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EXPLANATORY NOTE

On December 30, 2011, Mercury Computer Systems, Inc. (the “Company”) filed a Form 8-K (the “Original 8-K”) to report on that date, that its wholly-
owned subsidiary, King Merger Inc. ( the “Merger Sub”), completed the acquisition of KOR Electronics (“KOR”) with the Merger Sub being merged with and
into KOR and with KOR continuing as the surviving company and a wholly-owned subsidiary of the Company (the “Merger”). By operation of the Merger, the
Company acquired both KOR and its wholly-owned subsidiary, Paragon Dynamics, Inc. (“PDI”).

The purpose of this amendment to the Original 8-K is to provide the historical financial statements of KOR required by Item 9.01(a) of Form 8-K and the
pro forma financial information required by Item 9.01(b) of Form 8-K, which information was excluded from the Original 8-K, in reliance upon Item 9.01(a)(4)
and Item 9.01(b)(2) of Form 8-K.

Item 9.01. Financial Statements and Exhibits.
(a) Financial Statements of Business Acquired

The audited consolidated financial statements of KOR Electronics and Subsidiary as of December 31, 2010 and for the year ended December 31, 2010 and
accompanying notes are included as Exhibit 99.1 hereto and are incorporated herein by reference.

The unaudited condensed consolidated financial statements of KOR Electronics and Subsidiary as of September 30, 2011 and December 31, 2010 and for the
three and nine months ended September 30, 2011 and 2010 and accompanying notes are included as Exhibit 99.2 hereto and are incorporated herein by
reference.

(b)  Pro Forma Financial Information

The following Unaudited Pro Forma Condensed Combined Financial Statements required pursuant to Item 9.01(b) of Form 8-K are included as Exhibit 99.3
hereto and are incorporated herein by reference:

i) Unaudited Pro Forma Condensed Combined Balance Sheet as of September 30, 2011;

(ii) Unaudited Pro Forma Condensed Combined Statement of Operations for the three months ended September 30, 2011 and the year ended
June 30, 2011; and

(iii)  Notes to the Unaudited Pro Forma Condensed Combined Financial Statements

(d)  Exhibits

Exhibit
No. Description

23.1* Consent of Independent Registered Public Accounting Firm

99.1* Audited consolidated financial statements of KOR Electronics and Subsidiary as of December 31, 2010 and for the year ended December 31, 2010
and accompanying notes thereto.

99.2* Unaudited condensed consolidated financial statements of KOR Electronics and Subsidiary as of September 30, 2011 and December 31, 2010 and
for the three and nine months ended September 30, 2011 and 2010 and accompanying notes thereto.

99.3* Unaudited Pro Forma Condensed Combined Financial Statements as of September 30, 2011 and for the three months and year ended September

30, 2011 and June 30, 2011, respectively, and accompanying notes thereto.

* - Filed herewith
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

MERCURY COMPUTER SYSTEMS, INC.
(Registrant)

February 8, 2012 By: /s/ Kevin M. Bisson

Kevin M. Bisson
Senior Vice President, Chief Financial Officer, and Treasurer



Exhibit 23.1
Consent of Independent Registered Public Accounting Firm

The Board of Directors
Mercury Computer Systems, Inc.:

As independent registered public accountants, we hereby consent to the incorporation by reference in Mercury Computer Systems, Inc. Registration Statements
(No. 333-53291, 333-52864, 333-101993, 333-112989, 333-112990, 333-124294, 333-129929, 333-139019, 333-139020, 333-149046, 333-156364, 333-163705,
333-163707, 333-172775, 333-177770 and 333-177771) on Form S-8 and the registration statement (No. 333-175978) on Form S-3 of our report dated June 14,
2011, relating to the consolidated financial statements of KOR Electronics and Subsidiary appearing in this Current Report on Form 8-K/A of Mercury Computer
Systems, Inc.

/s/ Mayer Hoffman McCann P.C.

MAYER HOFFMAN McCANN P.C.

Orange County, California
February 8, 2012



Exhibit 99.1
KOR ELECTRONICS AND SUBSIDIARY
AUDITED CONSOLIDATED FINANCIAL STATEMENTS

Year Ended December 31, 2010



INDEPENDENT AUDITORS’ REPORT
To the Board of Directors
KOR ELECTRONICS AND SUBSIDIARY

We have audited the accompanying consolidated balance sheet of KOR Electronics and Subsidiary as of December 31, 2010, and the related consolidated
statements of operations, shareholders’ equity and cash flows for the year then ended. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of KOR Electronics and
Subsidiary as of December 31, 2010, and the results of their operations and their cash flows for the year then ended, in conformity with U.S. generally accepted
accounting principles.

/s/ Mayer Hoffman McCann P.C.

Orange County, California
June 14, 2011



KOR ELECTRONICS AND SUBSIDIARY
CONSOLIDATED BALANCE SHEET
December 31, 2010

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Short-term investments
Billed receivables
Costs and estimated earnings in excess of billings on uncompleted contracts
Inventory, net
Prepaid expenses and other current assets
Deferred taxes

TOTAL CURRENT ASSETS
EQUIPMENT AND LEASEHOLD IMPROVEMENTS, NET
GOODWILL
OTHER INTANGIBLE ASSETS, NET
DEPOSITS AND OTHER ASSETS
TOTAL ASSETS

See Notes to the Consolidated Financial Statements

1

$ 2,065,485
4,126,602
4,779,441
5,133,447

34,230
534,145
934,725

17,608,075
408,490
7,527,631
1,087,660
57,483
$26,689,339



KOR ELECTRONICS AND SUBSIDIARY
CONSOLIDATED BALANCE SHEET
December 31, 2010

LIABILITIES
CURRENT LIABILITIES
Accounts payable and accrued expenses $ 2,789,474
Notes payable, current portion 2,256,043
Notes payable to shareholders, current portion 294,207
Accrued interest on notes payable and notes payable to shareholders 178,212
Line of credit borrowings 2,113,987
Deferred revenue 278,470
Billings in excess of costs and estimated earnings on uncompleted contracts 1,040,549
Income taxes payable 1,039,438
TOTAL CURRENT LIABILITIES 9,990,380
NOTES PAYABLE, NET OF CURRENT PORTION 4,909,950
NOTES PAYABLE TO SHAREHOLDERS, NET OF CURRENT PORTION 640,300
DEFERRED TAXES 351,612
TOTAL LIABILITIES 15,892,242
COMMITMENTS AND CONTINGENCIES
SHAREHOIDERS’ EQUITY
Convertible Series F preferred stock, par value $0.0001; 6,000,000 shares authorized; 5,811,006 shares issued and outstanding; liquidation
value of $40,311,529 581
Common stock, par value $0.0001; 19,250,000 shares authorized; 4,282,893 shares issued and outstanding 428
Additional paid-in capital 42,733,906
TOTAL CAPITAL CONTRIBUTED 42,734,915
ACCUMULATED DEFICIT (31,938,008)
ACCUMULATED OTHER COMPREHENSIVE INCOME 190
TOTAL SHAREHOLDERS’ EQUITY 10,797,097
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $ 26,689,339

