted urider the Plan subsequent to that date. The only partrcrpants in
the, Plan are those employees who received awards prior to September 29,2004, . ‘

The Plan is admrmstered by a compensation committee of the Argon Engrneerrng board of dlrectors or,in -
the absence of such a committee, the full board of directors (the “Administrator”).- The Administrator determines .
the- exercise price of each option at the time of grant; provided that the exercise price of incentive stock options must -
be not less than 100% of the fair market value of the underlying common stock-on the grant date, and the. exercise
price of options granted to a pefson holdrngamore ‘than 10% of Argon- Engineering’s common stock must not be less
“than 110% of such fair market value. The maximum term of the options underthe Plan is ten years; provided that -
the maximum term for options.granted to greater than 10% holders is five years. Individual option agreements
~ specify vesting ferms and/or the dates upon which the option will be exercisable. Payment upon exefcise of options:
may be made either i in cash or by the surrender of shares of Company common stock. - R '
If a grantee’s employment terminates for any reason other than death, disability or retirement, the grantee
‘may. not exercise the option following the date of termination.  Upon a termination due to-death or permanent
disability, unless otherwise provided in the award agreement, the option will become 100% vested and exercisable
within six months of termination. Upon a grantee’s retirement, unless otherwise provided in the award agreement, -
the option will become- 100% vested and may be exercised ihmediately prior and on the date of retirement, but no-
later Optlons granted under the Plan are not transferable other than by wrll or the laws of descent and d1str1but10n

ITEM 6 SELECTED F INANCIAL DATA

The followrng table sets forth the selected statement of earnings data and balance sheet data for each of the - -
periods indicated.” The selected financial data for the years ended September 30, 2004, 2003, 2002, 2001 and 2000 -
are derived from our audited consolidated ﬁnancral statements and related notes except for 2000 whrch is
unaud1ted - :

- The selected ﬁnanc1al data presented below should be read in conjunction with our consolrdated financial

statements and the notes to our consolidated financial statements and “Management’s Discussion and Analysis of
Financial Condition and Results'of Operations” included elsewhere in this Form 10-K. <
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_ On September 29, 2004, a wholly owned subsidiary of Sensytech merged with and into Argon Engineering. ..
While Sensytech was the legal acquirer, the acquisition was accounted for as a reverse acquisition, whereby Argon
Engineering was deemed to have acquired Sensytech for financial reporting purposes. Consistent with the reverse
acquisition accounting treatment, the historical financial statements presented for periods prior to the acquisition
date are the statements of Argon Engineering except for stockholders’ equity which has been retroactively restated
for the equivalent number of shares of the legal acquirer. The operations of the former Sensytech businesses have
been included in the financial statements from the date of acquisition. Please refer to Note 2 of the consolidated
financial statements included in this report. :

The selected financial data, other than September 30, 2004 balance sheet and backlog information, reflects

the results from operations of Argon Engineering and includes only the results from operations of Sensytech Inc.
from September 29, 2004, (one day) the date of the merger. -
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» Contract revenﬁgé
 Gostof revenues
Gross rﬁaﬂrginz
Qen‘eral and adminstréiivc expenses
Income from Operations ‘

- Interest incqme, net

Income t.);:férefincorhe taxes

Provision for income taxes

~ Net'income.

Earmngs per share .
Basic ’
Diluted

" Balance sheet data ‘

"~ 'Cash and cash equivalents
Total assets

~ Total debt .
Stockholder's Equity-

Other data SR
~Backlog (unaudlted)
Dividends -

Years Endedyéeptember 30

2000

2004 2003 2002 2001
’ ' ‘ ‘ o (unaudited)-
(In thousarids, except pe_f share data) . ' ‘

$129,184 579349 $ 61,759 $ 41,396  $ 19,103
107,307 65271 51,0347 _ 35169 . 16397

21,877 14,078 10,725 6,227 2,706

5,905 5,844 5,181 3,101 - 964
15,972 - 8,234 5.544 3,126 1,742 -

1s4 - .31 & 4 102

16,126 8,265 5,606 23 168 . 1,844

' (6,177) (2 696) (2,021) a, 139) - (702)

s 9,949 $ 5,569 . $ 3,585 ‘$ 2029 $ 1,142

S 0.81 $ 047 S 032 $ 021 $ 012
S _0/4 S5 044 3 0290 § 016 3§ 010,

. Years Ended Sepfember 30
2004 2003 2002 2001 2000
' . (unaﬁdited)
" (Inthousands) " o

'$29732 $ 4100 8 5231 S 4215  § 1,505

$221,741 $ 23,736 $ 20,090 $-15,163  $ 5641

$. 282 8 34 .8 1728 309§ 447

1 $160,925 $ 11,010 . - $ 7,944 $ 4323 § 2352
$228,819 $157,070 S 96,799  $ 76380 S 25,134 -
$ 7851 § 2462 S - -8 . % o
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., ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
: RESULTS OF OPERATIONS

The following' discussion contains forward- looking statements that involve risks and uncertainties. Actual
results. could differ substantially from those anticipated in these forward-looking statements as a result of many
factors, including those set fonh in “Rlsk Factors™ under Item 1 — Business, ” beginning on page 4.

Forward-looking Statements

Statements in thls filing whlch are not historical facts are forward-lookmg statements under the provision of
the Private Securities Litigation Reform Act of 1955. _All forward-looking statements involve risks and

uncertainties. These statements are based upon numerous assumptlons about future conditions that could prove-not ~
- to be accurate. Actual events, transactions or results may materially differ from the anticipated events, transactions
or results described in such statements. The Company’s ability to consummate such transactions and achieve such

events or results is subject to certain risks and uncertainties including those set forth in “Business Risks” under Item
1 ~ Business, beginning on page 4. In addition to those risk spemﬁcally fhentioned in this report, such risks and
uncertainties include, but are not limited to, the existence of demand for, and acceptance of the Company’s products
_and services, regulatory approvals, export approvals economic conditions both domestically and internationally, the
impact of competition and pricing, results of financing efforts and other factors affecting the Company’s business
that are beyond the Company’s control. All of the forward- 1ookmg statements should be considered in light of these
factors. You should not put undue reliance on any forward-looking statements. The Company undertakes no

~ - obligatien to update these forward-looking statements to reflect new mformatlon future events or otherwise, except )

as provided by law.
Overview

General

Argon ST provides advanced software intensive systems that are used in’ intelligence collection,
surveillance, reconnaissance activities, threat warning -and monitoring, simulation, and.force protection and
communication. The systems are primarily for the United States government and select international customers.

The systems run- on commercial off-the-shelf (COTS) hardware or special purchase hardware designed and
manufactured to our specification or the specifications of our customers. Recently, Argon ST has begun to use the -
techno]ogy developed for these systems in other applications, such as software radios, hlgh accuracy targeting,

counter—terrorlsm and w1deband transmission.

Basis of Dtscussmn/Acquzsztmn

- On September 29, 2004 a Wholly owned subsxdrary of Sensytech merged with and into Argon Engmeermg :
i an acquisition whereby each outstanding share of Argon Engineering common stock was converted into two

shares of Sensytech common stock.” As a result of the merger, the former Argon Engineering stockholders acquired
approximately 65.6% of the issued and outstanding shares of Sensytech common stock. As part of the overall
transaction; Sensytech changed its name to ARGON ST, Inc.  While Sensytech was the legal acquirer, the
acquisition was' accounted for as a reverse acquisition, whereby Argon Engmeermg was deemed to have acquired
Sensytech for ﬁnanc1al reportmg purposes.

Managements dxscussxon and analysrs addresses the .Company's h1storlcal results of operatlons and
ﬁnanc1al condition as shown in its consolidated financial statements for the fiscal years ended September 30, 2004,
2003 and 2002. Consistent with the reverse acquisition accounting treatment applied to the merger, the historical

 financial statements of the Company presented in this Form 10-K for periods prior to the acquisition date are the -

‘statements of Argon Engineering (except for stockholders’ equity which "has been retroactively restated for the
¢quivalent number of shares of the Company as the legal acquirer). Therefore, the consolidated historical financial
statements included in this Form 10-K differ from the consolidated historical financial statements of the Company as
previously reported. The operations. of the former Sensytech businesses have been included in -the financial
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statements only from September 29 2004 the date of acqulsltlon Both companres had the1r ﬁscal year endmg on.
“'September 30.

, Segments

Argon Engmeermg hlstorrcally operated in a smgle business segment " Prior to the merger, Sensytech-
operated in two business segments. - The results of operatrons included in this. report are. those related to Argon
Engineering’s single business segment. Management is currently reviewing its business operations and 1ntends to -
report results. of operations for business segments in the first quarter of fiscal year 2005. Dunng that time,
management will also allocate the goodwill arising from the merger to its reporting 'segments in accordance with

"Statement of F rnancral Accountrng Standards (“SFAS”) No 142 “Goodwill and Other Intangrble Assets ?
) Revenues .

Argon ST’s revenues are prrmarlly generated from the design, development 1nstallat1on and support of
" complex sensor systeiiis unider corntracts pr1marrly with the U.S. Govefnment ‘and major domestrc prime contractors,
_ as well as with forelgn governments agencres and defense contractors :

. Argon ST’s contracts can be divided into three major types: cost relmbursable contracts fixed price and
time and material contracts. Cost reimbursable contracts are primarily used for system design and development
' activities involving considerablé risks to the contractor, including risks related to cost estimates on complex systems,
‘ performance risks associated with real time signal processing, embedded software, high performance hardware, and
requirements that are not fuily understood by the customer or the company, risks associated with the development of -
" technology that has never been used, and interface risks with other systems that are in development or are obsolete
without adequate documentatron Fees under these contracts- are usually fixed at the time of negotiation; however, in
some cases the fee is an 1ncent1ve or award fee based on cost, schedule, and performance or a combination of those
factors. Although the government customer assumes the cost risk on these-contracts, the contractor is not allowed to
exceed the cost ceiling on the contract without the approval of the customer. Time and material contracts are. based
: on hours worked mult1pl1ed by approved labor rates plus other costs 1ncurred and allocated
Flrm fixed price contracts are typrcally used for the production of systems Development activities srmllar ,
to-activities performed under previous contacts are dlso usually covered by fixed price contracts, due to the low risk
involved. In these contracts, cost risks are borne entirely by the contractor. Some fixed price contracts include an
- award fee or an incentive fee as well as the negotiated proﬁt Most foreign customers, and -some U.S. customers, use
' ﬁxed pr1ce contracts for - design and development work even. when the work is consrdered hrgh rrsk

The following table represents Argon Engmeermg s revenue concentration by contract type for the perlods
indicated; ) . ) - I

* Fiscal Year Ended. - Fiscal Year Ended - . Fiscal Year Ended

-Cont‘rac’tAType . _Secptember30,2004  _September 30,2003 - September 30, 2002
Cost Reimbursable Contracts 19% o :_'»51% . 50%

. FirmFixedPrice Contracts 7% . 4% . d%
' Time and Material Contracts | 1.0%": . 3% B : l%fl.—

All of Argon ST s products are currently. sold for the ult1mate use of elther the US. govemment agencres or
_certain approved allied governments: Although our work is concentrated i in the Navy, we have contracts from-
multiple commands and organizations w1th1n the Navy The followrng table identifies Argon Engmeermg § revenue
concentratior from major customers: .
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Fiscal Year Ended - - Fiscal Year Ended ' Fiscal Year Ended

_Contract Type A : September 30,2004 - - . September 30,2003 - . September 30, 2002
United States Navy 77% : o 68% o " 75%
Other .. 2B% % 2%

Argon Engineering experlenced significant revenue growth in f scal year 2004 as compared to fiscal
" year 2003 as it increased production of systems under fixed price contracts following development completion under
fixed price and cost reimbursable contracts. Generally, the: Company experiences revenue growth when systems
" move from the development stage to the production stage due to incredses in sales volumes from production of
multiple systems. Argon ST’s. current production work has been derived from programs for which the Company has
performed the initial development work. These programs are next generation. systems. replacing éxisting, obsolete
systems that were developed by other companies. Argon ST was able to displace these companies primarily on the -
basis of technological capability. Argon ST believes that the current state of world affairs and the U.S. government s
emphasrs on protectmg U.S. citizens will cause funding of these programs to contmue -

Backlog

‘Argon ST defines backlog as the funded and unfunded amount provided in.our contracts less previously
recogmzed revenue and excludes all unexercised options on contracts. Some contracts where work has been
authorized carry a funding ceiling that does not allow Argon ST to continue work on the contract once the customer
'obligations have reached the funding ceiling. In stch cases, the Company is required to stop work until additional
funding is added to the contract. Argon ST’s experience in this case is very rare and therefore it generally carries the
_ entire amount that the customer intends to execute as backlog When it is confident that the customer has access to
the required funding for the contract. ‘

In general most of Argon ST’s backlog results in sales-in subsequent fiscal years, as the Company

- maintains no .or- very' minimal inventory and- therefore the lead time on ordering and receiving material and ..

_ increasing staff to execute programs has a lag time of several months from the receipt of ordet.

: Backlog at the end of ﬁscal year 2004 Was approxim'ately $228,819,0.00 representing a 45.7% increase over
+ the backlog of approximately $157,070,000 at the end of fiscal year 2003. The backlog amount at the end of fiscal
year 2004 incliudes backlog of the acquired Semsytech business of $30,715,000. Backlog increased during fiscal

. year 2004 and 2003 prlmarlly due to customers exercising production options on exrstmg contracts, new productlon

contracts, and new program wins. These contracts and exercised options. wxll require two years or more in order to
"complete the delivery of the required systems. ;

As of September 30, 2004 approxnnately 16% of Argon ST’s backlog represented work that is p]anned
after September 2006 and through 2009. Additionally, Argon ST has fixed price options on contracts exercisable
unilaterally by the government from. fiscal year 2006 through fiscal - year 2008 representing approximately
‘$150 million in potential revenue. These backlog amounts include the backlog of the acquired Sensytech business. -

Cost of Revenues

Cost of revenues consist of direct costs incurred on contracts such as labor, materials, travel, subcontracts
- and other direct-costs and indirect costs associated with overhéad expenses such as. facilities, fringe benefits and
other costs that are not direcily related to the execution of a specific contract. Argon ST plans indirect costs on an .
annual basis and on cost reimbursable contracts receives government approval to bill those costs as a percentage of -
Argon ST’s. direct labor, other direct costs and direct materials as the Company executes its contracts. The
government approves the planned indirect rates as provisional billing rates near the beginning of each fiscal year.
Provisional billing rates have increased slightly at the beginning of each of the last two years as’ increased .’
government regulation has caused Argon ST to incur additional expenses.
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General and Administrativg ExpenseS

' Argon ST’s general and ‘administrative expenses include admlnrstratrve salaries, costs related to proposal
. activities, mternally funded research and development, and other administrative costs : :

 Interest Income, net'

Net ‘interest income is derived. solely from interest earned on cash reserves mairitained in short term bank

- accounts and are‘therefore’subj'ect to short-term interest rates that have minimal risk. Interest rates. were lower in - o

fi scal year 2004 and fiscal year 2003 than.in fiscal year 2002, but Argon ST’s cash reserves increased due to
operating income, partrally mltrgatlng the effect of lower mterest rates. . ,

-

- Net interest income for fiscal year 2004 was approx1mate1y $154,000 as compared to approxrmately
$31,000 for fiscal year 2003, and was $62, 000 for fiscal year 2002

Income Taxes

- Provision for income tax for fiscal year 2004 was approximately $6,177,000 as compared to apprdximately -

- $2,696,000 for the fiscal year 2003. Income tax expense was $2,021,000 for fiscal year 2002. The effective tax rate

for fiscal year 2004. was 38.3% compared to 32.1% for fiscal year 2003. The effective tax rate was 36.1% for fiscal
~year 2002. The fiscal year 2004 effective tax rate was higher than the 2003 effective tax rate because the effect of -

the research and development tax credlt decrease from 4.1% of net income in 2003 to 1:9% of net income in 2004. -

Research and Development

Argonj ST conducts internally funded research and development _into complex signal processing, system

and. software architectures, and other technologies that are important to continiied advancement of its systems and
are of interest to its current and prospective customers. In fiscal years 2004, 2003 and 2002, internal research and .
development expenditures were $1,301,000, $2,187, 000 and $3,015,000, representing 1.0%, 2. 8% and 4.9% of -
. revenues, respectively. The variance from year to year in internal research and development is caused by the status

" of the Company’s product cyclesand the level of complimentary government funded research and development.