See Notes to the Consolidated Financial Statements
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KOR ELECTRONICS AND SUBSIDIARY
CONSOLIDATED STATEMENT OF OPERATIONS
Year Ended December 31, 2010

CONTRACT REVENUES

COSTS AND EXPENSES
Costs of contract revenues
General and administrative
Research and development
Bid and proposal
TOTAL COSTS AND EXPENSES

INCOME FROM OPERATIONS

OTHER INCOME AND (EXPENSES)
Gain from settlement of contingencies
Interest income
Interest expense
OTHER INCOME AND EXPENSES, NET

INCOME BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES
NET INCOME

See Notes to the Consolidated Financial Statements

3

$34,407,314

21,595,480
7,297,074
141,008
101,034
29,134,596

5,272,718

3,800,000
19,527

(1,322,474)
2,497,053

7,769,771
2,962,144
$ 4,807,627



KOR ELECTRONICS AND SUBSIDIARY
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY

. . Accumulated
Convertible Series F other
preferred stock c stock Additional Accumulated comprehensive
Shares Amount Shares Amount  paid-in capital deficit income Total
Balance, January 1, 2010 5,811,006 $ 581 4,279,893 $ 428 $42,463,514 $(36,745,635) $ — $ 5,718,888
Net income — — — — — 4,807,627 — 4,807,627
Unrealized holding gains on available-for-sale

securities, net of tax of $128 — — — — — — 190 190
Total comprehensive income — — — — — — — 4,807,817
Exercise of vested stock options — — 3,000 — 390 — — 390
Stock-based compensation — — — — 270,002 — — 270,002
Balance, December 31, 2010 5,811,006 $ 581 4,282,893 $ 428 $42,733,906 $(31,938,008) $ 190 $10,797,097

See Notes to the Consolidated Financial Statements

4



KOR ELECTRONICS AND SUBSIDIARY
CONSOLIDATED STATEMENT OF CASH FLOWS
Year Ended December 31, 2010

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Stock-based compensation
Deferred taxes

Change in operating assets and liabilities:
Billed receivables
Costs and estimated earnings in excess of billings on uncompleted contracts
Inventory, net
Prepaid expenses and other current assets
Deposits and other assets
Accounts payable and accrued expenses
Accrued interest on notes payable and notes payable to shareholders
Deferred revenue
Billings in excess of costs and estimated earnings on uncompleted contracts
Income taxes payable

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of available-for-sale securities
Proceeds from maturity of held-to-maturity securities
Purchases of equipment and leasehold improvements
Net change in restricted cash
NET CASH USED IN INVESTING ACTIVITIES

See Notes to the Consolidated Financial Statements
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$ 4,807,627

470,290
270,002
(427,364)

(1,371,667)
(493,751)
328,245
(314,416)
424,264
(1,154,655)
(53,531)
229,074
288,396
868,770

3,871,284

(4,126,284)
103,563
(86,686)

(185,990)

(4,295,397)



KOR ELECTRONICS AND SUBSIDIARY
CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)
Year Ended December 31, 2010

CASH FLOWS FROM FINANCING ACTIVITIES
Principal payments on notes payable
Principal payments on notes payable to shareholders

Proceeds from exercise of vested employee stock options
NET CASH USED IN FINANCING ACTIVITIES

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for income taxes
Cash paid for interest

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES
Unrealized holding gains on available-for-sale securities, net of tax
See Notes to the Consolidated Financial Statements
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(2,653,907)
(346,093)

390
(2,999,610)

(3,423,723)
5,489,208
$ 2,065,485

2,522,295
1,374,865

(190)
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KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Nature of business and significant accounting policies

Nature of business — KOR Electronics (KOR) is a California corporation in the military electronics industry and regulated by the Department of
Defense, with particular emphasis on high-speed digital equipment. KOR’s primary products are electronic warfare subsystems, referred to as Digital
Radio Frequency Memory, and test and training subsystems, known as Radar Target Simulators. Historically, a significant portion of KOR’s revenue has
been derived from U.S. government contracts, where it may be either a prime contractor or a subcontractor. KOR and its wholly-owned subsidiary,
Paragon Dynamics, Inc. (PDI), (collectively referred to as the Company) also provide innovative systems, software and mission engineering solutions to
a variety of defense and aerospace clients.

A summary of the Company’s significant accounting policies are as follows:
Fiscal year — Fiscal year 2010 ended on December 31, 2010 and represented a 52-week period.

Principles of consolidation — The consolidated financial statements include the accounts of KOR and its wholly-owned subsidiary, PDI. Intercompany
transactions and balances have been eliminated in consolidation.

Use of estimates — The preparation of the consolidated financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of revenues and expenses during the reporting period.
Significant estimates include estimates of revenues and total costs under percentage-of-completion contracts, including estimated losses on uncompleted
contracts, and estimates associated with accrued warranty. Actual results could differ from those estimates.

Revenue recognition — Revenues from fixed-price contracts are recognized on the percentage-of-completion method, measured on the basis of incurred
costs to estimated total costs for each contract. This cost-to-cost method is used because management considers it to be the best available measure of
progress on these contracts. Operating expenses, including certain indirect costs and administrative expenses, are charged as incurred to operations and
are allocated to contract costs.

Revenues from contracts for consulting services with fees based on time and materials or cost-plus are recognized as the services are performed and
amounts are earned in accordance with authoritative guidance related to revenue recognition. The Company considers revenue to be earned once
evidence of an arrangement has been obtained, services are delivered, fees are fixed or determinable, and payment is reasonably assured.

The asset entitled “costs and estimated earnings in excess of billings on uncompleted contracts” represents revenue recognized in excess of amounts
billed. The liability entitled “billings in excess of costs and estimated earnings on uncompleted contracts” represents billings in excess of revenue
recognized.



(1)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Nature of business and significant accounting policies (Continued)

When it is determined that a loss will be incurred on a contract, the entire amount of the estimated loss is charged to operations. As of December 31,
2010, the Company had recorded a reserve for estimated losses on uncompleted contracts of approximately $150,000, which is included as a reduction
in costs and estimated earnings in excess of billings on uncompleted contracts in the accompanying consolidated balance sheet.

As these contracts may extend over one or more years, revisions in cost and profit estimates during the course of the work are reflected in the
accounting period in which the facts which require the revisions become known. At the time a loss on a contract becomes known, the entire amount of
the estimated ultimate loss on the contract is accrued.

Cash and cash equivalents — The Company considers all highly liquid investments with an original maturity of three months or less to be cash
equivalents. Cash equivalents consist of investments in overnight funds that are investment grade money market accounts and, in management’s
opinion, bear minimal risk. At December 31, 2010, the Company’s cash and cash equivalents are held primarily at two financial institutions and, at
times, amounts held may be in excess of FDIC-insured limits. Accounts with banks are currently guaranteed by the Federal Deposit Insurance
Corporation up to $250,000. No losses have been incurred with respect to this concentration.

Short-term investments — In accordance with authoritative guidance related to accounting for investments, management determines the appropriate
classification of securities at the time of purchase. If the Company has the intent and ability at the time of purchase to hold debt securities until maturity,
the securities are classified as investments held to maturity and carried at amortized historical cost. Securities to be held for indefinite periods of time
and not intended to be held to maturity are classified as available-for-sale and carried at fair value. Changes to the value of securities classified as
available-for-sale are reported in other comprehensive income, net of tax, until the security is collected, disposed of, or determined to be non-
temporarily impaired. Securities classified as trading securities are “marked-to-market” with resulting unrealized gains or losses to be included in
earnings. Management evaluates securities for other-than-temporary impairment at least annually and more frequently when economic or market
concerns warrant such evaluation. No impairment was recognized in the year ended December 31, 2010.

The Company adopted the authoritative guidance issued by the Financial Accounting Standards Board (FASB) in September 2006 related to fair value
measurements beginning the year ended January 1, 2010. This guidance established an authoritative definition of fair value, set out a framework for
measuring fair value, and required additional disclosures about fair value measurements. Various inputs are used in determining the fair value of
investments. A summary of the hierarchy for fair value inputs under this guidance is described in the following three broad levels:

Level 1 — Valuation is based upon quoted prices in active markets for identical assets or liabilities.

Level 2 — Valuation is based upon other significant observable inputs (including quoted prices for similar assets or liabilities in active markets, identical
or similar assets or liabilities in inactive markets, inputs other than quoted prices that are observable for the asset or liability).

8



(1)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Nature of business and significant accounting policies (Continued)

Level 3 — Valuation is based upon significant unobservable inputs, including the reporting entity’s own assumptions in determining the fair value of
investments.

As of December 31, 2010, the Company held approximately $4,127,000 in marketable securities that are classified within short-term investments in the
accompanying consolidated balance sheet. The short-term investments consist of debt securities from U.S. government corporations and asset-backed
securities. As of December 31, 2010, all of the short-term investments were classified as available-for-sale and had contractual maturity dates within
one year of December 31, 2010. Gross realized gains that have been included in earnings as a result of the maturity of held-to-maturity securities were
less than $1,000 for the year ended December 31, 2010. The cost of securities sold is based on the specific identification method. Unrealized gains on
available-for-sale securities was less than $1,000 for the year ended December 31, 3010. Of the total realized gains during 2010 none was reclassified
out of accumulated other comprehensive income during 2010.

Restricted cash — The terms of one of the Company’s contracts with a foreign customer requires a certificate of deposit to be held at a commercial bank
until performance on the contract has been completed. This certificate of deposit represents restricted cash of approximately $140,000, which is
included in other current assets in the accompanying consolidated balance sheet at December 31, 2010.

Billed receivables — Billed receivables are carried at original invoice amount less an estimate made for doubtful receivables based on a review of all
outstanding amounts on a monthly basis. Management determined that no allowance for doubtful accounts was necessary for the fiscal year ended
December 31, 2010. Management determines the allowance for doubtful accounts by regularly evaluating individual customer receivables and
considering the customer’s financial condition and credit history and current economic conditions. Accounts receivable are written off when deemed
uncollectible. Recoveries of accounts receivable previously written off are recorded when received. A billed receivable is considered to be past due if
any portion of the receivable balance is outstanding for more than 30 days. Interest is not charged on billed receivables that are considered past due.

Inventory — Inventory consists principally of general parts and is stated at the lower of average cost or market. The Company establishes reserves by
specific analysis and determination of slow-moving and obsolete inventory. Inventory reserve at December 31, 2010 was approximately $183,000.

Equipment and leasehold improvements — Equipment and leasehold improvements are recorded at cost. Depreciation of equipment is computed using
the straight-line method over the estimated useful lives of the assets. Amortization of leasehold improvements is computed using the straight-line
method over the shorter of the useful lives of the assets or the term of the lease. The following are the estimated useful lives:

Years
Machinery and production/test equipment 35
Computer equipment and software 3-6
Furniture and fixtures 3-6
Leasehold improvements 3-10



(1)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Nature of business and significant accounting policies (Continued)

In accordance with authoritative guidance related to accounting for the impairment or disposal of long-lived assets, the Company evaluates impairment
of its long-lived assets whenever events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable. An asset is
deemed impaired if the aggregate of the expected undiscounted future cash flows is less than the carrying amount of the asset. Impaired assets are
valued at the lower of recorded cost or fair value. At December 31, 2010, management determined that the remaining long-lived assets were not
impaired.

Goodwill and other intangible assets — The authoritative guidance related to goodwill and other intangible assets, which addresses the accounting for
goodwill and other intangible assets subsequent to their initial recognition, requires that goodwill not be amortized and that all intangible assets be
assessed for impairment at least annually.

Goodwill consists of the portion of the purchase price of businesses acquired in excess of the amounts allocated to the fair value of identifiable assets
acquired and liabilities assumed. The carrying value of goodwill is reviewed at least annually for the existence of facts or circumstance, both internally
and externally, that may suggest impairment. The Company periodically re-evaluates the original assumptions and rationale utilized in the establishment
of the carrying value. The Company performs impairment tests to confirm if the fair value of goodwill exceeds the carrying value and that no
impairment loss needs to be recognized. During the year ended December 31, 2010, there were no identified impairments of goodwill.