~ Internal research and development is a small portion of Argon ST’s overall research and development, as
government funded research and development constitutes the majority of the company’s activities in this area. Most
of Argon ST’s cost-type contracts are research’ and development contracts, and hxstorrcally less than 33% of Argon .
- ST’s fixed prlce contract work has been of a research and development nature :

Critical Accounting Practices and _Estimates

- Geneml

Argon ST s dlscussron and analysrs of its ﬁnanc1al condltron and results of operat1ons are based upon its
-financial statements. These financial statements are prepared in accordance with accounting principles generally
accepted in the United States, whichrequire management to make estimates and assumptions that affect the amounts
“reported in the financial statements and accompanying notes. Actual results could differ significantly from those
estimates. Argon ST believes that the estimates, assumptions, and judgments involved in the accounting practices
"described below have the greatest potential 1mpact on Argon ST s ﬁnanc1a1 statements and, therefore, consider these
to be crrtrcal accountmg practrces - :

Reven ue and Cost Recagmtzon

The majonty of Argon ST’s contracts, which are wrth the” U.S. government, are accounted for in -
accordance with the American Institute of Certified Public Accountants Statement of Position 81-1, Accounting for -




Performance of Construction-Type and Production-Type Contracts. These contracts are transacted using written
contractual arrangements, most of which requrre Argon ST to design, develop, manufacture and/or modlfy complex

- products and- systems, and perform related services according to. specifications provided by the customer. Argon ST
-accounts for fixed-price contracts by using the percentage-of-completion method of accounting. Under this method,

contract costs are charged to operations as incurred. A portion of the contract revenue, based on estimated profits

~and the degree of «completion of the contract as measured by a comparison of the actual and estiinated costs, is
_ recognized as revenue each period. In the case of contracts with materials-requirements, revenue is recognized as

those materials are applied to the production process in satisfaction of the contracts’ end objectives. Argon ST
accounts for cost reimbursable contracts by chdrging contract. costs to operations ‘as incurred and recognizing
contract revenues and profits by applying the negotiated fee rate to actual costs on an individual .contract basis.
Management reviews contract performance, costs incurred, and estimated completion costs regularly and adjusts |
revenues and profits on contracts in the period in which changes become determinable . \

Anticipated losses on contracts are also recorded in the period in which they become determinable.

- Unexpected increases in the cost to develop or manufacture a product, whether due to inaccurate estimates in the

bidding process, unanticipated increases in material costs, inefficiencies, or other factors are borne by Argon ST on .
fixed-price contracts, and could have a material adverse effect on results of operations and financial condition.
Unexpected cost increases in cost reimbursable contracts may be borne by Argon ST for purposes of maintaining”

. customer relationships. If the customer agrees to fund cost increases on cost type contracts, the addrtxonal work does

not have any proﬁt and therefore dllutes margin.

Senéytech historically has recorded the AN/SLQ-25A Surface Ship Torpedo Defense System (SSTD)
contract at zero margin. Revenue from this contract amounted to approx1mately 22% of Sensytech’s revenues in
both 2004 and 2003, and 19% in 2002. This contract was acquired as part of Sensytech’s acquisition of certain assets
of FEL Corporation and was performing at a potential loss at the date of aequisition. Based on the historical
experience of awarded change orders on the SSTD contract and Sensytech’s.ongoing discussions with the customer,
Sensytech deemed future change orders probable to enable the contract to break even (1 e., eliminating-any potential

‘loss- on the contract). Sensytech has' favorably performed under thé contract ‘since the date of acquisition and™

management has worked with the customer to reducé any potenttal loss through change orders approved to date. As
of ‘September 30; 2004 ‘there have been 21 change orders awarded for a total value of $35,891,000." While
management currently estimates that the contract will be profitable, the profitability is dependent upon future change
orders, expected by management, but that have not yet been finalized. Based upon the current funding of the
contract, should no additional funding be received, a loss of $1,800,000 would be recognized. “However, after
considering the effect of anticipated change orders, the Company projects the contract to complete at a modest
profit. Change orders are under continuous negotiation with the customer. When these change orders are received,

-Argon ST will reassess the contract based on current estimates, and such reassessments are currently expected to

result in increases to. the margins recorded on the contract. Such increases would. impact operations in the period
such change orders are finalized as well as future periods. If such change orders are not finalized under currently
expected terms, or if Argon ST does not perform as expected under the contract contract losses may be required to
be accrued. Management expects that the: ‘change orders to. be received in the first half of fiscal year 2005 will be
sufficient to enable the contract to realize a marginal profit beginning in the third quarter of fiscal year 2005 and

. contlnumg through the completion date of the contract in ﬁscal year 2008. Unttl such time, Argon ST will continue

to recognlze zero margin on the contract.
Goodwill

Costs in ‘excess of the.fair value of tangible and identifiable intangible assets acquired and liabilities
assumed in a business combination are recorded as goodwill. - In accordance with SFAS No. 142, “Goodwill and
Other Intangible Assets”, companies no longer amortize goodwill, but instead test for impairment at least annually.
using a two-step approdch, - Impairment of goodwill is-tested at.the reporting unit level by comparing the reporting

~ unit’s carrying amount, including goodwill, to the fair-value of the reporting unit. The fair values of the reporting
“units are estimated using a combination of the income, or discounted cash flows approach and the market approach,
‘which utilizes comparable companies’ data. If the carrying amount of the unit.exceeds its fair value, goodwill is

considered impaired and a second step is ‘performed to measure the amount of impairment loss, if any The

~ Company will test for impairment annually in the fourth quarter beglnnmg in ﬁscal year 2005
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N Awarjd Fee Recognition
- Argon ST’s practice for ‘recognizing -interim fee on . its cost-plus-award-fee contracts is based .on
management’s assessment as to the likelihood that the award fee or an incremental portion of the award fee will be
earned on a.contract-by-contract basis. Management’s assessments are based on-'numerous factors including:
. confract terms, nature -of the work performed Argon ST’s relationship and history with the customer, Argon.ST’s
history with similar types of projects, and Argon ST’s current and anticipated performance on the specific contract.
No award fee is recognized untii management determines that it is probable that an award fee orportion thereof will
be earned. Actual fees awarded are typically within management s estimates. However, changes-could arise within
an award fee per1od causing management to elther Tower or raise the award fee estimate in the perlod in which it
oeeurs. o

’ Accounts Receivable

Argon ST is. required to estimate the collectlbxhty of 1ts accounts. recelvables Judgment is required in
~ assessing the realization of such receivables, and the related reserve requiréments ‘are based on the best facts
available to Argon ST. Since most of Argon ST’s revenue is generated under U.S. Federal Govemment contracts,
its current accounts recelvable reserve is not significant,

‘ Historical Qperating Results
- Fiecal Year ended September 30, 2004 compared to fisca_l“year e_nde.d Septernber 30, 2003
- Revenues:

Revenues mcreased approxrmately $49 835,000 to- approximately $129 184, OOO for the fiscal year 2004
.~ compared with. approximately $79,349,000 for fiscal year 2003. This represents a 63% increase for the fiscal year
" 2004 compared to the fiscal year 2003, and was caused by increased contract award activities. This increased order
activity led to a significant increase in contract. work during 2004 and was supplemented. by the start of a full rate
production ‘contract. ‘The- increase in revénue was comprised of an increase in fixed price contract révenue of
$55,204,000, offset in part by a decrease in cost type contract revenue of $5,369,000. This change in contract
revenue mix is'the result of the transmon of systems to productlon following completron of development cycles

Fiscal year 2004 year -end backlog increased approx1mately 46% compared wrth fiscal year 2003 year-end
- backlog. The increasé in backlog in 2004 was prirarily the result of an increase in new ordérs from the
U.S. government -for ‘production of ship and submarine systems under ﬁxed price contracts, and backlog of
approx1mately $30,715,000 acqulred in the merger with Sensytech :

New orders increased 21% for the fiscal year 2004 compared to fiscal year 2003 This increase is a result of -

full rate production orders -for ship systems. Argon ST expects new order growth in early fiscal ‘year 2005 to
continue to be strong based on outstandmg current proposals expected to. be awarded i in that perlod that Argon ST
believes it has a reasonable chance of wmnrng -

C (_)St of Rev"enues:

] o Cost of revenues 1ncreased $42 036 OOO or 64% to $107 307 OOO for fiscal year 2004 from $65 271 .000 for‘
fiscal year 2003. This increase was primarily comprised of an increase in direct labor of $3,712,000.and an increase
in materials. of $32,578,000 to support the increase in production activities for system delivery. The increase.in
materials costs.is a direct result. of work bemg performed on production contracts during 2004. The increase in cost
of revenue reflected an increase of fixed price contract costs of $46,690,000, offset in part by a decrease in cost type
_ contract costs of $5,246,000. The change in contract cost mix is the result of the increase in system production work
- during 2004. Cost of revenues as a percentage of revenues was 83% and 82% for the fiscal years ended September ‘
30, 2004, and 2003, respectrvely ‘ - :
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General and Administrative Expenses:

General and ‘administrative expenses increased $61,000; or 1% to $5,905,000 for the fiscal year 2004 from

- $5,844,000 for fiscal year 2003. The substantially flat level of general and administrative expenses reflects a.
reduction in internally funded research and development expenses of $886,000 from -$2,187,000 in 2003 to
$1,301,000 in 2004 as personnel resources were diverted to contract efforts, partially-offset by an increase m other

" general and administrative labor costs associated with the increase in business volume.

I_nterest Income and Interest Expense:é

Interest income increased $132 000 to $167,000 for the ﬁscal year 2004 from $35,000 for the fiscal year-
- 2003. This increase was a result of a larger average cash balance, which allowed for investment in higher yield
. short-term investments resulting in higher average interest rates during the fiscal year 2004 compared to the fiscal
- year 2003. Interest expense was not significant in fiscal years 2004 and 2003.

© Income Tax Expense:

Provision for income tax increased $3,481;000 or 129% to $6,177,000 for fiscal year 2004 from $2,696,000

for fiscal year 2003. The fiscal year 2004 effective tax rate was 38.3% compared to 32.6% in'2003. This increase

was primarily due to the reduced impact that the research and development tax credit had on the 2004 effective tax
rate compared to the 2003 effective tax rate..

Net Income.'

: ‘As.a result of the above net income increased $4, 380 000 or 79% to $9 949,000 for fiscal year 2004 from
$5, 569,000 for fiscal year 2003..

Fiscal year ended September 30, 2003 compared to fiscal year ended September 30, 2002 |

--Revenues: -

Revenues increased $17,590,000 to approximately $79,349,000 for the fiscal year ended September 30,
2003 compared with approximately $61,759,000 for the fiscal year ended September 30, 2002. This represents a
28% increase for the fiscal year ended September 30; 2003 compared.to the fiscal year ended September 30, 2002,
and was caused primarily by increased backlog at the end of fiscal ‘year 2002 and initial work on a production
contract. Backlog at the end of the fiscal year 2002 increased approximately $20, 400,000 over the backlog of year
ending September 30, 2001. Approximately $12,000,000 of the increased revenue was the result of the development

_ of'a U.S. submarine system and the initial productlon revenue from a ship system. Over $4,000,000 of mcreased L

revenue was a result of design work for a U.S. Army airborne reconnalssance system.

~ In accordance with Argon Engineering’s revenue recognition practrces on the percentage- of—cornpletron
. basis, receipt of the materials and the application of those materials to production represented achievement against
the contract’s end objectives. Argon Engineering was awarded the contract in the second quarter of fiscal year 2003,
and began receiving materials for system production in the third and fourth quarters of fiscal year 2003.

Cost of Revenues

. Cost of reveride 1ncreased $14, 237 000 to approx1mately $65, 271 000 . for the fiscal year ended
September 30, 2003 compared with approximately $51,034,000 for the fiscal year ended September 30, 2002. This
represents a 28% increase for. the fiscal year ended September 30, 2003. compared to. the fiscal year ended
September 30, 2002. The increase was primarily a result of an increase in diréct labor of $2,580,000, an increase in
direct material of '38,544,000, and an increase in subcontracted work of $918,000. The increase in direct labor also
increased overhead expenses associated with the direct labor. The increased labor and material costs were a result of
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~ increased backlog and new. orders in fiscal year'ending September 30, 2003, Cost of revenues as a percentage of
_ revenues was 82% for the fiscal years ended September 30,2003 and 2002, respectlvely ’

General and. Admmtstrattve Expenses

General and administrative expenses increased $663,000 to. approximately $5,844,000 for the fiscal year
ended September 30, 2003 compared to approximately $5,181,000 for the fiscal year ended September 30, 2002.
~Thisrepresents a 13% increase for the fiscal year ended September 30, 2003 compared to the fiscal year ended = .
.- September 30, 2002. This increase was primarily attributable ‘to significant mcreases in bid and proposal costs
. associated. mth the pursult of majornew busmess opportunities. - - - -

Interesi Inc'ome and Income Expense:

 Interest income decreased $43,000 for the fiscal year ended September 30, 2003 to- $35 000, from interest
income of $78,000 for the fiscal year ended September 30; 2002. The decrease was primarily ‘the result of
significantly lower interest rates during the perrod Interest expense was not significant in the fiscal” years endmg
September 30, 2003 and 2002 : o »

v Incame Tax Expense:

“Income tax expense increased - -$675,000 to approximately $2,696,000 - -for the fiscal year “ended

" September 30, 2003: compared. to approximately $2,021,000. for the fiscal year ended September 30, 2002.. The -

- effective rate decreased to 32.6% in 2003 from 36.1% in 2002. This: decrease was primarily due to the increased
research and development tax credrt and its 1mpaet on the 2003 effectrve tax rate eompared to the 2002 effective tax -
rate - :

Net Income:

Asa result of the above net income mcreased $1 984 OOO or 55%, to SS 569 000 for fiscal year 2003 from
$3 585,000 for fiscal year 2002 . .

Pro forma F mancral Results of Operatlons
~The fol]owing unaudited condensed combined pro forma results of operations reflect the pro forma
combination of the Argon Engmeermg and the acquired Sensytech ‘business as if the combination had occurred at
“the beglnmng of the periods presented compared with the historical results of operatlons for Argon Engmeermg for
" the same perrods .

- These unaudited pro forma condensed combined pro forma results of operations were prepared based on
the hxstoncal financial: statements' of Argon Engineering under the assumptions set forth in the footnotes
accompanying the financial statements. Argon Engineering believes that the assumptions used provide a reasonable
~ basis for presenting the 51gn1ﬁcant effects directly attributable to the merger transaction. The unaudited pro forma
condensed combined results of operations do not purport to represent what Argon ST’s results of operations would

have been if such transaction had occurred at the beginning of the périods presented, and are not necessarily

indicative: of Argon ST’s future results. These unaudited-pro forma condensed combined resulis of operatlons_
should be read in conjunction with the h1stor1cal consohdated ﬁnancral ‘statements’ of Argon ST and notes thereto- :
included in this Form 10- K ' :




" Twelve Moriths Ended September 30,

2004° ) ~ 2003 2002

- ) _Historical Pro forma .- Historical Pro forma Historical | _Pro forma
Revenué ‘ $129,184,000 $189,792,000 $79,349;000 ) $132,532,000 $61,759,000 $94,049,000- .
Income from operations T15,972,000 - 23,132,000 8,234,000 - " : 13,874,000 5,544,000 8,144,000,

- Net'income L 9,949,000 - - 14,386,000 5,569,000 ‘ A '8_,979,000 3,585,000 - © 5,132,000
Basic earnings per share O $0.81 $0.76 $0.47 : $0.50 $0.32 $0.34
Dlluted eammgs per share - $0.74 - 8071 80.44 %048 -, $0:29 < %031
Basic wt average shares . 12,308,000 - 18,914,000 . 11,770,000 . - . 17,874,000 11, 156 OOOV . 15,220,000 . .

. -Diluted wt average shares‘ - 13,367,000 20,156,000 12,620,000 . ‘18 882 000 12 558,000 16 738 000

Revenues attributable to Sensytech were $60, 608 000, $53,183,000, and $32, 290,000 for ﬁscal year 8-2004,
2003, and 2002, respectively. Income from operations attributable to Sensytech was $6,033,000, $6,693,000 and
- '$3,653,000 for fiscal year’s 2004, 2003, and 2002, respectively. . Net income attributable to” Sensytech was
$3,749,000, $4,052,000, and -$2,189,000 for fiscal year’s 2004, 2003, and 2002, respectively. Depreciation and
. amortization on the write up- of tangible and intangible assets, in accordance with SFAS 141, was $82,000 and .
- $971,000 respectively for fiscal years 2004, 2003 and 2002 and the after tax effect was $50,000 and $592,000
respectively. The one time merger costs and expenses, incurred by Sensytech, of approximately $2 180,000 before
tax and $1 330,000 after tax were added back to. the pro forma results for 2004 : :

Analysis of Liquidity and Capital Resources

- Argon ST’s primary source of liquidityis cash provided by operations. On September 30, 2004, Argon ST -
had cash of $29,732,000 compared to cash of $4,100,000 on" September 30, 2003. This increase in cash. of
$25,632,000 was the result of net income earned during fiscal year 2004 of $9,949,000 and an increase in deferred”
revenue of $23,969,000, offset by a $7,851,000 dividend paid to Argon Engineering stockholders in September 2004
and a lewdoWn in receivables payment from the U.S. government due to problems at government pay centers.

Hrstoncally, Argon Engineering has been able to grow rapidly whlle ma1nta1n1ng a pos1t1ve cash posmon
and no debt. Over the last six years, Argon Engineering has maintained a revolvrng lin¢ of credit with James Monroe
Bank that has increased several times and is now $5,000,000 with interest.at prime plus one-half percent. The Jarnes
* Monroe line will be allowed to lapse at the end of December 2004. Argon Engineering also has a letter of credit of
$976,000 securing its obligations under-its office lease agreement. Currently ArgonEngineering has no balance
'outstandrng on the line of credit and in the last six years the line of* credlt has been used only twice for brief periods '
as a result of government payments into incorrect accounts.

Argen ST, formerly Sensytech,*has a $15,000,000 line of credit with Bank of America. The line of credit
is for two years and is set to expire on February 28, 2006. The total borrowing base generally cannot exceed the sum
of 90% of qualified government accounts receivable and 80% of qualified non-government accounts_teceivable.
Total letters of credit at September 30, 2004 were $1,083,000. The-line of .credit is available to finance the
performance of government contracts, to support the issuance of stand-by letters of credit, and for short-term
* working capital purposes. At September 30, 2004, there were no.borrowings under the line of credit. The borrowing -
base at September 30, 2004 was $10,412,000. Based on current backlog, planned contract revenue, and planned
capital expenditures, Argon ST does not anticipate the need for any cash other than cash generated from operations
durlng the next twelve months. This planning does not assume any acqulsrtlons that would require cash

The bank agreement estabhshes the interest rate at the LIBOR plus 200 to 285 basis pomts determined by
Argon ST’s ratio of funded debt to earnings before interest, taxes, depreciation and amortization. All borrowings

~ under the line of credit are collateralized by all personal propérty of Argon ST. The agreement also contains various

- covenants as to dividends restrictions, working capital, tanglble net worth earnings and debt-to- -equity ratios. |
Unused commitment fees of one quarter of one percent per annum are requlred

, " Net cash prov1ded by ‘operating acnvrtres was $29 088 000 in ﬁscal year 2004 compared to net cash
provxded by operatmg activities of $2 881,000 in fiscal year 2003 and $2,905,000 in fiscal year 2002. The i increase




in net cash from operating act1v1t1es for ﬁscal year 2004 compared to fiscal year 2003 was prlmarlly caused by an f o
increase in deferred revenues of $25,172,000 and an increase in accounts payable and accrued salaries of $1,893,000 -

- and change in income tax payable -and receivable of $8,861, 000, offset by an increase in billed and unbilled

- receivables of $8,954,000 due to an increase in contract work. The increase in deferred revenue resulted from event-
-based payments received on firm fixed-price contracts that Argon Engineering accounts for as deferred revenue and |
subsequently recognizes as revenue over time as costs are incurred and revenue recognmon criteria are met. Argon .
Engineering received significant event- based payments during fiscal year 2004 in connectron with placement of

' materrals orders on three separate ﬁrm ﬁxed price productron contracts. /

: Net cash provided by investing activities was $4, 521 ,000 in fiscal year 2004, compared to cash used of
$1,371,000 in fiscal year 2003, and $1,788,000 in the fiscal year ending 2002. Cash of $6,952,000 was acquired in
_ the merger with Sensytech, offset by $2,460,000 used in acquiring test equipment, computer resources, software,
-and other infrastructure to support the general operatlons of Argon Engineering. It is expected that these costs will
' continue as Argon ST replaces older equlpment and will increase 1n approxrmately the same proportxon as Argon '
ST’s employee base 1ncreases : ‘

‘Net cash used in ﬁnancrng activities was $7, 977 OOO in ﬁscal year 2004 as compared to $2, 641 000 in ﬁscal,
*year 2003, and - $101,000 in fiscal years 2002. The large increase in ﬁscal year cash used in financing activities is
_ primarily. the result of cash d1v1dends of $7,851,000 and $2,462,000 paid to Argon Engineering stockholders during .
the last quarter of fiscal years 2004 and 2003, respectively. In. each case, the dividend was paid because management
and the board determined that the cash was not required to fund the growth of Argon Engmeermg and was therefore
returned to the stockholders.- Although Argon Engineering received approxrmately $427,000 from the-exercise of -
employee stock options since the begrnnmg of fiscal year 2002, it has retifed more than $354,000 of.common stock
_during that same period, resulting in a cash provided of $73,000, in stock transactions. Argon Englneermg paid
$34,000, $138,000 and $137,000 annually in fiscal years 2004, 2003, and 2002 respectively, as principal on anote to" .
LGA, Inc. as part of an agreement made_in late 1998 to- divest LGA.. Argon Engmeermg had acqulred LGA in -
September 1998. This note was pald in full as of September 30, 2004. .

Contractual Obhganons and Commltments :

Contractual Cash Obligations:.

Due in o Due in Due.in Due in K Duein

Total _‘ 2005 2006 - 2007 o 2008 - . 2009 Thereafter

: _Operating leases $_30,§07,000 . $5,y6(')v9,000 ' $'5,371,000 $5 329,000 $5,328,000 o $3,229,000 7 . $6,.O4l,000‘

" Note Payable ©282,0000 . 226,000 56,000 - —l o . — —
Line of credit - JLo— — ) — — ) - L— —

Total : - 831,189,000 '.35,835.,000 $5,427,000. - $5,329,000 N$5,32‘8,000" ' 83,229,60‘0 $6,041,000

- Other-Commercial Comniitments: o

Total ~  'LessThan1 Year - _1-3 Years
Letters of credit $2,059,000 O s1482000 - $577,000 -
Argon ST has no 1ong term debt _obligations, capltal lease obhgatlons other operatrng lease obhgatrons.

contractual, purchase obhgatrons or other, long -term liabilities other than those shown above. Argon ST also has no .
off balance sheet arrangements.of any kind, :

29




‘Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities. The
Interpretation requires-an investor with a majority of the variable interésts in a variable interest entity to consolidate
the entity and also requires majority and significant variable interest investors to provide certain disclosures. A
variable interest entity is an entity in which the equity investors do not have a controlling interest or the equity
investment at risk is insufficient to finance the entity’s activities without receiving additional subordinated financial .
support from the other parties. This pronouncement requires the consolidation of variable interest entities created
after January 31, 2003. Consolidation provisions apply for perlods endlng after March 15, 2004 for variable interest
entities, other than special purpose entities, created prior to February 1,.2003. Argon ST does not have any variable
. interest entities, including special purpose entities, that must be consolidated and therefore the adoption of the

provision of FASB issued Interpretation No. 46 will not have an 1mpact on Argon ST’s financial position or resuits
of operations: ,

Market Risks '

In addition to the risks inherent in its operations, Argon ST is exposed to financial, market, political and
economic risks. The following discussion prowdes additional detail regardmg its exposure to credit, interest rates.
and fore1gn exchange rates.,

* Cash and Cash Equivalents: o

All unrestricted, highly liquid investments purchased with a remaining maturity of three months or lesg are

considered to be cash equivalents. Argon ST maintains cash and cash equivalents with various financial institutions .

" in excess of the amount insured by the Federal Dep051t Insurance Corporat1on It beheves that any credit risk related
. tothesé cash and cash equ1valents is minimal. . . S

Interest Rates:

Argon ST’s line of credit financing prov1des available borrowing to it at a variable interest rate ‘tied to the
prime interest rate. There were no outstanding borrowings under this line of credit at September 30, 2004.
Accordmgly, Argon ST does not believe that any movement in 1nterest rates would have a material impact on future
earnings or cash flows - - e

F oreign Currency:

Afgori ST haa contracts to provide services to U.S. approved foreign countries. Argon ST’s foreign sales
contracts requlre payment in U.S. dollars, and therefore -the Company is not affected by forelgn currency
ﬂuctua‘nons -

ITEM 7A. QUANTITATIVE AND QU'ALITATIVE DISCLOSURES ABOUT MARKET RISKS

The mformatlon called for by thls item is prov1ded under Item 7- “Management s Discussion and Analysis.
of Financial Condmon and Results of Operatlons S - :
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockhclders
Argon ST, Inc.

_ We have audited the accompanying consolidated balance sheets of ARGON ST, Inc. and Subsidiaries (the
".Company), as of September 30, 2004 and 2003, andthe related consolidated statements of earnings, stockholders’ .
equity and cash flows for each of the tliree years in the period ended September 30, 2004. These financial statements
_ are the responsibility of the Company’s management. Our respon51b111ty is to express an opinion on these financial
statements based on our audlts :

We conducted our audlts in accordance with the standards of the Pub]lc Company Accounting Oversight
Board (United States). Those standards.require that we plan and perform the audits 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

thé 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 opinion, the financial statements referred to above present fairly, in all material respects, the
.financial position of the Company as of September 30, 2004 and 2003, and the results of its operations and its cash

flows for each of the three years in the period ended September 30, 2004, in conformity with accountlng prmc1p1es
generally accepted in the United States of Amerlca

' /s/ GRANT THORNTON LLP
Vienna, Virginia »

December 3, 2004 -
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ARGON ST, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS -

" TOTAL STOCKHOLDERS EQUITY ..
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

: September 30
ASSETS = 2004 2003
CURRENT ASSETS , S - ’ .
Cash and cash équivalents $ 29,732,000 - $ - 4,100,000
_ Accounts receivable, net 59,716,000 15,851,000
Inventory: - . 1,574,000 -
~ Income taxes receivable \ - 704,000
Deferred income tax asset 4,822,000 , . -
. Prepaids:and other 1,288,000 512,000
-TOTAL CURRENT ASSETS . 97,132,000 21,167,000 . -
Property, equlpment and soﬂware net --13,949,000 -2;460,000-
Goodwill 107,776,000 -
Intangibles, net - 2,190,000 -
Other assets 694,000 109,000
TOTAL ASSETS $221,741,000 . § 23,736,000 °
LIABILITIES AND STOCKHOLDER'S EQUITY-
CURRENT LIABILITIES . ' : T o
Accounts payable and accrued expenses’ $ _12,727,000 R 3,645,000
~ Accrued salaries and related expenses T 10,606,000 4,856,000
Deferred revenue - ‘ 28,336,000 . .3,739,000
Notes payable - current port1on ' T .226,000 34,000
- Income taxes payable. . 5,810,000 o -
' . Deferred rent ‘ : - 200,000 35,000 -
-1 - Deferred income tax. 11ab111ty, current . L - 243 000
‘ ‘TOTAL CURRENT LIABILITIES . 57,905,000 12,552,000
Deferred i income tax llablhty, long tefm - 1,901,000 174,000
Notes payable, net of current portlon . 56,000 ‘ -
Deferred rent . ‘ 954,000 -
S Comm1tments and contmgenmes - -
. STOCKHOLDERS‘ EQUITY
- Common stock: ‘ _
:$.01 Par Value, 25,000,000 shares authorized,
19,468,734 and 12,305,962 shares issued and : ‘
outstanding at September 30, 2004 and 2003 - 195,000 123,000 -
Additional paid in capital . 149,043,000 91,000 '
Treasury stock at cost, 126 ,245 shares - (534,000) , To-
Retamed earmngs ' - 12,221,000 10,796,000

% 160,925,000 -

$ 11,010,000 . .

- $ 221,741,000 -- -

7S 23,736,000

" The accompanying notes are an m}tegral part pf these consolidaf[ed financial statements. -




.. ARGON ST; INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS

- For the Year Ended Septembef 30,

2004 ' 2003 2002
CONTRACT REVENUES . .$129,184,0000 ~ $79,349,000.  $61,759,000
COST OF REVENUES  ~ 107,307,000 . 65,271,000 51,034,000
GROSS MARGIN ' 21,877,000 14,078,000 - 1<0,72'5,ooo

- GENERAL AND ADMINISTRATIVE S |
EXPENSES - ‘ . ' 5,905,000 . 5,844,000 5,181,000

- INCOME FROM OPERATIONS 15,972,000 8,234,000 - 5,544,000

OTHER INCOME (EXPENSE) - T
Interest income © . 167,000 35,000 78,000
Interest expense : (13,000). - (4,000) (16,000)

: 154000 - 31,000 62,000

INCOME BEFORE INCOME TAXES .. 16,126,000 . 8,265,000 5,606,000

PROVISION FOR INCOME TAXES - 6.177,000 - 2,696,000 12,021,000

- NETINCOME ’ $9,949,000 35,569,000 $3,585,000.
EARNINGS PER SHARE (BASIC) 50.81 5047 5032
EARNINGS PER SHARE (DILUTED) ' _____3$0.74 5044 $0.20
WEIGHTED-AVERAGE SHARES

OUTSTANDING S S - o
Basic . . : 12308412 11,769,788 . 11,165,622

Diluted o T 13,366,016 12,620,308 12,557,550

The accémpanyiﬁg notes are an integral part of these consolidated financial statements:

34




_ARGON ST, INC. AND SUBSIDIARIES -
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Common Stock -

. . - LT : Total
Number of < . Additional Paid in Treasury Retained - Stockholders’
. : ’ Shares . Par Value .= ‘Capital Stock ‘ Earnings =~ Equity
Balance, September 30, 2001 10,958,748 § 110000  $. . - 8 -8 4212000 S - 4,322,000
l Shares issued-upon exercise ' ' ‘ : - o o o : . )
“of stock options S 707,742 ; -7,000 Co31,000 - l : : 38,000
Retirement of shares -~ o (1820) R - - - (1,000) o (1,000) -
Netincome ... - - 3,585,000 3,585000
Balance, September.30, 2002 11,664,570 . 117,000 310000 . .. - 77960000 | 7,944,000
" Shares issued upon exercise » o ‘ - . - S - - o
‘ofstockopﬁo'ns ' . 666,792~ T 7,000 71,000 -7 o PR .+ 78,000
Retirement of shares - T (25400 (10000 .. (11,000) R (107,000) - (119,000)
R Dividend declared o L R ' - - L . - - ' (2,462,000) » (2,462,000)
Netincome . . oo T 5,569,000 . 5,569,000 )
Balance, September 30,2003 - 12,305,962 123,000 91000 10,796,000 - - . 11,010,000
.Shares issued upon exercise : - ’ R ‘ ) ' o
) of stock options L . 514,356, 6,000 ' 306;000 ' - _‘ o - 312,000
Retirement of shares (120320) - . (1,0000 - - (11,0000 . ©(673,000) . (685,000)
Dividend % . S o (1851,000) (7,851,000) .
Issuance ofshargé in . - ] - : o ’ o ' _ ‘ :
connection with merger 6,768,736 67,000 ' 143,657,000 < (534',000)" v DU 148,190,000
Netincome - - .- S 9,949,000 9,949,000

- Balance, September 30,2004 - 19468734 - § 195000 - $- 149,043,000  $ (534000) - -§ 12,221,000 - - $¢ 160,925,000 = -

N

.* The accompanying notes are an integral part of these consolidated financial statements.
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. ARGON ST, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ehded September 30,

2004 . 2003 2002
Cash flows from operatlng activities - ’ . R ’
~ Net income : $ 9,949,000 " $ 5,569,000 $ 3,585,000
AdJustments to reconcile net income to net cash provided by’ ' ' -
(used in) operating activities: S : :
Deprec1at1on and amortization 1,317,000 1,065,000 829,000
Deferred i 1ncome tax (beneﬁt) provision .(4,700,000) 1,478,000 1(504,000)
Change in: o : S
Billed accounts receivable (13,334,000) . (795,000) . -(986,000)
. Unbilled accounts recelvable (627,000) (4,212,000) (870,000)
Inventory 20,000 - -
Income taxes receivable 705,000 (705,000)- .- - - .
Prepalds and other - (248,000) 180,000 - (592,000) -
Accounts payable and accrued expenses 2,378,000 - 1,343,000 (2,185,000)-
Accrued salaries and related expenses 1,732,000 874,000 1,756,000
~ Deferred revenue 23,969,000 (1,203,000) 1,974,000
- Income télx_es payable " 6,808,000 (643,000)  (207,000)
Deferred rent 1,119,000 (70,000 -~ - 105,000
" Net cash provided by (used in) operating activities - . 29,088,000 : 2,881,000 2,905,000
Cashflows from investing activities -
Net cash acquired in merger . 6,952,000 - - , -
. Acquisitions:of property, equxpment and software _ . (2,460,000) '(1,344,000) "~ (1,779,000).
Dep051ts 29,000 (27,000) - (9,000)
Net cash provided by (used in) investing activities 4,521,000  (1,371,000) (1,788,000) .
Cash flows from financing activities I N ‘ .
Payment on note payable (204,000) (138,000) (137,000)
Retirement of common stock (234,000) . (118,000) .(2,000)
Proceeeds from exercise of stock options : 312,000 - 77,000 38,000
Dividends paid (7,851,000)  (2,462,000) -
Net cash provided by (used in) financing activities - 1(7,977,000)  (2,641,000). “(101,000)
Net increase (decrease) in cash and cash equivalents - 25,632,000 (1,131,000) - 1,016,000
‘Cash and cash equivalents, beginning of year " 4,100,000 5,231,000 4,215,000
Cash and cash equivalents, énd of year $ 29,732,000 - $4,100,000 $ 5,231,000
Supplemental disclosure - ' _ o _
Income taxes paid $ (3,275,000) - $(1,813,000)  $(2,732,000)

Interest expense paid .
Note payable issued for stock redemption -

§ (13,0000 ~§ . (7,0000 ~§ (15,000
§ 451,000 $ - $ -
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. Note 1— Summary of Signiﬁca'nt Accountlng Policies .
'Nature of Business , ‘

Argon ST (“the Company”) provides advanced software intensive systems that are used in intelligence
collection, surveillance, reconnaissance activities, threat warming and monitoring, simulation, and force protection
and communication. The systems are primarily for the United States government and select international customers.
The systems run on commercial off-the-shelf (COTS) hardware or special purchase hardware designed and
‘manufactured to our specification or the specifications of-our customers. Recently, Argon ST has begun to use the
technology developed for these systems in other applications, such as software radios, hrgh accuracy targetmg,
counter-terrorism, and W1deband transmission. : o :

"Principles ef Consolidation o

The consohdated financial statements include. the - accounts of Argon ST, Irc. and its wholly .owned -
subsrdrarres Argon Engineering Associates, Inc. (“Argon Engmeermg ), ST Productions Systems, Inc., lmagmg '
Sensors and Systems, Inc., Sensytech Financial Services,.Inc., and Daedalus Enterprises Export Corporatron All
1ntercompany transactions and balances have been elrmmated in consolrdatmn :

Basis ofPresentatian

As further descr1bed in Note 2, 0n September 29, 2004, Argon Engmeermg merged with a wholly owned .
subsidiary of . Sensytech, Inc. (“Sensytech”) As a result of this merger,.each outstanding share of Argon
Engmeermg stock was converted into two shares of. Sensytech common stock. Immiediately followmg the merger, ‘

the combined company was renamed Argon ST, Inc. : ,

While Sensytech was the legal racquire‘r, the merger was accounted for as a reverse acquisition, whereby -

Argon Engineering was deemed to have acquired Sensytech for financial 'reporting purposes. This determination .
was based on factors including relative stock ownership and voting r1ghts board control, and senior management- -
“composmon ‘Consistent with “the reverse “acquisition accounting “treatment, the historical” financial statements "~
presented for periods prior to the acquisition date are the financial statements-of Argon Engineering. -Earnings per
share have been adjusted to. reflect the two for one ‘exchange ratio. The operations of the former Sensytech o
busmesses have been 1ncluded in the financial statements from the date of acqu1srt10n ‘ : .
Stockholders equlty has been restated to give retroactrve recognmon to the exchange ratio for all periods
presented by reclassifying additional pard in capital and retained earnings to reflect the additional shares. ‘Argon
* Enginieering’s class A and class B shares have been combined to report a single class of common stock- for-all.
periods presented : .