Intangible assets consist of customer contracts, customer relations and the sensitive compartmented information facility. Amortization is computed
using the straight-line method over the estimated useful lives of the assets. During the year ended December 31, 2010 there were no identified
impairments of intangible assets.

Income taxes — Income taxes are accounted for under the asset and liability method. Deferred tax assets are recognized for deductible temporary
differences and tax credit carry-forwards, and deferred tax liabilities are recognized for taxable temporary differences. Temporary differences are the
differences between the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation allowance when, in
the opinion of management, it is more likely than not that some portions or all of the deferred tax assets will not be realized. Deferred tax assets and
liabilities are adjusted for the effects of changes in tax laws and rates on the date of enactment.

In June 2006, the FASB issued authoritative guidance on income taxes. In December 2008, the FASB amended the guidance, allowing certain nonpublic
companies to defer the effective date of the guidance until fiscal years beginning after December 15, 2008. The Company elected to defer the adoption
until January 3, 2009 when adoption was required. This guidance contains a two-step approach to recognizing and measuring uncertain tax positions.
The first step is to evaluate the tax position for recognition by determining if the weight of available evidence indicates that it is more likely than not
that the position will be sustained on audit, including resolution of related appeals or litigation processes, if any. The second step is to measure the tax
benefit as the largest amount that is more than 50% likely of being realized upon ultimate settlement. If there are changes in the net assets of the
company as a result of the initial application, the cumulative effects, if any, will be recorded as an adjustment to beginning retained earnings. The
Company’s policy is to recognize interest and penalties

10



(1)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Nature of business and significant accounting policies (Continued)

related to income tax matters in income tax expense. The Company reviewed its tax positions and determined that an accrual for uncertain income tax
positions and adjustment to the tax provision was not necessary upon adoption and at December 31, 2010. With few exceptions, the Company is no
longer subject to U.S. Federal and State income tax examinations for years before 2008.

Warranties — The Company typically offers warranties on its products and systems, depending on the negotiated terms of the contracts with its
customers. Such warranties require the Company to repair or replace defective products during such warranty period (generally 90 days to one year) at
no cost to the customers. An estimate by the Company for warranty-related costs is recorded at the time of sale based on its knowledge of the specific
contract and actual historical defective product return rates and repair costs.

A summary of the activity that affected the Company’s accrued warranty liability at December 31, 2010 is as follows:

Balance, beginning of year $ 50,000
Reductions for warranty costs incurred 22,975
Warranty accrual related to current year sales (22,975)

Balance, end of year $ 50,000

Adpvertising — The Company expenses the costs of advertising as incurred. Advertising expense for the year ended December 31, 2010 was
approximately $96,000.

Shipping and handling costs — Freight billed to customers is considered contract revenue and the related freight costs are treated as costs of contract
revenue. Total shipping and handling costs incurred was approximately $27,000 for year ended December 31, 2010.

Research and development costs — Costs incurred in the research and development of new products are expensed as incurred until technological
feasibility has been established, at which time such costs are capitalized, subject to recoverability. Technological feasibility is established upon the
completion of an integrated working model. Costs incurred between completion of the working model and the point at which the product is ready for
general release have not been significant. Accordingly, the Company has charged all costs to research and development in the period incurred.

Stock-based compensation — The Company recognizes stock-based compensation in accordance with authoritative guidance related to share-based
payment. For the year ended December 31, 2010, the Company had recognized stock-based compensation of approximately $270,000 which was
included in general and administrative expenses in the accompanying consolidated statement of operations. As of December 31, 2010, the Company had
approximately $519,000 of unrecognized compensation expense for stock options accounted for under this guidance outstanding as of that date, which
will be recognized ratably over the weighted-average remaining requisite service period of 2.08 years.

The authoritative guidance also requires that the benefits associated with the tax deductions in excess of recognized compensation cost be reported as a
financing cash flow, rather than as an operating cash flow as required under prior literature. This requirement will reduce net operating cash flows and
increase net financing cash flows in periods after the effective date.

11
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KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Nature of business and significant accounting policies (Continued)

These future amounts cannot be estimated, because they depend on, among other things, when employees exercise stock options.

Beginning in 2006, the Company records compensation expense for employee stock options based on the estimated fair value of the options on the date
of grant using the Black-Scholes option pricing formula with the assumptions included in the table below. The Company uses historical data, among
other factors, to estimate the expected forfeiture rate. For options granted prior to December 31, 2005, the Company used the expected life of 10 years.
For options granted after December 31, 2005, the expected life was decreased to 6.25 years based on the mid-point between the vesting date and the end
of the contractual term. The options have a maximum contractual term of 10 years and generally vest pro-rata over 4 years. The risk-free rate is based
on the U.S. Treasury yield curve in effect at the time of grant for the estimated life of the option.

Dividend yield 0.00%
Expected volatility 34.13%
Risk-free rate 1.74-3.23%
Expected lives 6.25 years
Forfeiture rates 22.62%

Recent accounting pronouncements — In October 2009, the FASB issued authoritative guidance for multiple-deliverable revenue arrangements, which
revises the current accounting treatment to specifically address the determination of whether an arrangement involving multiple deliverables contains
more than one unit of accounting. This guidance is applicable to revenue arrangements entered into or materially modified during the first fiscal year
that begins after June 15, 2010. The guidance may be applied either prospectively from the beginning of the fiscal year for new or materially modified
arrangements or retrospectively. The Company does not anticipate the adoption of this guidance to have a material impact on its consolidated financial
statements.