The names'Argon ST, Sensytech, and Argon Engineering are used throughout these footnotes. Argon ST, -
also the Company, refers to the entity created by the merger of Argon Engineering and Sensytech. Argon
- Engineering refers to Argon Engineering Associates, Inc. which operated.as a stand alone private company until the
- September 29, 2004, merger with Sensytech. Sensytech refers to Sensytech Inc., which combined with its wholly
- owned-subsidiaries made up the publlcly held entity. Sensytech untll the September 29, 2004, merger wrth Argon- ’
’Engrneermg

: Revenue and Cost Recognition

o Contract revenue is accounted for in accordance with the American Institute of Certified Public
Accountants Statement of Position 81-1, Accounting for Performance of Construction-Type and Production-Type
- Contracts. These contracts are transacted using written contractual arrangements, most. of which require Argon ST
~ to design, develop, manufacture -and/or modify complex products, -and perform related services according to
specifications provided by the customer. Argon ST accounts for fixed-price contracts by using ‘the percentage-of-
completion method of accounting. Under this method, contract costs are charged to operations as incurred. A portion
“of the contr_act revenue, based on estimated profits and the degree of:.completion of the contract as measured by a
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~ comparison of the actual and estimated costs, is recognized as revenue each period. Unexpected increases in the cost
-to develop or manufacture a product under a fixed-price contract, whether due to inaccurate estimates in the bidding
process, unantrcrpated increases in material costs, inefficiencies, or other factors are borne by Argon ST, and could

_have a material adverse effect on Argon ST’s results of> operations. Argon ST accounts for cost reimbursable
contracts by charging contract costs to operations as incurred and recognizing contract revenues and profits by
applying contractually agreed to fee rates to. actual costs on an individual contract basis. Revenue under time and
material contracts is based on hours mcurred multiplied by approved loaded labor rates plus other direct costs.
incurred and allocated. e . :

The following table represents Argon Engineering’s revenue concentration by contract type:

Years Ended September 30,

2004 2003 2002
Firm Fixed-Price Contracts . 1% - 46% 49%
Cost Reimbursable Contracts o S19% o - -51% . 50%
-.Time and- Materials Contracts oo W% e 2 3% e L%

S Management reviews contract performance costs incurred, and estimated completlon costs regularly, and
adjusts revenues and profits on contracts in the period in which changes become determinable. Anticipated losses on
contracts are also recorded in the period in which they become determrnable

Argon ST’s policy for recognizing interim fee on cost plus award fee contracts is based on management’s
assessment as to the likelihood that the award fee.or-an incremental portion of the award fee will be earned on a
.- contract-by-contract basis. Management’s assessments are based on numerous factors including: contract terms,
nature of the work to be performed, the relationship and history with the customer, the history with similar types of
projects, and the current and anticipated performance on the specific contract. No award. fee. is recognized until
management determines that it is probable that an award fee or portion thereof will be earned.

, ~ Revenues recognized in excess of billings are recorded as unbilled accounts receivable. Cash collections in
excess of revenues recognized are recorded as.deferred revenues until the revenue recognition criteria are met.
Reimbursements, including those related to'travel, other out of pocket expenses and any third party costs, are
included in revenues, and an equivalent amount of reimbursable expenses are included in cost of revenues. :

Cash and Cash Equivalents

Cash and cash equivalents include cash and 1nvestments that are readlly convertible into cash and have
orrgmal maturities of three months or less. =

Accounts Receivable

Argon ST reviews its receivables regularly to determ'ir)e if there are any potential uncollectrble accounts,
_'The majority of Argon ST’s receivables are from agencies of the U.S. government, where there is no credit risk.
There were no material provisions for bad debts recorded during 2004, 2003 or 2002.

. Property, Equipmerit and Software -

Property, equipment and software are stated at cost. Depreciation is provided over the estimated useful
. lives of the assets, which range from three to five years, using the straight-line method. Leasehold improvements are
amortized over the respective lease terms, which range from one to six years, using the straight-line method.
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Stock-Based Compensation

Argon ST accounts for stock-based employee compensation arrangements in accordance with provisions of "

- Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” (APB No. 25) and -
related. interpretations ‘using the intrinsic ‘value method. ‘Argon ST complies with the disclosure provisions of
Financial Accounting Board Statement No. 123, “Accounting_for Stock-based Compensation,” (“SFAS No. 123”)
and Statement of Financial Accounting Standards No. 148, Accounting-for Stock-Based Compensation, Transition

. and Disclosure. Had compensation cost for Argon Engineering’s stock-based compensation plans been determined . .
based on the fair value at the grant dates for awards urider the plans in 2004, 2003 and 2002 consistent with the
method of SFAS No. 123, net earnings and net earnings per share would have been reduced. to the pro forma
amounts indicated below. ' ‘ Co o

. Yéars En-ded‘September 30, ~
2004 2003 L 2002

" Net income as reported B o $9,949,000 $5,569,000 - . $3,585,000
Add: Stock-based employee . .~ - e S I
compensation expense included
in reported net income, nét of
- related tax effects , .
“Less:. Total stock-based employee 172,000 - ‘ _ 135,000 - 38,000
 compensation expense determined = - , ,
under fair value method for all =
awards, net of related tax effects . : : ' S
* Pro forma net income A 89,777,000 $5,434,000 $3.547,000

Years Ended Septémber 30,

2004 2003 - 2002
" Earnings per share: ' R R | R o S
Basic—asreported.” .. . . ... .. $0.81 .. .. .. 18047 - .o -8032 - -
. Basic - pro forma ' S S %079 - %046 - - 8032
- Earnings per share: S o e
- Diluted ~asreported. = .~ -7 8074 $0.44 - . $0.29
Diluted - pro forma - . - . 8073 $0.43 . 1 $0.28 .
Intangibles

 © Intangible “assets' consist of the value of customer related intangibles of $1,938,000 and developed
technology of $252,000" acquired in.the merger between of Argon Engineering and Sensytech (see Note, 2).
Intangible assets are amortized on a straight line basis over their estimated useful lives. . The-Company will amortize -
$971,000 and $719,000 respectively, for fiscal years 2005 and 2006, and the remainder will amortize over fiscal.
* years 2007 through 2010 at $125,000 per year. . .

. Goodwill

Costs in excess of the fair value of tangible and identifiable intangible assets acquired and liabilities -
assumed in a business combination are recorded as goodwill. In accordance with SFAS No. 142, “Goodwill and
Other Intangible Assets”, companies no loriger amortize goodwill, but instead test for impairment at least annually
using a two-step approach. Impairment of goodwill is tested at the reporting unit level by comparing the reporting
unit’s carrying amount, including goodwill, to the fair value of"the reporting unit. The fair values of the reporting
units are.estimated using a combination of the income, or discounted cash- flows, approach and.the market approach,
which utilizes comparable ¢ompanies’ data. If the carrying amount of the unit exceeds its fair value, goodwill is -
. considered impaired and a second step is. performed to measure the amount.of impairment loss; .if any. The.
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Cor'nvpany-‘w.ill test for impairfnent ‘beginning in’ the “fourth quarter of fiscal year 2005, or sooner. if events or
circumstances warrant a test for impairment. »

Income Taxes

Deferred tax assets and liabilities have been established for the temporary differences between financial
statement and tax bases of assets and liabilities existing at the balance sheet date using expected tax rates. A
- valuation allowance is recorded to reduce deferred income taxes to that portion that is expected to more likely than

not be realized. ' o - - o

Use of Estimates -

Management uses estimates and assumptions in preparing these financial statements. in accordance with
. accounting principles generally accepted in the United States of America. These estimates and assumptions affect
the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the reported
revenues and expenses. Actual results could vary from the estimates that were used. o

Operating Cycle

In accordance with industry .practice, the Company classifies as current assets amounts relating to long-
term contracts which may have terms extending beyond one year but are expected to be realized during the normal
~ operating cycle of the Company. The liabilities in the accompanying balance sheets which have been classified as
- current liabilities are those expected to be satisfied by the use of assets classified as current assets, all within the next
.. twelve months. ‘ ‘ - C- - I '

Recently Issued Accounting Pronouncements

- In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest.Entities. The
Interpretation requires an investor with a majority. of the variable interests in a variable interest entity. to consolidate
the entity and also requires majority and significant variable interest investors to provide certain disclosures. A

variable interest entity is:an entity in which the equity investors do not have a’ controlling interest or the equity
" investment at risk is insufficient to finance the entity’s activities without receiving additional subordinated financial
support. from the  other parties. This pronouncement requires the consolidation-of variable -interest entities created
" after January 31, 2003. Consolidation provisions apply for periods ending after March 15, 2004 for variable interest
_ entities, other than special purpose entities, created prior to February 1, 2003. Argon ST does not have any variable

interest. entities, including special purpose entities, that must be consolidated and therefore the adoption of the =~

prbvision'of FIN 46 will not have an impact on Argon ST’s financial position or results of operations.
Earnings Per Share ‘

Basic earnings per share is computed using the weighted average number of common shares outstanding.
during each period. Diluted earnings per share is computed using the weighted average number of common and
common equivalent shares outstanding during each period. The following summary is presented for the years ended
September 30: ' o S S : o
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2004 2003 2002

" NefTncome: . ' S $9.949,000 - $5.569,000 - $ 3,585,000

~ Weighted Average Shares Outstandrng—Basw L 12,308,412 - - 11,769,788 11,165,622
Basic Eamrngs per Share o $. 081 . § 047 .8 032
Effect of Dilutive Securities: ‘ SRR _ L S

- Net Shares Issuable Upon Exercise of Stock 1,058,504 - 850,520 1,391,928

~ Options - L B

" Weighted' Average Shares Outstandrng —_ D1luted 13,366,916 12,620,308 12,557,550

»DrlutedEarnmgsperShare S , $ 074 & 044 8 029

" 'Note 2 - Merger

On September 29, 2004, a wholly owned subsrd1ary of Sensytech merged with and into Argon Engmeermg

‘ whereby each outstanding share of Argon Engineering common stock was exchanged.for two shares of Sensytech .
“common stock As a result of the merger, the former Argon Engineéring stockholders acquired approximately
65.6% of the issued and outstandrng shares of Sensytech common stock. In accordance with SFAS 141 “Business
Combinations”, the mergér was accounted for as a reverse acquisition, whereby Argon Engineering was -deemed to

" have acqu1red Sensytech for financial reporting purposes. Consistent with the reverse acquisition accountrng o

- treatment, the historical financial statements presented for periods prior to the acquisition date are the statements of
Argon'Engineering except for stockholders’ equity which has been retroactively restated for the equivalent number

~ of shares of the legal acquirer. The operatrons of the- former Sensytech businesses have been included in the -

- financial statements from the date of. acqursrtron (1 day) Both companies had thelr fiscal year endmg on September _
30. - :
The average market Value of the Sensytech common stock for the perrod of two busrness days before and "
after the announcement of the acquisition is used to’ determine the purchase price for accounting purposes. The
average market value of Sensytech stock used to record the puichase was $20.72 per share and there were 6,642,689-

shares issued and oitstanding at the acquisition date and 689,300 options with a weighted average fair value of
$15.31 per share. - As a result, the aggregate value of the stock and options used to record the purchase was

"... approximately $148,190, 000. Direct expenses of $1,717,000 consrstlng of legal, accounting and-other fees were

also included in the recorded purchase price. - Also included in.the purchase price was.a retention liability of -

© $820,000 resulting’ from change of control agreements with two Sensytech executive officers and a $2,128,000 -
déferred tax liability related to the differences between the assrgned values and the tax bases of property, equrpment‘
and other 1ntang1ble assets. co \ . . :

The Company has followed the gurdance of SFAS No 141 to record thrs purchase. SFAS No 141 requires
that the purchase method of accounting be used for all business combinations initiated after June 1, 2001 and that
goodwill, as well as any intangible assets believed to.have an indefinite life, shall-not be amortlzed for financial
accounting purposes. The-Company has recogmzed goodwill in the amount of $107,776,000 (none of which is tax -
. deductible) in connection with this acquisition. In accordance with SFAS No. 142, “Goodwill and Other Intangible
Assets,” the goodwill will be reviewed periodically.to determine if there has been any impairment to its value. The.
* Company will perform an impairment test as of September 30 2005 unless crrcumstances or events mdrcate that an

1mpa1rment test shiould be performed sooner. : :

The followmg table ‘summarizes the estimated fair value of the assets acquited and the liabilities assumed at
‘the date of acquisition. 'The Company has obtamed th1rd party valuations of certain tangible and mtangrble assets
B acqulred from Sensytech




Current.assets o - 5 42,31'5,000 p

Property, plant and equrpment o -10,346,000

~ Other assets . ' _ 758,000
Other intangibles - 2,190,000. .
Goodwill A 107\,776,00(')
Total asséts acquiired - ~ 163,385,000
Current liabilities assumed __(10,530,000) -
Total nurchase price . | ) . $152,855,000

The board of directors of both Argon Engineering and Sensytech unanimously determined that the merger
was in the best interests of Argon Engineering and Sensytech stockholders because the combined compary will be
able to provide more integrated or complete solutions to the customers’ needs, thereby allowing the combined
- company to grow faster than elther one would separately.

. The following unaudited condensed pro forma results of operations reflect the pro forma combination of
Argon Ernigineering and Sensytech as if the combination had occurred at the beginning of the periods presented
' compared with the actual results of operations of Argon Engmeermg for the same perlods

_Twelve Months Ended September 30,

2004 - 2003 . ) 2002

Historical Pro forma . Historical Pro-forma Historical Pro forma .

Revenue i - §129,184,000 $189,792,000 »$79,349‘,000 $l32,532,000 $61,759,000 594,049,000 :
Tncome from operations 15,972,000 - 23,132,000 . 8,234,000 13,874,000 5,544,000 " 8,144,000
Net income ’ 9,949,000 . 14,386,000 5,569,000 8,979,000 ‘ 3,585,000 5,132,000
Basic eamings‘per-share ) $0.81 . $0.76 - $0.47 ) ; $0.50 $0.32 ) $0.34 .
Diluted earnings per share £0.74 - %071 $0.{14 $0.48 $0.29 . $0.31
Basic wt average shares -~ 12,308,000 18,914,000 11,770,000 17,874,000 © 11,166,000 15,220,000

" Diluted wt average shares 13,367, 000 20,156,000 12,620 OOO‘ 718,882, 000 . 12,558,000 16,738, 000

: Revenues attrrbutable to Sensytech were $60 608,000, $53 183, 000 and $32,290, 000 for ﬁscal year’s 2004

2003, and 2002 respectrvely Income from operations attributable to Sensytech were $6,033,000, $6,693,000 and
$3.653,000 for fiscal year’s 2004, 2003, and 2002 respectrvely Net income attributable to. Sensytech was
$3,749,000, $4, 052,000, and $2,189,000 for fiscal year’s 2004, 2003, and 2002 respectively. Depreciation and
amortization on the write up of tangrble and intangible assets, in accordance with SFAS 141, was $82,000 and

$971,000 respectively for fiscal years 2004, 2003 and 2002 and the after tax effect was $50, 000‘ and $592,000 ~ -

respectively. The one time merger costs and expenses, incurred by Sensytech, of approximately $2, 180 000 before
tax and $1,330,000 after tax were added back to the pro forma results for 2004.

‘ Note 3 — Customer Concentratlons of Credit and Other Busmess Risks
Customer C oncentratzons

The following table 1dent1f es the source of Argon Engrneermg s revenues by major market:

Years Ended September 30,

2004 . 2003 2002

USNavy 63% ‘7- 75%
, Other uU.S. Government Agencies 11% - ‘ - 26% . ‘19%
CForeign - | 2% 6%r"5-' 6%
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Revenues for the U.S. mlhtary can also be categorlzed as direct purchases and subcontracts, where Argon -
Engmeermg is a supplier to another contractor. The followmg table - dlstmgmshes Argon Engineering’s revenue
between these two categorles ‘ :

Years Ended September 30,

. 2004 - , 2003 2002
Direct Purchases ‘, | 87% 69% - . 7%

‘Subcontracts .7 . . S 13% 31% - L 29%

Sensytech hlstorlcally has recorded the AN/SLQ -25A Surface Torpedo Defense System contract at-zero
~margin. Revenue from this contract amounted to approximately 22% of Sensytech’s revenues in both 2004 and
2003, and 19% in 2002. This contract was acquired as part of Sensytech’s acquisition of certain assets of FEL
. Corporation and was' performing at a potential loss-at.the date of acquisition. Sensytech has favorably performed
" undér the contract since the date of acquisition and management has worked with: the customer to reduce any
- potential loss. through change orders approved to date. While management currently estimates that the contract will
be profitable, the profitability is dependent upon change orders, expected by management, but that have not yet been
- finalized. Based upon the funding of the contract, should no additionai funding be received,.a loss of $1,800,000
would be recognized. However, after considering the effect of anticipated change orders, .the Company projects the

* contract to complete at a modest profit. Change orders are under continuous negotiation with the customer. When .~

these change orders are received, Argon ST will reassess .the contract based on current estimates, and such
reassessments are currently expected to result in increases to the margins recorded on’the contract. Such i increases
would impact operations in the period such change orders are: finalized as. well as future periods. If such change .
orders are not finalized under currently expected terms, or'if Argon ST does not perform as expected under the
contract, contract losses’ may be requlred to be accrued. Management expects the change orders to be recelved in the
 first, half of 2005. - -

- Cash Balances
The Company maintains cash balances at commercial banks in excess of® Federal 'Depdsit Insurance °
- Corporation (FDIC) limits. Management believes the risk in these situations to be minimal: Argon ST had cash and

- “cash equivalents held by commercial banks and financial institutions totahng $29 732 ()OO as of September 30 2004. ‘
The federally insured limit is $100,000.

‘Note 4— Accounts Receivable
4Accou_nts receivable consists of the following as of:

_September 30,

2004 ~ 2003
Billed and Billable - \ .. -35856,000 $ 8,810,000 -
- Unbilled Costs and Fees 23,062,000 . 6,102,000
_ Retainages . . A 998,000 -~ .7 939,000
Reserves - o ‘ . __(200.000) e
o : $59.716,000 ~  $15 851,000

Unbllled costs, fees and retamages result from recognition of contract revenue in advance of contractual or
progress b1111ng terms : -

‘The cost reimbursable and time and material contract payments to Argon ST under govemment contracts
are provisional payments that are subject to adjustment upon audit by the U.S. Defense Contract Audit Agency _
(DCAA) or other appropriate-agencies of the U.S. Government. Historically, such audits have not resulted in any
significant disallowed costs. When final determination and approval of the allowable rates have been made,
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receivables may be adjusted accordlngly In management s opinion, any. adjustments w1ll not be mater1a1 Incurred
cost audlts have been completed by DCAA through September 30 2001

Reserves are determmed based on management’s ' best -estimate of potentlally uncollectible accounts
recewable Argon ST Wntes off accounts receivable when such amounts are determined to be uncollectlble '

‘Note.S — Propert'y, Equipment and Softwaré ‘

Property, equipment and software consists of the following as of:

v

-Septeniber 36,

2004 : 2003
Computer Machinery and Test Equipment 9,859,000 $2,481,000 .
Leasehold Improvements i 3,558,000 1,279,000
Computer Software : o 1,445,000 719,000
Furniture and Fixtures s - 904,000 - 444,000 .
Constfuction in process , L , 1.958.000 =
S o 17724000 . 4,923,000
Less Accumulated Depreciation and Amortization ~ - _ 3,775,000 _2.463.000
‘ o ’ $13 949,000 ~  $2.460 000':

, Depremation and amortlzatlon expense. totaled $1,317,000, $1, 065, 000 and $829,000, for the years ended
September 30, 2004, 2003 and- 2002, respectively. As of September 30, 2004, there was $1,958,000 of leasehold -
improvements. under construction. When this project is completed those costs will be. reclassified to leasehold
1mprovements and amortized over the term of the lease. :

Noté 6 — Revolving Line of Credit

Argon Engineering has a revolvmg ]me of credit in the amount of $5,000,000 with James Monroe Bank.
There were no amounts outstanding under. the line of credit at September 30, 2004 and 2003. Amounts outstanding
under the line bear interest at prime plus one-half percent. The bank also requires quarterly and annual line fees. The
. line is due for renewal on December 31, 2004; however, the Company-'eXpe'ctS that this line will be replaced by the -
line of credit with Bank of America described below. There is a' letter of credit in the amount of $976,000
outstanding at September 30, 2004 securing Argon Engineering’s obligations under -its office lease agreement.
‘Borrowmgs on the line are collaterdlized by all assets of Argon Engineering. The financing and security agreement
for the line contains covenants including those related to certain financial ratios and minimum net worth -
requirements. For the year ended September 30, 2003, Argon Engineering did not meet a covenant relating to
required ownership by certain key stockholders. The bank waived the requirement through December 31, 2004:

Sensytech. entered into a line of credit and related note payable with Bank of America in February 2001.
Effective February 2004, the Company renewed its $15,000,000 line of eredit, which expires on February 28, 2006.
The total borrowing base generally cannot exceed the sum of 90% of qualified government accounts recelvable and

80%, of qualified non-government -accounts receivable. = The’ borrowmg base at September 30, 2004. was
$10,412,000. The line of creditis available to finance the performance of government contracts, to support the
issuance of stand-by ‘letters of credit, and for short- term working capital purposes. At September 30, 2004, there
were no borrowmgs under the linie of credit. A stand-by letter of credit is issued to certain foreign customers in lieu
- of posting a performance bond. Letters of credit are also used to cover certain contract prepayments 1 received from

foreign customers. Total letters of credit at September 30, 2004 were $1,083,000.

The bank agreement establishes the interest rate at the LIBOR plus 200 to 285 basis points, determmed by
Argon- ST’s ratio of funded debt to earnings before interest, taxes, depreciation and amortization.- All- borrowings
* under the line of credlt are collaterahzed by all tanglble assets of Argon ST. The agreement also contains various
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covenants as to d1v1dend restrictions, workmg cap1ta1 tanglble net worth earmngs and debt to equrty ratios.
Unused commitment fees of one quarter of one percent per annum are requlred : :

: Note 7— Stock Option P’l‘ans

The Argon Engineering-Associates, inc Stock Plan (the “Argon Engineering Plan™) provides for the for the-

© issuance of incentive and non-statutory stock options and restricted stock .to eligible employees "of Argon

Engmeermg and its affiliates.” As a result of the merger, each outstanding option to purchase Argon Engineering

_comumon stock under the Argon Engineering Plan was converted into an optien to purchase Argon ST common:

stock, with the number. of shares able to be purchased and the exercise price adjusted in accordance with, the merger
exchange ratio. No acceleration of vesting of options under the Argon Engineering Plan occurred in connection

‘with the merger. As a result of the merger, the Argon Engmeerlng Plan covers 6,240,000 shares of Company

common stock; however, the Argon Engineering Plan has been frozen as of September 29,.2004, and rio additional

~awards will be granted under. the Argon Engineering Plan subsequent to that date. ‘The only participants. in the

Argon Engmeermg Plan are those employees who received awards prior to September 29, 2004.

The Argon Engmeermg Plan is admmlstered by a compensatlon commrttee of the Argon Engmeermg board _

“of directors, or, in the absence of such a committee, the. full board of directors (the “Administrator”).. The
Administrator determined the exercise price of each option at the time of grant; provided that the exercise price of -

incentive stock options must be not Tess than 100% of the fair market value- of the underlying common stock on the
grant date, and the exercise price of options granted to-a person holdmg more than .10% of Argon Engineering’s
common stock must not be less than 110%.of such. fair market value. The maximum term of the options under the

‘Argon Engineering Plan is ten years; provided that the maximum term for options granted to greater than 10%.

holders.is five years. Individual option agreements‘ specify vesting terms and/or the dates upon which the option
will bé exercisable: Payment upon exer01se of options may be made either in cash or by the surrender of shares of
Company common stock. : : :

_ Ifa grantee\’s employment terminates for any reason other than death, disability or retirement, the grantee
may not exercise the.option' following the date of termination. Upon a termination due to death or permanent .
drsablhty unless otherwise provided in the award agreement, the option will become 100% vested and exercisable
within six months of termination. Upon a grantee s retirement; unless otherwise provided in the award.agreement,
the option will become 100% vested and may be exercised 1mmed1ately prior and on the date of retirement, but no
later. Options granted under the Argon Engineering Plan are not transferable other than by will or the laws of

~ descent and. drstr1but1on .

. The Sensytech 2002 Stock Incentive Plan (the ‘;Sensytech Plan”), approved by‘ the shareholders on May 30, . ;
2002, provides for the: granting of incentive stock options, restricted stock, and or performance awards to key
emiployees and outside members of the board of directors. The Sensytech Plan i is administered by the Compensation

- Committee ofits board of directors. Optrons granted under the plan are awarded at the closmg prrce of the stock as

reported on the NASDQ national market on the ‘grant date. The maximum term of the option is ten years. Options
" may vest over a period of one to five years. 'If a grantee’s employment terminates for any reason other than death,
 disability or retirement, the grantee may exercise the option within 90 days of the date of termination. Upon a

termination due to death or permanent disability, unless otherw15e provided in the award agreement the option will |

‘become 100% vested-and éxercisable. within-twelve. months of.termination. Upen a- grantee s retirement, -unless.-
otherwise provrded in-the -award agreement, the option -will-become- 180% vested- and-may-be exercised within 90- I

days of the date of retirement. The Sénsytech Plan also provides for full vestmg of all options upon certam events
including a change in control. Options granted under the Sensytech Plan are not transferable other than by will or '
the:laws of descent and distribution. _ . _ L : :

The followmg table summarizes Argon Engineering’s act1v1ty, which has been restated to give retroactive -
recognition to the merger exchange ratio, for all of its stock optlon awards granted under the plan, 1nclud1ng those .
assumed through the merger with Sensytech
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Number of J ; - Range of Weighted-Average

Options -~ -- Exercise Prices - - - Exercise Price
~ Balance, September 30, 2001 2,454532 . $004-$091 $.022
Granted - . — $ —-3 — N
- Exercised ‘ . (709236) © $0.04-% 091 o $ 0.06
Canceled g o (12,480) , $010-%.091 - $.041
Balance, September 30 2002 1,732,816 $004-%091 - - $029
Granted o . 471,500 , $411-%4.11 ‘ - $ 401 -
Exercised ' (666,782). $ 0.04-% 091 . 5012
Canceled : (47,400) $010-95 4.11: L 8 1.52
Balance, September 30, 2003 - 1,490,134 : $004-3% 411 . $ 1.53
Granted ' . 790,400 $ 5.69—3%28.10 © $13.85
Exercised " (514,356) ‘ -5 004-% 413 %058
Canceled (36,881) $ 0.10-8 569 . $ 346
Assumed in merger - 689,300 - . $225-%17.63 © . .81047 .
Balance, September 30, 2004 2,418,597 . $.0.04- $28.10 . 8827 -

Options to purchase 923,608, 442,914 and 337 082 shares 0f Argon ST’s common stock were exercisable
as of September 30, 2004, 2003 and 2002 respectively, at welghted average per share exercise prices of $8 12, 8. 34
and $.29, respectively.

‘The followrng table summarizes addmonal 1nformat1on about all Argon ST stock optlons outstandmg as of
September 30 2004:

Options Outstanding . ) Optibns Exercisable

Weighted- ) | : .

Average Weighted- : : Weighted-

. Remaining Average ' Average

Range of Exercise . Number ; Contractual - Exercise Number - Exercise
) Prices ~ - _of Options Life (Years). - .. . Price Exercisable - Price
$ 0.04-5% 090 537,017 6.34 \ $.049 . . 188,980 %051
$225-% 4.63 624,880 - o721 $ 396 253,728 : $ 3.74
- $500-$ 688 403,200 899 B R | 15,400 § 6.26
$ 7.51-%14.22 253,000 - 821 <. %1031 - 253,000 $10.31
$17.63 - $28.10 600,500 9.19 - $20.57 212,500 $17.63
" Total ' . 2418597 791 - $ 8.28 923,608 5812

The fair value of-each option grant was established on the date of grant using the minimum value method, .
- with the following assumptions used for grants in the years ended September 30, 2004, 2003, and 2002 respectively:
no dividends yield; risk-free interest rates of approximately 3.41 percent and 2.95 percent; and expected lives of 5
years. Argon Engineering assumed no dividend yield due to a lack of history of paying dividends in the normal
course of business and has no intention to declare dividends in the future. Under the Sensytech Plan, the fair value
-of the options granted in 2004, used the following assumptrons no dividends yield; risk-free rate of 4.14% and
expected volatility of 49.7%. All unvested optlons under the Sensytech Plan fully vested as of the effective date of
the merger September 29,2004. - :

, The .Welghted average fair values per share for stock option grants, awarded in fiscal years 2004 nd 2003,
were $3.73 and $1.12, respectively. No grants were awarded in fiscal year 2002.
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* Note 8 — Retirement Plans

Argon Engineering has a 401(k) profit sharing plan and a money purchase pension plan covering -
employees who have worked at least 1,000 hours and meet certain other eligibility requirements. Under the plan, the
-employer can voluntarily match employee 401(k) salary deferrals up to a-maximum of six percent of eligible .
~ compensation, as well as make a discretionary profit sharing contribution. Profit sharing contributions to the 401(k)
plan are detérmined annually by the employer. The 401(k) plan-match, discretionary profit 'sharing, and money
purchase pension plan contributions were $2.965,000, $2,419,000 and $2,048,000 for the years ended September 30,
2004, 2003, and 2002, respectively. Sensytech also.maintains a 401(k) plan, which will merge into the Argon plan

-~ effective January 1, 2(_)05_ahd will-be re;ri‘ame‘d the Argon ST Employee 401(k) Plan.
- Note 9— Income Taxes -
' ,The_ provisions for incorﬁévta'_xes_ consist of the following:

‘Years Ended September 30, -

2004 ’ <2003

Current : ‘ ) : , .
Federal . - . $ 9,119,000 $951,000
State - 1,758,000 267,000
: ‘Total Current ~ - - 10,877,000 - 1,218,000
- Deferred o . o ' R
Federal : : (3,975,000) 1,256,000
. State 8 o o (725.,000) . 222,000
. " Total Deferred . B * . (4,700,000) ’ 1,478,000
Income Tax Expense.” B $6,177,000 - . " $2,696,000

The components of Argon ST’s net'deferred tax asset (liability) are as fo]lbws:

As of September 30,
L P _ T 2004 - o 2003
- Total Deferred Tax Assets ‘ $ 8,432,000 - $1,745,000:
Total Deferred Tax Liabilities. ~_ + (5511,000) (2,162,000)

Valuation Allowance S ‘ — . T
. Net Deferred Tax Asset (Liability) $ 2,921,000 . $-(417,000)

"The. tax effect of temporary différences that give rise to the niét deferred tax -gs-;se;_ (liability) is as folows: -

As of September 30,
12004 2003

Unbilled Receivables =~ - - $(2.983,000), $ (2,018,000)
Deferred Revenues . o ’ 6,706,000 no 1,419,000
Property, Equipment and Software = -+ (1,791,000) ' = {144,000)
‘Accrued Vacation . -~ . | 706,000 . 313,000
Deferred Rent - "449,000 - 13,000
Net Operating Losses & Tax Credits - 207,000 oL =
Warranty . . - 127,000 - - —
Intangibles ' o * (737,000) S L=
Uncollectible Accounts o C 76,000 0 T —
Stock-Based Compensation: 86,000 C —
Other, net ‘ ' .. 75,000 L—

“Net Deferred Tax Asset (Liability) -$2,921,000¢ - $ (417,000
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Based on its historical profitability, Argon ST has determined that there is not a need for a valuation
allowance with respect to the utilization of net operating loss carry forward (NOLs) or other deferred tax assets. The.
NOLs expire prinmpally in 2011, 2012, and 2013. At September 30, 2004 NOLs amounted to $648,000. The NOLs
were acquired in Sensytech’s-acquisition of Daedalus Enterprises Inc. in ]998 and are subject to limitations as to
their utilization under the Internal Revenue Code. .