In April 2010, the FASB issued authoritative guidance related to the milestone method of revenue recognition to (i) limit the scope to research or
development arrangements and (ii) require that the guidance be met for an entity to apply the milestone method (record the milestone payment in its
entirety in the period received). However, the FASB clarified that, even if the requirements under this guidance are met, entities would not be precluded
from making an accounting policy election to apply another appropriate accounting policy that results in the deferral of some portion of the arrangement
consideration. The accounting standard will apply to milestones in both single-deliverable and multiple-deliverable arrangements involving research or
development transactions. This guidance will be effective for fiscal years (and interim periods within those fiscal years) beginning on or after June 15,
2010; although, early adoption is permitted. Entities can apply this guidance prospectively to milestones achieved after adoption; however, retrospective
application to all prior periods is also permitted. The Company is currently evaluating the impact, if any, the adoption of this authoritative guidance will
have on its consolidated financial statements.
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KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(2) Billed receivables

Costs and estimated earnings in excess of billings on uncompleted contracts represent revenue for which billings have not been sent to the customer.
Certain contracts require retention of a portion of the contract price, until final settlement and completion of the contracts. Receivables and retainages
are usually collected within one year. Billed receivables at December 31, 2010 are primarily from commercial domestic customers, foreign governments
and the U.S. government. The total value of contracts in progress at December 31, 2010 was approximately $65,318,000.

Costs incurred on uncompleted contracts $ 38,275,022
Estimated earnings 6,868,380
45,143,402
Less: billings to date (41,050,504)
$ 4,092,898

Included in the accompanying consolidated balance sheet at December 31, 2010 under the following captions are:

Costs and estimated earnings in excess of billings on uncompleted contracts $ 5,133,447
Billings in excess of costs and estimated earnings on uncompleted contracts (1,040,549)
$ 4,092,898
(3) Equipment and leasehold improvements

Equipment and leasehold improvements, at cost, consist of the following at December 31, 2010:

Machinery and production/test equipment $ 1,075,855
Computer equipment and software 824,886
Furniture and fixtures 347,687
Leasehold improvements 290,275
2,538,703
Less: accumulated depreciation and amortization (2,130,213)
Equipment and leasehold improvements, net $ 408,490

Depreciation and amortization expense on equipment and leasehold improvements was approximately $200,000 for the year ended December 31, 2010.

(4) Goodwill and other intangible assets

On March 18, 2008, the Company acquired Paragon Dynamics, Inc. for an aggregate purchase price of approximately $9,590,000 and incurred
approximately $503,000 in acquisition costs. The excess of purchase price and acquisition costs over the fair value of net assets acquired of
approximately $7,528,000 was allocated to goodwill.
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(4) Goodwill and other intangible assets (Continued)

Identified intangible assets recorded in connection with the acquisition of PDI consist of customer contracts of approximately $431,000, customer

relations of approximately $1,235,000 and sensitive compartmented information facility of $545,000. Customer contracts have been fully amortized as
of January 1, 2010.

Intangible assets consist of the following at December 31, 2010:

Estimated
Useful
Lives
Customer relations, net of accumulated amortization of $573,927 6 $ 661,373
Sensitive compartmented information facility, net of accumulated amortization of
$118,713 9 426,287

$1,087,660

Total amortization expense for intangible assets was approximately $271,000 for the year ended December 31, 2010. Estimated amortization expense
for each of the next five fiscal years and thereafter is:

2011 $ 270,636

2012 270,636

2013 270,636

2014 108,476

2015 64,752
Thereafter 102,524
$1,087,660

(5) Line of credit

In February 2009, the Company entered into a Loan and Security Agreement with a financial institution for a line of credit with a borrowing capacity of
$3,000,000 maturing February 3, 2011, which was subsequently amended in April 2011 to February 2, 2012. This line of credit bears interest of 6.00%
at December 31, 2010 and is subject to adjustment based on the lower of 6.00% or the prevailing prime rate plus 0.75%. Advances on the line are
collateralized by substantially all of the Company’s assets. There was an outstanding balance of approximately $2,114,000 at December 31, 2010. The
agreement also contains certain financial covenants, which have been amended in April 2011; see Note (13) for details of the amendment.
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KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Notes payable

In April 2006, the Company executed unsecured subordinated promissory notes in the aggregate principal amount of $9,000,000 related to the
Repurchase Transaction as described in Note (8) below. The unsecured subordinated promissory notes were issued to the holders of the then outstanding
Series A, B, C and E preferred stock, and accrue interest at annual escalating rates from 6% to 11%. The Company may prepay the accrued interest
and/or principal at any time. In October 2009, $2,100,500 in outstanding accrued interest as of April 2009 was capitalized and added to the aggregate
principal balance. Beginning July 2009, as defined in the promissory note agreement, the Company has begun to make quarterly payments on interest
accrued during the quarters then ended. In October 2010, the Company prepaid $3,000,000 of the outstanding principal balance. Accrued interest on
these promissory notes was approximately $178,000 as of December 31, 2010. The terms of the agreement require 50% of the original principal, or
$4,500,000, less any amount of principal prepaid plus accrued interest to be due and payable in April 2011. The remaining unpaid principal plus accrued
interest is due and payable in April 2012.

Related party transactions

As described in Note (6), the Company executed unsecured subordinated promissory notes in the aggregate principal amount of $9,000,000 related to
the Repurchase Transaction. In October 2009, $2,100,500 in outstanding accrued interest as of April 2009 was capitalized and added to the aggregate
principal balance. In October 2010, the Company prepaid $3,000,000 of the outstanding principal balance. Of the aggregate principal balance of
$8,100,500 as of December 31, 2010, approximately $935,000 was due to certain continuing shareholders of the Company. Accrued interest on notes
payable to shareholders was approximately $21,000 as of December 31, 2010.

Shareholders’ equity

Convertible preferred stock — The Company is authorized to issue 6,000,000 shares of Series F preferred stock. During April 2006, the Company
issued 5,811,006 of Series F preferred stock at a purchase price of $6.9371 per share to new investors for an aggregate of approximately $40,311,000. In
connection with this transaction, the Company entered into an agreement with the then holders of Series A, B, C and E preferred stock to repurchase
7,117,818 of issued and outstanding shares with proceeds from the sale of Series F preferred stock and promissory notes with an aggregate principal of
$9,000,000 (Repurchase Transaction) as described in Note (6) above. Following the repurchase of Series A, B, C and E preferred stock, the repurchased
shares were cancelled and not available for future issuance.

Upon liquidation, holders of Series F preferred stock shall be entitled to receive, prior and in preference to any distribution of any assets of the
Company to the holders of common stock, an amount per share based on the provisions stipulated in the amended Articles of Incorporation. Each share
of Series F preferred stock is convertible, at the option of the holder, into such number of shares of common stock as is determined by dividing the
original issue price of the Series F preferred stock by the conversion price of the Series F preferred stock. Each share of Series F preferred stock
automatically converts into common stock upon an initial public offering with net proceeds of at least $50,000,000 or at a date specified by the holders
of the majority of the Series F preferred stock.