‘A reconciliation between Argon ST’s statutory tax rate and the effective tax rate is as follows:

K Years’Ended September 30,

. 2004 - - 2003 - 2002 .
Statutory Federal Raté ' 35.0% 34.0% . 34.0%
State Income Taxes, Net of Federal Benefit 3.9% C 4.0% - 40%
Research and Development Tax Credit . 9% 4.1D)% , (2.3)%
Other . _ 1.3% (3% - 04%
' ) 38.3% . 326% 36.1%

. Note 10 — Operating Leases

Argon ST leases office facilities and equipment under .operating lease agreements Rental ‘payments on
certain of the leases are subject to increases based on a three percent escalation factor and increases in the lessor’s
operating expenses. Rent expense amounted to $3,302,000, $2,262,000- and -$1,713,000 for the years ended

“September 30, 2004, 2003 and 2002, respectively Rent expense includes deferred rent relating to escalation clauses.
The 2002 rent expense is reported net of sublease income of $590 000

Following is a schedule of future minimum lease payments due under the lease agreements:

Year Ending - Future

September 30, .~ Minimum.Payments

2005 § 5,609,000
2006 ‘ . 5,371,000
2007 ‘ 5,329,000 .
2008 - ' . 5,328,000
. 2009 . oo - 23,229,000 0 - . -

Thereafter S - 6,041,000 - s S -
Total. . L $309o7000, | . o

" Note 11 — Research and Development Expenses - -

Internally funded research and de{felopment costs are-included in general and administrative- expenses in
the consolidated income statéments. Research and development expenses amounted.to $1,301,000, $2,187,000 and -
$3 015,000 for the years ended September 30, 2004, 2003 and 2002, respectively )

"~ Note 12 — Fair Value of Financial lnstruments

Based on existing rates, economic conditions and short maturities, the carrying amount of all of the
. financial instruments at September 30, 2004 and 2003 are reasonable estimates of their fair values: Argon ST’s
ﬁnanc1al 1nstruments include cash and cash equivalents accounts. receivable accounts payable and notes payable
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. Note 13 %Related Party’Transactions

* An individual who.is a director, executive officer and significant shareholder of Argon ST is also a director.
_and significant shareholder of James Monroe Bank, where the Company has a revolving line of credit in the amount
of $5,000,000. There were no outstanding advances on the line as of September 30, 2004, except for a letter of
credit in the amount of $976,000 securing the Company’s obligation under its office lease agreement. The line of
credit expires December 31, 2004 and the letter of credit will be transferred to Bank of* Amerlca see Note 6. At
. September 30, 2004, the Company had $21,559,000 on deposrt at James Monroe Bank

Vote 14 — Treasury Stock

In connection. wrth the merger with Sensytech 126 245 shares of treasury stock at a cost, of $534 000 was
recorded in the consolidated statements of stockholder’s equity. - During 2000; Sensytech began acquiring shares of
_ its common stock in connection with a stock repurchase program.announced in May, 2000, That program authorrzes_ -

_the Company to. purchase up to 500 000 common shares from time to tlme on the open market ' .

Note 15 — Segment Reportmg )

.. -Argon Engineering historically operated in a single business. segment. Sensytech historically operated in |
-two business segments. For the fiscal years ended September 30, 2004, 2003, and 2002, the. results of operations
- included in-this report are reported for Argon Engineering’s single business segment Management is reviewing its -
business operations and intends to report results of operations for busiriess segments in the first quarter of fiscal year
2005 ‘During that time, management will  also allocate the goodwill arrsmg from the merger to its reportmg
- segments in accordance with SFAS 142 ‘ ‘ : »

Note 16 — Quarterly 'Finan'cial'Information (Unaudited)

Argon Engmeerrng maintains a September 30 fiseal year -end for annua] ﬁnancral reportlng purposes.

. Argon Engineering presents its interim perrods ending on the last Sunday of the month for each quarter consistent -

- with labor and billing cycles. As a result, the fourth quarter of each year may contam more days than earlier quarters
. _of the year. Management does not believe that this practice has a material effect on quarterly results. The following
.. tables contam selected unaudlted consohdated statement of earnings data for each quarter of ﬁscal years 2004 and
2003. :
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: 2004 , ‘ - 2003

December 28, March 28, June 27, September 30, . December 29, March30,  June 29, September 30,

2003 2004 2004 2004 . 2002 - 2003 2003 . 2003
(unaudited) o , , " (unaudited) - '
: (In thousands, except per share data) o : (In thousands, except per share data)
Contract Reverues o 827,293 - $22,683 $39,050 - | _ $40,158 $15,157 $18,920 $18,173 $27,099
Direct and Allocable - : i . ) . )
Contract chsts o 24,993 © ' 19,631 33,653 34,935 13,964 17,126 . 16,192 23,833
- Income from ‘ . ; . o o o o S B
Operations ‘ ' 2,300 . 3,052 5,397 5,223 1,193 1,794 1,981 3,266
Other Income - o 3 ) ) IR T - o
(Expense), Net - . 8 . 38 34 74 15 M) 7 10
‘Income before v
- Provision for S } S - - : B - i
" Income Taxes 2,308 3,090 5431 5297 - 1,208 1,793 1,988 3,276
) Prolvision for Income » . ) . . ] . . .
Taxes ' - 851 1,141 2,004 . 2,181 436 - - 647 718 395
Net Income ‘ $ 1,457 $ 1,949 S '3,427 $ 3,116 - § 772 $. 1,146 $ 1,2700 § 2,381
-Earnings Per Share o : - S
Basic 0§ 012 $§ 016 S 028 S 025 § 007 $ 009 §$ 011 § 0.20
Diluted - $ 011 § - 014 § - 026 $ © 023§ - 006 $ 008 S 009 § 0.19

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND.

FINANCIAL DISCLOSURE

On May 18, 2004 Argon Engmeermg replaced Watkins, Meegan Drury & Company, LL.C.
(“WMD&C”) its out51de Public Accounting Firm, with Grant Thornton LLP, (“Grant Thorton™) an Independent
Registered Public Accounting Firm, which reported’on Argon Engmeermg s financial statements for the fiscal years
ended September 30,2003 and 2002

The report of WMD&C, the outside Public Accountlng Firm on Argon Engmeermg s ﬁnanc1a1 statements
" for the fiscal years ended September 30, 2003 and 2002 did not contain an adverse opinion or disclaimer of opinion,
nor was it qualified as to the audit scope or accounting principles. During the fiscal years ended September 30, 2003

and 2002 and the subsequent periods preceding the decision to change its public accounting firm, there were no.

disagreements with WMD&C on any matter of accounting principles or practices, financial statement disclosures, or

auditing scope or procedures, or other reportable event (of the type described in Item 304 (a) (1) (v) of Regulation S- - : -
K), which disagreements(s), if not resolved to the satisfaction of WMD&C, would have caused it to make reference-

-to the subject matter of the dlsagreements(s) in connection Wlth 1ts report.

On September 30, 2004 the Audit Committee of the Company s Board of Dlrectors dismissed
PricewaterhouseCoopers LLP (“PricewaterhouseCoopers”) and appointed Grant Thornton as the Company’s
Independent Registered Public Accounting Firm. :
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The report of PrrcewaterhouseCoopers on Sensytech’s consolidated: ﬁnancral statements for the fiscal. years
- ended September 30, 2003 and 2002 did not contain an adverse opinion or disclaimer of opmlon nor was it qualified or
" modified as to uncertainty, audit scope or accounting principle. During the fiscal years ended Séptember 30, 2003 and
2002 and through September 30, 2004, there were no disagreements with PricewaterhouseCoopers on any matter of
‘accounting principles or practices, financial statement disclosure, or auditing scope or. procedure, which dlsagreements .
if riot: resolved to the satisfaction of PricewaterhouseCoopers, would have caused them to make reference thereto in
their reports on the financial statements for such years. During the fiscal years ended September 30, 2003 and 2002
-+ and through September 30, 2004, there were no reportable events as defined in Item 304 (a) ¢)) (v) of Regulatron SK.’

ITEM 9A. CONTROLS AND PROCEDURES

(a)

Our management has evaluated w1th ‘the part1crpatron of our Chief Executive Officer and Chief
Financial Officer, the effectiveness of our disclosure controls and procedures as of the end of the
period covered by this Annual Report on Form 10-K. Based on this evaluation, our Chief Executive

~ Officer and 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, as amended, is recorded; processed, summarized and reported '

.- within the time perrods specrﬁed in Securities and Exchange Commlsswn rules and forms. .

(b

Durrng the last ﬁscal quarter there were no significant changes in the Company s 1nternal controls or

* in other factors that have.materially affected these controls, or are reasonably likely to materially affect

these controls subsequent to the evaluatlon of these controls. |

ITEM 9B. OTHER_INFORMATION ‘

‘None.

PART III

g ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information w1th respect to Executlve Ofﬁcers and D1rectors of the Company, the Audlt Commlttee
.Financial Expert and the Company’s Code of Ethics is incorporated by refetence  from the registrant’s definitive
proxy statement for its annual meeting of stockholders to be filed not later than 120 days after September 30, 2004,

.~ with the Securities and Exchange Commission pursuant to Regulation 14A (the “Proxy Statement”). Certain
- information relating to Executive Officers of the Company appears on page 10 of this Form 10-K Arnual Report:

ITEM 11. EXECUTIVE COMPENSATION ,

Informatlon w1th respect to this itém is 1ncorporated by reference from the Proxy Statement

. ITEM 12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND‘ )
RELATED STOCKHOLDER MATTERS

_ Informatlon W1th respect to this 1tem is 1ncorporated by reference from the- Proxy Statement

" ITEM 13. CERTAIN RELATION SHIPS AND RELATED TRANSACTIONS

Informatron wrth respect to thrs item is 1ncorporated by reference from the Proxy Statement.

- “ITEM 14‘ PRINCIPAL ACCOUNTAl\T FEES AND SERVICES T T s e et :

Informatron wrth respect to Principal Accountant Fees ‘and Servrces is contained under the -caption
“Principal Accountant Fees and Serv1ces in the Proxy Statement and such information is 1ncorporated herein by

: reference
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’ PART v

 ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Fmanc1al Statements Schedules

All of the ﬁnanc1al statement schedules to be ﬁled as part of the Annual report on Form 10-K are included in Item 8.

_ Exhlblts :

, ,Exhibit
Number

Descrlptlon of Exhlblt

2.1

3.1

3.2

41 -

0.1

10.1.1
102+
S 103%F
- o 104+
10.5+

- 161

162

21.1%*

23.1%
31.1%

312% -

Agreement and Plan of Merger dated as of June 7, 20()4 by and betweéen Sensytech, Inc. and

-Argon Engineering Associates, Inc. (incorporated by reference to Exhibit 2.1 of registrant’s

Regxstrauon Statement on Form S-4 ﬁled on July 16, 2004, Reg1stratlon Statement No 333—
117430). :

* Amended and Restated Certificate of Incorporatlon of the reg1strant (mcorporated by reference to
_ Exhibit 3.1 of registrant’s ‘Registration Statement on FormSl f led. on August 26, 2002,

Registration Statement No. 333-98757) .

Amendment to the registrant’s Amended ‘and Restated Cemﬁcate of Incorporatlon (mcorporated
by reference to Exhibit 3.1 the reglstrant s Current Report on Form 8-K covering Items 2. 10
5:01, 5.02, 8.01 and 9.01 of Form 8-K, filed October 5, 2004).

Amended and Restated Bylaws of the registrant (incorporated by reference to Exhibit 13(a)(1) of
registrant’s Report on-Form 10-KSB for the Year Ended September 30, 2001, Commission File

* No. 000-08193)

Form of Common Stock Cemﬁcate (1ncorporated by reference to Exh1b1t4 1 of reglstrant s
Registration -Statement on Form.S-1 filed on August 26 2002 Registration Statement No. 333-
987570) :
Amended and Restated Line of. Credit Agreement with Bank of America (incorporated by
reference to Exhibit 10.1 of registrant’s Registration Statement on Form S-1 filed on August 26,
2002, Reglstratlon Statement No. 333-98757) »
Third Amendment to Second Amended and Restated Financing and - Securlty Agreement 7
(incorporated by reference to Exhibit 10.1 of registrant’s Report on Form 10- Q for the quarter

“ended March 31, 2004, Commission File No. 000-08193)

The Sensytech, Inc: 2002 Stock Incentive Plan (incorporated by reference to- registrant’s
Schedule 14A filed with the Commission on Apr]l 22,2002, Comm1551on File No 000- 08193)
Argon Engineering Associates, Inc. ‘Stock Plan .

Retention Agreement dated February 17, 2004, oy and between the reglstrant and Donald F. -
- Fultz (incorperated by reference to Exhibit 10.3 of registrant’s Registration Statement on

Form S-4 filed on July 16, 2004, Registration Statement No. 333-117430) .
Retention Agreement dated February 17, 2004, by and between the registrant and S. Kent
Rockwell (incorporated by reference to Exhibit 10.4 of registrant’s Registration Statement on
Form S-4 filed on July 16, 2004, Registration Statement No. 333-117430) / ‘

 Letter of PricewaterhouseCoopers LLP regarding change in certifying accountant (incorporated

by reference to Exhibit 16.1 to the registrant’s Current Report on Form 8 K covermg Items 4.01

- and 9.01 of Form 8-K, filed October 5, 2004)
Letter of Watkins, Meegan Dury & Company, L.L.C. regardmg change in certlfymg accountant
(1ncorporated by reference to Exhibit-16.2 to the reg1strant $ Current Report on Form 8-K' "~

covering Items 4.01 and 9.01 of Form 8 K, ﬂled October 5 2004)
Subsidiaries of the registrant :
Consent of Grant Thornton LLP

" Certification of the registrant’s Chief Executive Ofﬁcer pursuant to Rule 13a—14(a)/ 15d-14(a)
. under the Securities Exchange Act

Certification of the registrant’s Chief Fmancral Ofﬁcer pursuant to Rule 13a-14(a)/15d 14(a)- R
’under the Secunues Exchange Act B . o S
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32.1%%  Certification pursuant to Rule 13a 14(b)/15d 14(b) under the Securrtles Exchange Act and

- Section 1350 of Chapter 63 of Title 8 of the United States Code

L okk

- Filed herewith
: Furmshed herewith -
- Indicates management contract or compensatory plan or arrangement
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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 under51gned thereunto duly authorlzed

vli)ate: Decefnber 14 -2004 :

' ARGON ST, INC.
(Registrant)

By: /s/ Terry.L. Collins
Terry L. Collins, Ph.D. -
Chairman and Chief Execuﬁve Officer

Pursuant to the requlrements of the Securities Exchange Act of 1934, this report has been 51gned below by the
followmg persons on behalf of the reglstrant and in the capacities and on the dates indicated.’

" Signature

/s/ Terrv L. Collins

Terry L. Collins
Date:. December 14, 2004

/s/ S. Kent Rockwell

S. Kent Rockwell

Date: December 14,2004 -

/s/ Victor F. Sellier

Victor F. Sellier
vDate: December‘14, 2004

/s/ Thomas E. Murdock

Thomas E. Murdock
Date: Deceémber 14, 2004

/s/ Donald F. Fultz

Donald F. Fultz

Date:" December 14, 2004 .

/s/ Delores M. Etter -

Delores M. Etter, Ph.D.
Date: December 14,2004

. /s/ David C. Karlgaard

.. David C. Karlgaard .
Date: - December 14, 2004

./s/ Peter A. Marino

Peter A. Marino
Date: -December 14, 2004

Title

Chairman and Chief Executive Officer =~

Vice Chairman and Vice President, Corporate Development

Vice President, Business Operations and Director - -

Vice President, Strategic Planning and Director

"Chief Financial Officer

(Principal Financial and.Accounting Officer)

_ Director

Director -

Director
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s/ Robért McCashin

Robert McCashin

Date: December 14,2004

- I8/ Johh Irvin

-John Irvin -
Date: December 14, 2004

/s/ Lloyd A. ‘Semplé'

Lloyd A. Semple

Date: December 14, 2004 .

Director

- Director

Director
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| ‘ ' S EXHIBIT 103
‘ARGON ENGINEERING ASSOCIATES, INC, STOCK PLAN- ' :
Amended and Restated as of October 27, 2003 )

Witnesseth thrs STOCK PLAN dated as of the 9" day of Decernber of 1998, and amended on the 17th day of
September of 2001, the 20™ day of December 2002 and the 27th day of October 2003 by ARGON ENGINEERING
' ASSOCIATES INC., aVrrgmra corporatlon . .

" 1. PURPOSE OF PLAN.