15



(8)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Shareholders’ equity (Continued)

The holders of Series F preferred stock are entitled to receive dividends, which are non-cumulative, prior and in preference to the payment of any
dividends to holders of common stock at an annual rate of $0.56 per share, payable if and when declared by the Board of Directors. No dividends were
declared or paid in the year ended December 31, 2010.

The holders of preferred stock are entitled to the number of votes per share equivalent to the number of shares of common stock into which such shares
of preferred stock are convertible at the record date of the vote. If 25% or more of the originally issued shares of preferred stock have not been
converted into common stock, the holders of the preferred stock, voting as a class, shall be entitled to elect three directors of the Company’s seven
director positions.

Common stock reserved for future issuance — As of December 31, 2010, the Company has common stock reserved for future issuance as follows:

Conversion of preferred stock 5,811,006
Exercise of stock options outstanding and available for grant 3,714,070
Total 9,525,076

Stock option plan — During December 2000, the Company adopted the 2000 Stock Option Plan (2000 Plan) for eligible employees. The plan permitted
the issuance of stock options to purchase up to 3,621,201 shares of the Company’s common stock at a purchase price of not less than the fair market
value of the Company’s common stock on the date the options are granted, or 110% of the fair market value for owners of 10% or more of the
Company’s stock. Options vest over 4 years and expire within 10 years of the grant date. Options for owners of 10% or more of the Company’s stock
vest over 4 years and expire within 5 years of the grant date. The plan expired during the year ended January 1, 2010. Upon expiration, the remaining
pool of options available for future issuance under this plan were added to the total shares available for issuance under the 2008 Stock Plan. Unvested
options issued and outstanding as of plan expiration date will continue to vest over the remaining requisite service periods and all options issued and
outstanding under the plan will remain exercisable through the end of the contractual term according to their respective original grant agreements.

During December 2008, the Company adopted the 2008 Stock Plan (2008 Plan) for eligible employees and non-employees. The plan initially permits
the issuance of stock options to purchase up to 2,000,000 shares of the Company’s common stock plus the unissued shares rolled over from the 2000
Plan at a purchase price of not less than the fair market value of the Company’s common stock on the date the options are granted, or 110% of the fair
market value for owners of 10% or more of the Company’s stock. Options vest over 4 years and expire within 10 years of the grant date. Options for
owners of 10% or more of the Company’s stock vest over 4 years and expire within 5 years of the grant date. This amount shall be increased from time
to time by the number of shares of common stock subject to grant that are terminated, cancelled or forfeited under either the 2000 Plan or the 2008 Plan
without being exercised or settled.
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(8) Shareholders’ equity (Continued)

The following table summarizes the activity of the Company’s stock options outstanding during the year ended December 31, 2010:

Weighted

Average

Exercise

Options Price

Balance, beginning of year 2,006,448 $ 1.30
Granted 483,750 $ 1.58
Exercised (3,000) $ 0.13
Canceled/forfeited (135,118) $ 133
Balance, end of year 2,352,080 $ 1.36

The maximum number of shares available for issuance under the 2008 Plan is 3,717,170 shares. The Company has 1,361,990 options available for grant
under the provisions of the 2008 Plan as of December 31, 2010.

The following table summarizes the options outstanding, vested and exercisable at December 31, 2010:

Options Outstanding and Exercisable Options Vested
Weighted

Average Weighted Weighted
Remaining Average Average
Number of Contractual Exercise Number of Exercise

Options Life (Years) Price Options Price
124,970 2 $ 0.13 124,970 $ 0.13
77,050 4 $ 0.20 77,050 $ 0.20
238,000 5 $ 0.50 238,000 $ 0.50
343,890 9 $ 1.46 125,238 $ 1.46
396,608 8 $ 1.48 252,605 $ 1.48
436,500 10 $ 1.57 — $ 1.57
30,000 9 $ 1.61 9,375 $ 1.61
30,000 8 $ 1.63 18,750 $ 1.63
308,062 7 $ 1.67 266,312 $ 1.67
30,000 10 $ 1.73 — $ 173
277,000 6 $ 1.79 277,000 $ 1.79
30,000 1 $ 1.84 26,250 $ 1.84
30,000 1 $ 1.97 30,000 $ 1.97

2,352,080 1,445,550
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(9) Employee benefit plan and profit sharing bonus plan

The Company has a 401(k) retirement savings plan for eligible employees. Employees can contribute from 1% to 50% of their compensation up to the
limit prescribed by law. The Company makes non-discretionary contributions from available profits of up to 50% of the employee contributions, with a
maximum of $5,000 per employee per year. The Company made contributions of approximately $390,000 in the year ended December 31, 2010.

The Company established a profit-sharing bonus plan in fiscal year 2001, in which all employees of the Company participate. The amount of the profit-
sharing contribution is determined annually by the Board of Directors at its sole discretion. The Company did not record any expenses associated with
the profit-sharing bonus plan for the year ended December 31, 2010.

(10) Income taxes

The provision for income taxes consists of the following for the year ended December 31, 2010:

Current:
Federal $2,651,234
State 738,146
3,389,380
Deferred:
Federal (402,719)
State (24,517)
(427,236)
$2,962,144

The reported provision for income taxes differs from the amount computed by applying the statutory federal income tax rate of 34% to the pretax
income before provision for income taxes as follows:

Tax at federal statutory rates 34%
State taxes, net of federal benefits 6%
Non-deductible stock-based compensation 3%
Other _(5%)

38%

As of December 31, 2010, the Company had state net operating loss carryforwards of approximately $1,181,000 available to offset future taxable
income. Federal income tax laws limit a company’s ability to utilize certain net operating loss carry forwards in the event of a cumulative change in
ownership in excess of 50%, as defined under Internal Revenue Code Section 382. The Company has completed numerous financing transactions that
have resulted in changes in the Company’s ownership structure. The utilization of net operating loss and tax credit carry forwards may be limited due to
these ownership changes. These state net operating loss carryforwards begin to expire in 2018. The usage of California net operating loss carryforwards
has been suspended through 2011 and is tentatively available for use in 2012.
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(10) Income taxes (Continued)

Deferred taxes at December 31, 2010 consist of the following:

Current:
State taxes $ 236,509
State net operating losses —
Accrued vacation 255,154
Contract reserve 60,000
Inventory reserve 73,340
Accrued commission 109,350
Warranty reserve 20,000
Prepaid expenses (31,890)
Prepaid expenses 113,190
Deferred revenue 99,200
Unrealized holding gains on available-for-sale securities (128)
934,725
Noncurrent:
State net operating losses 70,745
Amortization (405,697)
Depreciation (16,660)
(351,612)
Deferred taxes, net $ 583,113

(11) Commitments and contingencies

Leases — The Company leases its California facility under an operating lease which commenced March 2004 (as amended in October 2006) and
requires monthly payments of approximately $38,000 with escalating payments beginning in June 2007, and expiring May 2014. The Company’s
subsidiary, Paragon Dynamics, Inc., leases its facilities under operating leases commencing February 2003 (as amended in June 2010) through August
2010 and require monthly payments of approximately $26,000. Certain of Paragon Dynamics Inc.’s other operating leases have escalating monthly
payments ranging from approximately $2,000 to $5,000 and expiring from August 2011 to July 2017. As of December 31, 2010, future minimum lease
payments under these operating leases, net of sublease revenues, are as follows:

Future
Future Minimum
Minimum Lease
Lease Sublease Payments,
Payments Revenues Net
2011 $ 853,565 $ 60,778 $ 792,787
2012 864,266 37,667 826,599
2013 861,775 6,278 855,497
2014 511,965 — 511,965
2015 279,252 — 279,252
Thereafter 410,400 — 410,400
Total minimum lease payments $3,781,223 $104,723 $3,676,500
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Commitments and contingencies (Continued)

Total rent expense on the operating leases was approximately $771,000 for the year ended December 31, 2010. Total sublease revenue on one of the
operating leases was approximately $264,000 for the year ended December 31, 2010.

Audits by government agencies — Periodically, the Company is audited by certain government agencies. The Company is subject to audits by the
Defense Contract Audit Agency to determine if financial conditions exist which could affect performance on government contracts. It is the opinion of
management that these audits would not have a material adverse impact, if any, on the Company’s consolidated financial position, results of operations
or liquidity.

Legal proceedings — The Company is involved in various legal proceedings or complaints, which represent litigation incidental to the business.

On July 10, 2006, the Company and certain of its current and former directors, along with former majority shareholders, were named in a lawsuit filed
in the Orange County Superior Court alleging breach of fiduciary duty and fraud. The complaint alleges that the defendants breached their fiduciary
duties to the plaintiffs and committed fraud by authorizing and participating in the April 2006 Series F transaction. The complaint seeks compensatory
damages, exemplary or punitive damages, an award of pre-judgment and post-judgment interest, legal and expert fees. The Company intends to defend
the lawsuit vigorously. On November 13, 2006, plaintiffs filed the First Amended Complaint, which added four plaintiffs and four defendants. It
reiterated the direct claims and added four derivative claims for (1) breach of fiduciary duty, (2) gross mismanagement, (3) waste of corporate assets,
and (4) unjust enrichment. On April 2, 2007, the Court sustained the demurrer in part and overruled it in part, directing the defendants to answer. The
defendants have filed answers. On June 11, 2008, the defendants filed motions for summary adjudication. On November 21, 2008, the Court issued a six
sentence Minute Order denying the motions. The defendants filed a Verified Petition for Writ of Mandate with respect to the Court’s ruling on their
Motion for Summary Adjudication on December 16, 2008. The appellate court declined to hear the appeal on January 15, 2009. At the January 5, 2009
case status conference, a new judge was assigned to the case. Plaintiffs removed the new judge, and the February 2, 2009 trial date was postponed to
May 18, 2009. In May 2009, the parties agreed to try the matter in front of a Judicial Arbitration and Mediation Services (JAMS) private judge (sitting
with the full authority
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Commitments and contingencies (Continued)

and power of a California Superior Court judge) and the trial date was vacated. Fact and expert discovery were closed and in January 2010, the matter
proceeded to trial. On March 22, 2010, the private judge signed a judgment on all causes of action in favor of all defendants and against the plaintiffs,
and sent the judgment to the court clerk for entry. The plaintiffs had 60 days from the Notice of Entry of the judgment to file any notice of appeal. On
April 1, 2010, the Superior Court entered the judgment. On April 14, 2010, the defendants filed a Memorandum of Costs and a motion for award of
attorney’s fees and costs, which the plaintiffs opposed and which the Court has taken under submission. The plaintiffs filed a notice of appeal on
May 25, 2010. Pursuant to the order transferring the case to JAMS, the JAMS private judge kept the matter open for post-trial motions, including the
defendants” Memorandum of Costs and motion for attorneys’ fees. On September 23, 2010, the JAMS private judge issued his ruling granting in part
the defendants’ Memorandum of Costs and motion for attorneys’ fees. On October 8, 2010, the plaintiffs filed a motion to vacate the ruling on the
award of attorneys’ fees. After briefing, the JAMS private judge denied the motion to vacate on December 3, 2010. The Company is unable to
determine or predict the outcome of this claim or the impact on the Company’s consolidated financial condition or results of operations. Accordingly,
the Company has not recorded a provision for this matter in the accompanying consolidated financial statements.

On April 25, 2007, a former employee of the Company filed a lawsuit against the Company and certain of the Company’s officers, directors, and
shareholders in the Orange County Superior Court. The complaint alleges various causes of action for wrongful termination in violation of public
policy, breach of expressed and implied contract, breach of implied covenant of good faith and fair dealing, fraud, negligent infliction of emotional
distress, promissory estoppel, interference with contract and unfair competition. The complaint seeks unspecified compensatory damages, punitive
damages, pre-judgment and post-judgment interest, attorneys’ fees and costs. The parties engaged in limited discovery by stipulation and participated in
mediation on February 14, 2008, which did not result in a resolution of the case. On March 17, 2008, a dismissal with prejudice of five of the eleven
causes of action, and of all defendants other than the Company, was entered. The Company was served with a narrowed complaint on May 21,