The purpose of this Stock Plan (Plan) is to further the success of the Company and its subsidiaries or affiliates

by making stock of the Company available to employees of the Company through grants of Incentive Stock . -

.Options, non- quahﬁed stock options and Restrlcted Stock. The Plan provides an incentive to such persons to
continue in the service of the:Company,. to perform at-and above targeted levels and to give them a greater
interest as stockholders in the success-of the Company '

2. REFERENCES CONSTRUCTIONAND DEFINITIONS.

Unless otherwise indicated, all references made i in the Plan shall be to articles, sections and subsect10ns of the
Plan. The Plan shall be construed in accordance with the laws of the Commonwealth of Vrrgmra The headings’
-and subheadings in the Plan have been inserted for convenience of reference only and are to be ignored in
- construction of the. provisions of the Plan. In the construction of the Plan, the masculine shall include the
feminine and the singular the plural wherever appropriate. . If any provision of this Plan shall be held invalid for
any reason, such illegality or invalidity shall not affect the remaining parts of this Plan and this Plan shall be
~ construed and enforced as if such illegal and.invalid provisions had never been included. The following terms
(in alphabetical order) shall have the meamngs set forth opposrte such terms for purposes of the Plan:

(a) "Board" means the Board of D1rectors of the Company,

‘ ® - "Business Day means each Monday, Tuesday, Wednesday, Thursday and Frrday on Wthh the New
. ~ York Stock Exchange is open for busrness v .

(c) "Change of Control" means (/) the accumulat1on (mcludmg through 'a merger, consohdanon share
" exchange, division or sale) by any individual, firm, corporation or other entity (other than current
shareholders of the Company as of the date the Plan is adopted or last amended; the Company or any
subsidiary; any profit-sharing, employee stock ownership, or other- employee benefit plan- of the
Company or any subsidiary or any trustee of or fiduciary with respect to any such plan when acting in
" such capacity), separately or in combination with any affiliates or associates, of beneficial ownership_
of more than fifty-one percent (51%) of the outstanding shares of all classes of capital stock of the
Company authorized to be issued from time to time undér the Company's Articles of Incorporation, or.-
(ZI) the sale or disposition of the assets of the Company as a result of which current shareholders of the
Company as of the date the Plan is adopted or last amended, do not hold, immediately following such
sale, a majority of the voting power of each surviving, resulting or acquiring corporation which, - -
immediately following the transaction, holds more than ten percent (10%) of the consolidated assets of
the Company 1mmedlately prior to the transaction; provided, however, that it shall not include” any
© such accumulation, sale or disposition which a majority of the Board, acting at a meeting held not
more than 60 days after the date of such accumulation and at which a-quorum of directors sufficient to
conduct business under Virginia law is present, declares, for reasons in its sole discretion, not to. be a
"Change of Control" for purposes of this Plan; and provided, further that the date of a Change of
- Control shall be deemed-to be the actual date of ‘accumulation, sale or disposition or, if such date is not

clearly determinable, the date on which a maj jority of the Board members, meeting as described above, - v

shall determine was the date as of which the Company had reason to know of the accumulatlon sale or
drsposrtron - .
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- EXHIBIT 103

- “Class A Common Stock” means the $0.01 par value, voting .common stocl( of the Acomp‘any;

- “Class B‘Cor_nmon ‘Stock”. means the $0’.Ol par-value, nonvoting common:'stock of the Company;

“Code” means the Interna‘l Revenue Code of 1986, as amended from time to time; * -

“Committee” means the Compensation Committee ‘of the. Board as constituted from time to time; ]
provided, however that if the Commlttee shall not-be in ex1stence the term “Commrttee shall mean
the Board; - : o '

' “Company means Argon Eng]neermg Associates, Inc., a Vlrgrma corporatlon .

“Common Stocl\” means the Class A and Class B Common Stock of the Company,

“Date of Grant” means the date on which an optron or-award of Restricted Stock is granted under the -
Plan ) :

“Effective Date” means the latest of 9. December 1998, (I[) the date on whrch the Plan is approved - -

and adopted by the Boafd and approved by the shareholders of the Company within twelve (12)

“Fair Market Value” means, for-as long as. neither class of Common'Stoek is readily. tradable on an

established securities market, the values determined for Class A and Class B Common Stock. at.least

annually by the Committee in its sole discretion based on- values either (/) determined by an

“independent " appraiser” as defined in regulations under. Code Section 170(a)(1), or {II)-as if .

determined for .sales by holders of less than-10% of issued shares pursuant to Paragraph 4 of the .
Shareholders Buy-Sell Agreement attached hereto; provided, however, (A) if at any time either class of -

Common Stock does become traded on a reasonably active basis, but not listed on an established stock ~
~ exchange, its Fair Market Value shall be based on the mean between the highest and lowest sales

prices as reflected on the NASDAQ Interdealer Quotation System of the National Association of

Securities,Dealers, Inc. on the date in question or, (B) if it is listed om an established stock exchange,

based on the mean between the highest and lowest sales prices on such exchange on the date in:
question, and (C)-in the casé of Incentive Stock Options, Fair. Market Value may not be less than fair

miarket value within the meaning of Section 422 of the Code; and provided, further, that if, for any

reason, Fair Market Value otherwise cannot be ascertained or is unavailable for a part1cular date, such’
value shall be determined as of the. nearest preceding date on which. such value can be ascertained

pursuant to the apphcable method descr1bed above; -

“Incentrve Stock Optron means any option. granted with the mtent of bemg an optlon as defined in
Code Section 422 and containing the terms necessary. to meet the requirements: of that section of the

‘Code and related Code sections and regulatrons '

“Reorganization” means any statutory merger statutory consohdatton sale of all or substantially all of
the assets of the Company, or sale, pursuant to an agreement with the Company, of securities of the -

: Company pursuant to which the Company i or becomes a wholly owned subsidiary - of another
© company after the effective date of the transaction; :

- “Reorganization Agreement” means. a Wrrtten plan or agreement regardrng the terms and

1mplementatlon ofa Reorganrzatron

“Restricted Stock” means a share of Cornmon Stock with time or performance conditions which must
be sat1sﬁed before the holder of the share can exercrse full ownershrp of it; :

“10- Percent Shareholder” means any 1nd1v1dual who owns more than ten percent (lO%) of the total C‘
combined voting power of all classes of Common Stock as determrned after applymg the attnbutron

: rules under Code Section 424(d)
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EXHIBIT 10.3
STOCK SUBJECT TO PLAN.

Subject to the provisions of Section 11, there shall be reserved for issuance or transfer upon the- exercise of
options or the satisfaction of conditions on Restricted Stock awards to be granted from time to time under the
Plan an aggregate of 120,000 shares of Class A Common Stock and an aggregate of 3,000,000 shares of Class B

“Common Stock, which shares may be in whole or in part, as the Board shall from time to time determine,

authorized and unissued shares of Common Stock or issued shares of Common Stock which shall have been
reacquired by the Company. If any option or Restricted Stock award granted under the Plan shall expire,
terminate or be canceled for any reason without having been exercised in full, the shares subject thereto shall
again be available for the purposes of the Plan.

ADMNIST RA T ION

(a) The Plan shall be administered by the Committee. Actrons by the Commrttee for purposes of the Plan

' shall be by not less than a majority of its members, or in the case of any action directly affecting one or’

more of the Committee members, by not less than a majority of those members not affected directly by

the action. Any decision or determination rediiced to writing and signed by all the members shall be

fully as effective as.if it had been made by a majority vote.at.a meeting duly called and held. The
Committee, if other- than the full Board ‘shall report alt actlon taken by it to the Board.-

(b) In the granting of options or Restrrcted ‘Stock Awards under the Plan and during the term of such
: 'awards the Committee shall have authorrty in its dlscretron but subject to the express prov151ons of the
Plan - : :

1. -to determme the employees to whom options or Restricted Stock awards shall be granted
2. to determine the time or times when options or Restrrcted Stock awards shall be granted;

3. to determine whether an option shall be granted as an Incentive Stock Option or a non- -qualified
" stock option;

4. to determine the purchase price of the Common Stock covered by each optron

5. 1o determine the number of shares to be subject to each option or Restrrcted Stock award except
that no option or award for fractional shares may be issued;

6. to determine when an option can be exercised and whether in whole or in installments as the result
of a vesting schedule triggered by the passage of time or the attainment of performance goals set
by the Commlttee and approved by the Board; ‘

7. to determine the conditions that must be satlsﬁed for restrictions to be removed from stock subject
to Restricted Stock awards granted and the trrnrng and n manner by which those conditions must be
satisfied;

8. to prescrrbe amend, and rescrnd rules and regulatrons relatmg to the Plan;

9. to determine any other terms and provisions and any related amendments of the 1ndrv1dual option
“or Restricted Stock- award agreements, which need not be identical for each'employee, including
such terms “and “provisions (and amendments) as- shall be required in the judgment of. the
. Committee to conform to any change in any law or regulation applicable thereto, and with -
~ particular regard to any changes in or effect of the Code and the regulations thereunder;,and

. 10. to make all other determinations deemed necessary or advisable for the administration of the Plan.
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‘ “EXHIBIT 10.3 .
5. ELIGIBILITY.

Optrons and Restrrcted Stock may be granted under this Plan only to employees of the Company ‘A director of
the Company or of a subsidiary: or affiliate, who is not also an employee of the Company, will not be eligible to
receive options or restricted stock under the Plan.. In determining the persons to whom-options or Restricted -
Stock-awards shall be granted and the number;of shares to be covered by each option or award, the Committee
may take into account the nature of the services rendered by the respective persons, their present and potential
contributions to the Company's success and such other factors-as the Committee in its discretion shall deem
relevant. Options and awards may be granted to persons who hold or have held options or awards under the
Plan or any other previous or contemporaneous plans _

\

6. OPT]ON GRANTS AND LIMTS

(a) Nothrng contamed in the Plan or in any resolutron adopted or to be adopted by the Board shall
: constitute the granting of any option hereunder. The granting of an option pursuant to the Plan shall
. take place only when a written option agreement shall have been duly executed and delivered by or on
" . behalf of the. Company and the- 1nd1v1dual (or his duly authorized attorney-in- fact) in whom such .
option is to be granted. :

‘ (b) Anything herein to the contrary notwrthstandlng, but sub_]ect to Section 8(1), the aggregate Fair Market :
' Value, determined on the Date of Grant, of the shares of common stock with respect to- which
Incentive Stock Options are exercisable for the first time by any employee durmg any calendar year
(under the Plan or-any other plan of the Company) shall not exceed $100 000. 00..

© Durmg an employee s lifetime, any optron granted to-him under the Plan shall be exermsable only by -
- the employee or any guardian or legal representative of the employee, and the option shall not be
transferable except, in-case of the death of the employee, by will .or the laws .of descent and
distribution, nor shall the option be subject to attachment, execution or other similar process. In the
event of (/) any attempt by the employee to alienate, assign, pledge, hypothecate or otherwise dispose

of the option, except as provided in the Plan, or (/]) the levy of any attachment, execution or similar

. process upon the rights or interest conferred by the option, the Company may terminate the optron by -
.. notice to the employee and upon such notice the option shall become null and vo1d '

7. OPTION PRICES.

The option prlce for Common Stock to be issued pursuant to any option granted hereunder may be at any price
set by the Committee in its discretion; provided, however, the option' price for any Incentive Stock Option
issued under the Plan shall be not less than the Fair Market Value as of the date of grant of the option, which .
date shall be a Business Day; and further provided, the option price for any Incentive Stock Option issued under
the Plan to any lO Percent Shareholder shall be one hundred-ten percent (1 lO%) of such F a1r Market Value '

8. EXERCISE OF OPTIONS

(a)- An employee may exercise any option granted under the Plan with respect to all or any part of the’
... number of shares then exercisable under the terms of his. written' optlon grant agreement by giving the
- Committee written notice-of intent to exercise. The notxce of exercise shall specify the number of
. shares to be purchased under the option and the date of exercise, which shall be at least five (5) days
after the giving of such notice unless an earlier time shall have been mutually agreed upon by the -
employee and the Company. :
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EXHIBIT 10.3

(b) Full payment ‘of the option price for the shares purchased shall be made by the employee on or before
- . the exercise date specified in the notice of exercise. Payment of the purchase price of any shares with
respect to which the option is-being exercised shall be (Z) cash, (II) certified check to the order of the
~ Company, or (/1) shares of Common Stock of the Company valued at the Fair Market Value. on such

. Business Day as the opt1on or portion thereof is exercised. . :

(c) The Company shall not be required to deliver certificates for such shares until full payment of the
‘ option price has been made. On or as soon as is practlcable after the exercise date specified in an
employee s notice and upon full payment of the option price, the Company shall cause to be delivered

" “to the employee a-certificate or certificates for the shares then being purchased (out of previously

unissued Common Stock or reacquired Common Stock, as the Company may elect). The exercise of -

‘the option and the resulting obligation of the Company to deliver Common Stock shall, however; be
subject to the condition that the listing, registration, or qualification of the option or the shares upon
any  securities exchange .or under any- State or federal law, or the consent or approval of any
governmental. regulatory body shall have been effected or obtained free of any conditions not
acceptable to the Committee, if at any time the Committee shall determine in its sole discretion that
such listing, registration, qualification, consent or approval is necessary or desirable. -

(d) If an employee fails to pay for any of the shares specified in such notice or fails to dccept delivery of
the ‘shares, his right to purchase such shares may be terminated-by the Company. The date specified in
the employee's notice as the date of exercise shall :be deemed the date of exercise of the option,

' provided that payment in full for the shares to be purchased upon .such exercise shall ‘have been
~ received by such date.

(e) In no event may an option be exercrsed within one year of its Date of Grant or after the date which is
" ten (10) years from the Date of Grant of such option (or five (5) years from the Date of Grant for any

- Incentive Stock Option issued under the Plan to any 10- Percent Shareholder) or such shorter penod as

s prescnbed in Section 9. - '

)] In the event of the Change of Control dissolution or hqu1dat1on of the Cornpany, any option granted
under the Plan shall become fully exercisable as to all or any part of the shares covered thereby
including shares as to which such option would not _othe'rwise' be exercisable by reason of an
insufficient lapse of time. In such event, an employee may exercise his options for a period.of not less -

~than thirty (30) days prior to the closing of such Change of Control, dissolution, or liquidation,
beginning as of a date to be fixed by the Committee, provided that not less than thirty (30) days written _
notice of the date so fixed shall be given to each employee. Only in the event of an exercise upon
Change of Control, dissolution, or liquidation under this paragraph may an employee simultaneously
exercise an option and sell the underlying stock so as to effect a “cashless” exercise of the option by
~.using the cash proceeds from the sale of the underlying stock to exercise the option.

: (g) ~ The holder of an option shall not have any of the rights of a stockholder with respect to the shares

o subject to the option until such shares shall be issued or transferred to him upon the exercise of his
option. : ‘

th)y - ‘Notwrthstandrng the foregoing, any shares that may be purchased as of the. Effectwe Date, pursuant to

the terms of any option granted prior to the Effectlve Date, shall continue thereafter to be purchasable
pursuant to the exercise of such opt1on .

9. OPTION PERIOD
The ability to-exercise options under the. Plan shall be conditioned as follows: -

(@ . Exercise During Employment. Unless otherwrse provrded in the terms of an option, an option may be
. exercised by an employee while he is an employee and has mamtamed since the date of the grant of the
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"EXHIBIT 10.3

* option continuous status as an employee. An option granted pursuant to the Plan may not be exercised

following the termination of the employee's employment with the Company or its subsidiaries for any

‘" reason other than (/) permanent dtsablhty descrlbed in subsectton {(c) below or (H) death as descnbed :
m subsectlon (d) below )

Exerczse Upon Retzrement Unless otherwise provided in the terms of an option, if an employee's
continuous employment shall terminate by reason of his retirement from the Company, a retired

" employee shall become one hundred percent (100%) vested in any option he has been granted under

the Plan as of that date and he may exercise the otherwise exercisable option immediately prior to and
upon his retirement date. For purposes of this Plan only, retirement shall mean the employee's total
cessation of activity in the profess1on practiced - by the Company on or after. he attains ‘age
Sixty- -two (62). ‘ t

" Exercise Upon' Permanent Disability. “Unless. otherw15e provided in the terms of an option, if an

employee's-continuous employment shall terminate by reason of a permanent disability (as determined
by the employee's establishing to the Committee his disability as defined in Code Section 22(e)(3), as

"~ amended from tirhe to time), then'the employee shall become one hundred percent (100%) vested in
“any:option he has been granted under the Plan as of that date and he may exercise the otherwise.

exercisable option anytlme w1th1n six (6) months of his terrn1nat10n of employment due to permanent
disability.

" Exercise Upon \Death. ,b .Unless otherwise proyided in the terms of an option, if an employee‘s”

continuous employment shall terminate by reason of his death, then the deceased employee shall

~ become one hundred percent (100%) vested in any option he has been granted under the Plan as of that

-date and the person or persons (including his estate) to whom his rights under such-option shall have

. passed by will or by laws of descent and distribution may. exercise the otherwrse exercisable option
» anytrme Wlthm six (6) months of his death, : ‘

-10. RESTR[CTED STOCKA WARD GRANTS AND L]MTS

. (a)

(c)

b

Nothing contained in - the Plan or in any resolution adopted or to be adopted by. the Board shall
constitute the granting of any Restricted Stock award hereunder. The grantirig of an award pursuant to

-the Plan shall take place only when a.written Restricted Stock award agreement shall have been duly -
“executed and delivered by or on behalf of the Company and the 1nd1v1dual (or his duly authorrzed :
" attorney- 1n fact) to whom such award is to be’ granted .

Durmg an employee’s lifetime and at any time prior to the sat1sfact10n of the cond1t10ns under the -
Restricted Stock-award, a Restricted Stock award granted under the Plan shall not be transferable
except, in case of the death of the employee by will or the laws of descent and distribution, nor shall

the award be subject to attachment, execution or other similar process. In the event of (/) any -attempt -~

by the employee to alienate, assign; pledge, hypothecate or otherwise drspose of the award, except as
provided in the Plan, or (/) the levy of any attachment, execution or similar process upon the rights or’

. interest conferred by the award, the Company may terminate the award by notice to the employee and .
“upon such notrce the award shall become null and void. . . 4

Unless otherwrse provided in the terms of the award, if an employee's eontmuous employment shall
terminate by reason of his death or drsabrlrty (as determined. by the employee's establishing to-the

‘Comimittee his disability as defined in Code Section 22(e)(3), as amended from time to time), then all.

conditions under the Restricted Stock award shall be consrdered ‘satisfied and the employee (or his

" surviving beneﬁcrary) shall become one hundred percent (100%) Vested in-full ownersh1p rrghts in the

Common Stock subject to the award as of that date.
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. _ 'EXHIBIT 103 -
If an embloyees continuous employment shall terminate for any reason other than his death or
disability, then all Common Stock under the Restrlcted Stock award shall be forfeited 1mmed1ate1y by

" the employee as of that date. .

In the event of a Change of Control, dissolution or liquidation of the Company, then all condltlons

_under any. outstanding Restricted Stock. awards shall be.deemed satisfied and the, employees holding
- such-awards shall become one-hundred percent (100%) vested in full ownership rights in the Common
- Stock subject to the awards as of the date of such Change of Control dissolution or hquldatlon

Notwithstanding anything to the contrary in this Section 10, if an ernployee s employment terminates
with cause, as determined by the Committee in its discretion, then all Common Stock under any
Restricted Stock award held by the employee shall be forfeited by him 1mmed1ately as of such

‘termmatlon

" The Company shall not be requlred to deliver certificates for such shares until all condmons under the
" Restricted Stock award have been satisfied or deemed satisfied pursuant to paragraphs (c) or (e) above.

On or as soon as is practicable after the conditions under the award have been satisfied, the Company
shall cause to be delivered to the employee a certificate or certificates for the shares then being
released (out of previously unissued Common Stock or reacquired Common Stock, as the Company
may elect). The obligation of the Company to deliver Common Stock shall, however, be subject to the

- condition that the listing, registration, or qualification of the shares upon any securities excharige or .
" under-any State or federal law, or the consent.or approval of any governmental regulatory body shall

have been effected or obtained free-of any conditions not acceptable to the Committee, if at any time
the Committee shall determine in its sole discretion that such llstlng, reglstranon quahﬁcatlon consent
or approval is necessary or de51rable

11 ADJUSTMENTS

@

(b)

In the event that the outstanding shares of Common Stock are hereafter mcreased or decreased or
changed into or exchanged for a different number or kind of shares or other securities of the Company
or of another corporation, by reason of a recapitalization, reclassification, stock split-up, combination
of shares or dividend or other distribution payable in capital stock, appropriate adjustment shall be:
made by the Committee in the number and kind of shares for which options and Restricted Stock

- awards may be granted urider the Plan. In addition, the Committee shall make appropriate adjustment

in the number and kind of shares as to which outstanding grants, or portions thereof then unexercised.

“or unsatisfied, shall be applicable, to the end that the proportionate interest of the holder of the grant
shall, to the extent practicable without the existence of fractional shares, be maintained as before the
‘occurrence of such event. Such adjustment in outstandmg options shall be made without change in the

total price apphcable to the unexercised portion of the option, but with a corresponding ‘adjustment in

" the option price per share. To the extent that fractional shares would have otherwise resulted from .
such adjustments, such fractional shares will be deemed forfeited from any option or Restricted Stock = -
~award, and appropnate adjustments shall be made to the option prxce of any effected optlon

In the event of a-Reorganization in' which the Company is not the surviving or acqun'lng company, or
in which the Company is or becomes a wholly owned sub51d1ary of another company after the effective -
date of the Reorganization, then --

1. 'if there is no Reorganization Agreement or if the Reorganization Agreement does not specifically

provide for the change, conversion or exchange of the shares under outstanding options or
Restricted Stock awards for securities of another corporatlon then the Committee shall take such
_ action, and the options-shall terminate, as provided in subparagraph (f) of Section 8 and the
*. ‘conditions under all Restricted Stock awards shall be deemed-to be fully satlsﬁed as provided in
Sectlon 10(e), but :
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2. ifthereisa Reorganlzatron Agreement and if the Reorganization Agreement specifically provides
“for the change, conversion or exchange of the shares under outstanding options or Restricted Stock
“awards for securities of another corporation, then the Committee shall adjust the shares under the

Plan, if the Reorganization Agreement makes specified provision for such adjustment, in a manner

. .. not inconsistent with the provisions of the Reorganization Agreement for the adjustment, change

- conversion or exchange of such stock and such optlons :

(c) Adjustments “and determlnatlons under this’ Séction 11 shall be made by the Committee, whose‘

decisions as to what adJustments or determmatrons shall be made, and the extent thereof shall be firial,
bmdmg and conclusrve . : R

AMND]MENT AND T, ERMNA T[ON
Unless the Plan shall have been terminated earher as heremafter prov1ded it shall terminate upon, and no
* option or Restricted Stock award shall be granted under this Plan after, the tenth anniversary of the Effective
“Date. The Board may terminate the Plan or make such modifications or amendments thereof as it shall deem
advisable, or to conform to any change in any law or régulation applicable thereto, including (a) increasing the
maximum number of shares for which -options and. Restricted Stock awards may be granted under the Plan,
subject to shareholder approval, (b) changing the class of employees eligible to receive such grants, subject to
shareholder approval, (c) increasing the periods during which grants may be made or fulfilled, or (d) providing
for the administration of the Plan other than-by the Committee. No termination, modification or amendment-of’
. the Plan may, wrthout the consent of any employee with rrghts under an’ outstanding grant under thrs Plan,
adversely affect the rlghts of such employee :
REST R[CT ]ONS ON ISSU]NG SHARES
: (a) . Each issuance of Common Stock shares as the result of the exercise of any option or satisfaction of the
o conditions under any Restricted Stock award shall be subject to the condition that if at any time the .
Company $hall determine in its. discretion that the satisfaction of withholding tax or other withholding
*liabilities, or that the listing, registration or qualification of any shares otherwise deliverable upon such
. exercise upon any securities exchange or under any state or. federal law, or that the consent or approval -
. of any regulatory body, is necessary or desirable as a condition of, or.in connection with, such delivery
" - or purchase of Common Stock shares, then'in .any such event, such optlon exercise or Restricted Stock.
grant satisfaction shall not be effective unless such withholding, listing, registration, qualification; -
consent or approval shall have been effected or obtained under condmons acceptable to the Company
(b) .. Any employee of the Company who receives an option or Restricted Stock. grant under this Plan, by -
- the receipt of that grant shall agree to be subject to and bound by the provrslons of the Shareholder’s
Buy-Sell Agreement (a form of which is attached hereto), which is incorporated herein by this
reference. Accordingly, the optionee furthermore agrees that he shall at no time during the existence
of such Shareholder’s Buy-Sell Agreement, directly or indirectly, sell, assign, transfer, encumber, gift
- or otherwise deal with or dispose of all or any part of the Common Stock shares issued to h1m pursuant
to any option or Restricted Stock grant under the Plan. - : ,
USE OF PROCEEDS.

The proceeds received from 'the sale of Common Stock pursuant to the exer01se of options granted under the
Plan shall be added to the Company s general funds and are used for general corporate purposes
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INDEMNIFICATION OF COMMITTEE.

Tn addition to such other rights of indemnification as they may have as members of the Board or as members of”
_the Committee, the members of the Committée shall be indemnified by the Company against all costs and -
expenses reasonably incurred by them in connection with any action, suit or proceeding to which they or any
of them may be party be reason of any action taken or failure'to act under or in connection with the Plan, or

~ any option or Restricted-Stock award granted hereunder, and against all amounts paid by them in settlement

thereof (provided such settlement is approved by legal counsel selected by the Company) or paid by them in -
satisfaction or a judgment i in any such action, suit or proceeding, except a judgment based upon-a finding of -
bad faith. Upon the institutien of any such action, suit or proceeding, a Committee member shall notify the
‘Company in writing, giving an opportunity, at-its own expense, to handle and defend the same before such
Committee member undertakes to handle it on his own behalf :

EFFECTIVENESS OF THE PLAN.

" The Plan shall become effective as of the Effective Date. Options and Réétricted Stock awards may be granted

to employees prior to such date, but the right of any employee to the issuance of Common Stock shares as the
result of the exercise of any option or satisfaction of the conditions under any Restricted Stock award shall be
conditioned upon such adoption and approval by thé Board and shareholders of the Company as requlred in
Section Z(k)(H) ‘ \

MIS CELLANE OUS.

(a) Employment Not Affected Nelther the grantmg of an option or- Restrlcted Stock award nor the
exercise of the option or fulfiliment of the conditions of an award shall be construed as granting to any
- employee any right with respect to continuance of his employment with the Company. Except as may
otherwise be limited by a written agreement between the Company and an employee, the right of the
Company to terminate at will the employee's employment with it at any time (whether by dismissal,
discharge, retirement or otherwise) is specifically reserved by the Company as the employer or on

behalf of the employer (whichever the case may be)', and acknowledged by the employee

(b) = Notice. Any notice to the Company prov1ded for in this instrument shall be addressed to it in care of

its Secretary at its principal office in the Commonwealth of Vlrgmla and any notice to-an-employee -

“shall be addressed to the employee at the current address shown on the payroll records of . the .

Company. Any notice shall be deemed to be duly given if and ‘when properly addressed and posted by
reglstered or certified mail, postage prepald

() Waiver or Breach. No waiver of any | breach of any covenart or provision of th1s Plan shall be deemed
a-waiver of any preceding or succeeding breach of the provisions of this Plan, or of any other covenant
or provision herein contained. No’extension of time for performance of any obligation_or act shall be.
deemed an extensmn of the time for performance of any. other obligation or act.

'(d) . Binding Effect. This agreement shall be binding upon and shall inure to the beneﬁt of the successors
and permitted a551gns of the parties hereto." :

COMPANY:

Argon Engineering Associates, Inc;: »

By:

~ (CORPORATE SEAL).
_Atiest: - ‘ '

~Vice President
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. B _ EXHIBIT 21
. LIST OF SUBSIDIARIES | .

‘Name S B - State of Incorporation
Argon Engineering Associates, Inc. - - Virginia

ST Production Systems, Inc. S Delaware

Imaging Sensors and Systems, Inc. ' "Delaware

EXHIBIT23 -

CONSENT OF INDE‘PENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Reg1strat10n Statement on Form S-8 (No. 333- -

© 103071)-and the Registration Statement Form S-8 (No. 333-119862) of our report dated December 3, 2004 with

respect to the fiscal year 2004 consolidated financial statements of Argon ST, Inc. and sub51d1ar1es included in this - -
Annual Report (Form 10- -k) for the year ended September 30, 2004. »

Grant Thornton LLP

: Vieﬁna,.\;irgihia‘. R
- December 3,2004-
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o EXHIBIT 31.1
CERTIFICATIONS . . -

I, Terry L. Collms certlfy that

: l. Thave revrewed this annual report on Form 10-K of Argon ST Inc,;

2. Based on my know]edge this annual report does not contain any untrue statement ofa materral fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
‘ statements ‘were made, not m1slead1ng with respect to the perlod covered by this annual report,

.3. Based on my knowledge the financial statements, and other financial information included in ‘this annual report,
fairly present- in all material respects the financial condition, results of operations, and cash flows of the
registrant as of, and for, the pertods presented in this annual report;

4. The reglstrant s other certifying ofﬁcer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act'Rules_ 13a—15(e) and 15d—15(e)) for the registrant and have: ‘

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures

to be designed under our supervision, to ensure that material information relating to the registrant,

E 1nclud1ng its consolidated sub51d1ar1es is made known to us by others within  those entities,

particularly during the period in which this report is being prepared

Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

~ Disclosed ‘in this report any change in the registrant’s internal control over, financial reporting that

occurred during the registrant’s fourth fiscal quarter that has materially affected or is reasonably likely
to materially affect, the registrant’s internal control over financial reportmg, and

- 5. The regtstrants other certifying officer and I have d1sclosed based on our most recent evaluation of internal

control over financial reporting, to the registrant's-auditors and the audit comrmttee of the reglstrant's board of .

directors (or persons performrng the equ1va1ent functrons)

a.

All signiﬁcant deficiencies and material weaknesses in the design or operation of internal control over

financial reportmg ‘which are reasonable likely to adversely affect the regrstrant ] abrhty to record,
process, summarlze and report financial information; and

\Any fraud, whether or not material, that involves management or .other employees who have a

significant role in the registrant's internal control over financial reporting:

Date: December 14, 2004

/s/ Terry L. Collins -

Terry L. Collins

- . Chief Executive Officer
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“EXHIBIT 31.2

CERTIFICATIONS |

I, Donald F. FultZ ,-certify that;

- L ‘ Ihave rev1ewed th1s annual report on Form lO K of Argon ST, Inc

C 2 Based on.my knowledge thrs annual report does not contain any untrue statement of a material fact. or. omit to
- state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made not misleading with respect tothe penod covered by thlS annual report;

3. Based on my knowledge the financial statements, and other ﬁnancral information included in this annual report,
" fairly present’in all material respects the. ﬁnanc1al condition, resulis of operat1ons and -cash flows of the
- - registrant as of, and for the periods presented in this annual report;- » -

4. The registrant'_s other cer’tifying officer and I areresponsible for establishlng andmaintaining disclosure controls
_ and procedures (as deﬁned in Exchange Act Rules l3a-15(e) and:15d-15(e)) for the registrant and have:

a. ’

Desrgned such disclosure controls and procedures, or caused such disclosure controls and procedures. -

to be designed under our supervision, to ensure that material information relating to the registrant, - -
_including its . consolidated ‘subsidiaries; is made known to us by others within. those ‘entities,

particularly-during the period in which this report 1s_be1ng prepared; - -

Evaluated the effectiveness of the registrant's disclostire controls and procedures and presented in this

-report our conclusions about the effectiveness of the disclosure controls and procedures as of the’ end’
‘ of the perrod covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that

occurred during the registrant’s. fourth fiscal quarter that has materrally affected, or is reasonably likely
to materially affect, the reg1strant s 1nternal control over ﬁnanc1al repomng, and -

. 5. The registrant's other certrfymg officer and I have disclosed, based on our. most recent evaluation of internal
- control-over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of
drrectors (or persons perforrnmg the equlvalent functions): :

a.

All s1gn1ﬁcant deﬁcren01es and material wea‘knesses in the design or operation of internal control over -
financial reportmg which are reasonable likely to adversely affect the regrstrant s abrlrty ‘to record,.
process, summarize and report ﬁnancral information; and :

Any fraud whether or not material,” that involves management or other ernployees who have a

: s1gn1ﬁcant role n the reglstrant s 1ntemal control over ﬁnancral reportrng

Date: December 14, 200,4 .

* /5/ Donald F. Fultz

‘Donald F. Fultz o o E
Chief Financial Officer . o } : . T e




EXHIBIT 32.1
CERTIFICATION OF PERIODIC FINANCIAL REPORT :
' OF ARGON ST INC.

We, the undersigned, being the chief executive officer and chief financial officer, respectively, of Argon
ST, Inc., a Delaware corporation (the “Company™), do hereby certify, to the best of our information, knowlédge and -
belief, that (1) the Report on Form 10-K for the year ended September 30, 2004 (the “Report™) fully complies with
the requirements of section 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 780(d)) and (2) the information
contained in the Report fairly presents, 1n all material respects, the ﬁnanc1a1 condition and results of operations of
the Company :

/s{ Terry L. ColIins
Terry L. Collins :
Chief Executive Officer

" /s/Donald F. Fultz_
Donald F. Fultz - :
. Chief Financial Officer -

 Dated: December 14, 2004

A signed original of this written statement required by Section 906 of the Sarbanes- :Oxley Act has been ’
provided to Argon ST, Inc. and will be retamed by Argon ST Inc and furmshed to the Securities and Exchange
Commission or 1ts staff upon request. . .
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Board of Directors Executive Officers
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Terry L. Collins, Ph.D.
Chairman/CEQ/President

S. Kent Rockwell
Vice Chairman/Vice President
Corporate Development

(Left to Right) Top Row: Lloyd Semple, Peter Marino; Middle Row: John Irvin, Robert
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Office Locations

Argon ST, Inc.

12701 Fair Lakes Circle, Suite 800
Fairfax, VA 22033

Phone (703) 322-0881

Fax (703) 322-0885

Corporate Headquarters 8419 Terminal Boad

PO. Box 1430

Newington, VA 22122-1430
Phone (703) 550-7000

Fax (703) 550-0883
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Ann Arbor, Mi 48106
Phone (734) 769-5649
Fax (734) 769-0429

ST Production Systems, Inc.

A Wholly Owned Subsidiary of Argon ST
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Smithfield, PA 15478
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Fax (724) 564-4180
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