2008. The Company filed a demurrer to the complaint.

Thereafter, the parties entered into a stipulation sustaining the Company’s demurrer to the plaintiff’s complaint with leave to amend and staying all
proceedings in the action until the earlier of: 1) the entry of judgment on claims against the Company in the shareholder suit pending against the
Company; 2) the Court’s issuance of an order lifting the stay; or 3) the submission of a request for dismissal of the action by the plaintiff. The
stipulation further provides that if judgment is not entered in the Company’s favor on each cause of action in the shareholder suit, then the stay will be
lifted and the plaintiff will have 20 days to file an amended complaint against the Company, if he chooses to. If judgment is entered in the Company’s
favor, then the plaintiff will file a request for dismissal without prejudice of his remaining claims. The Court entered an order on the foregoing
stipulation on August 15, 2008. At a February 2, 2009 status conference, the Court continued the stay of the action pending further proceedings in the
shareholder suit. On or about March 22, 2010, judgment was entered in favor of the Company in the shareholder suit. Accordingly, pursuant to the
parties’ stipulation, the Company requested that the plaintiff file a request for dismissal of the case. The plaintiff provided the Company with a signed
request for dismissal without prejudice on April 15, 2010. The request for dismissal of the case was entered on April 20, 2010. The lawsuit with former
employee case is currently on appeal. Under the parties’ stipulation, if
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Commitments and contingencies (Continued)

any of the claims against the Company are revived upon appeal, the plaintiff has the right, subject to certain limitations, to re-file his complaint within
20 days of the order reinstating claims against the Company. The Company is unable to determine or predict the outcome of this claim or the impact on
the Company’s consolidated financial condition or results of operations. Accordingly, the Company has not recorded a provision for this matter in the
accompanying consolidated financial statements.

On October 28, 2009, KOR initiated a complaint in the Orange County Superior Court against several defendants. The complaint contained a single
cause of action against all defendants for misappropriation of trade secrets. The complaint alleged that the Company developed and possessed several
trade secrets, that the individual defendants, and each of them, had access to the Company’s trade secrets as a result of their employment and that they
misappropriated those trade secrets for the benefit of a certain company and to give such company a competitive advantage over KOR; that as a
proximate result of all defendants improper use and misappropriation of KOR’s trade secrets, KOR lost a significant about of business to such company;
that KOR thereby suffered significant damages in an amount to be proven at trial; that the acts of the defendants, and each of them, were willful,
malicious, and done with the intent to injure KOR’s business, thereby entitling KOR to punitive damages; and that the defendants’ misappropriation of
KOR’s trade secrets would cause great and irreparable injury unless enjoined by the court. The defendants filed an answer to the complaint on
December 15, 2009, denying all material allegations. This action was settled on or about December 16, 2010. Without admitting any liability, such
defendant company paid KOR $1,100,000 and agreed to an injunction prohibiting the defendant company from obtaining or exploiting KOR’s trade
secrets. The $1,100,000 was recognized as other income upon receipt. The individual defendants also agreed to an injunction prohibiting them from
obtaining or exploiting KOR’s trade secrets.

On January 25, 2010, a Settlement Agreement and Mutual Release was executed between the Company and certain insurance representatives, as a result
of a lawsuit filed by the Company in the Superior Court of the State of California for the County of Orange, alleging various causes of action arising out
of the defendants’ placement of Directors and Officers liability insurance for the Company for policy period March 23, 2005 to December 24, 2006. As
a result of the Settlement Agreement and Mutual Release, the Company received $2,700,000 in February 2010, which was recognized as other income
upon receipt.

In management’s opinion, none of the pending litigation or complaints, including the legal proceedings noted above, will have a material adverse effect
upon the Company’s consolidated financial position, results of operations, or liquidity.

Concentrations

Customers — During 2010, revenue generated from three major customers accounted for approximately 13%, 12%, and 11% of the Company’s total
contract revenues, respectively. At December 31, 2010, there was approximately $147,000, $780,000 and $430,000 receivable from these customers,
respectively.

Revenues earned from customers outside the United States, primarily foreign governments in Europe, were approximately 13% of total contract
revenues during the year ended December 31, 2010.
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(13)  Subsequent events

In April 2011, the Company amended the Loan and Security Agreement with a financial institution for a term loan in the amount of $4,000,000
maturing February 2, 2012. The Company drew $2,000,000 on the term loan in April 2011 upon execution of the agreement and the remaining
$2,000,000 is available to be drawn through July 28, 2011. The term loan is due in equal monthly installments beginning November 2011 through April
2015. This loan bears interest at the prime rate plus 2.00%. The Agreement also extended the maturity date of the existing revolving line of credit to
February 2, 2012 and amended certain financial covenants.

The Company has evaluated for subsequent events through June 14, 2011, the date the consolidated financial statements were available to be issued.
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KOR ELECTRONICS AND SUBSIDIARY

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets

Current assets:
Cash and cash equivalents
Short-term investments

Accounts receivable, net of allowance for doubtful accounts of nil at September 30, 2011 and December 31, 2010,

respectively
Unbilled receivables and costs in excess of billings
Deferred income taxes
Restricted cash
Prepaid expenses and other current assets
Total current assets
Restricted cash
Property and equipment, net
Goodwill
Acquired intangible assets, net
Other non-current assets
Total assets

Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses
Accrued compensation
Notes payable, current portion
Notes payable to shareholders, current portion
Term loan, current portion
Line of credit borrowings
Income taxes payable
Deferred revenues, billings in excess of costs and customer advances
Total current liabilities
Notes payable, notes payable to shareholders and term loan
Deferred income taxes
Total liabilities
Commitments and contingencies (Note 8)
Shareholders’ equity:
Preferred stock
Common stock
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income
Total shareholders’ equity
Total liabilities and shareholders’ equity

(Unaudited)

September 30, December 31,
2011 2010

$ 11,165,367 $ 2,065,485
— 4,126,602
3,520,476 4,779,441
5,149,061 5,133,447
1,093,527 934,725
— 139,500

278,854 428,875
21,207,285 17,608,075

280,616 —
311,547 408,490
7,527,631 7,527,631
884,683 1,087,660
59,483 57,483

$ 30,271,245 $ 26,689,339
$ 1,125,228 $ 820,032
1,623,212 1,456,001
1,516,089 691,653
3,140,551 2,256,043
409,699 294,207

1,047,619 —
3,000,000 2,113,987
38,926 1,039,438
1,565,377 1,319,019
13,466,701 9,990,380
2,952,381 5,550,250
257,479 351,612
16,676,561 15,892,242
581 581

432 428
42,939,841 42,733,906
(29,346,170) (31,938,008)
— 190
13,594,684 10,797,097

$ 30,271,245 $ 26,689,339

The accompanying notes are an integral part of the condensed consolidated financial statements.
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KOR ELECTRONICS AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2011 2010 2011 2010
Net revenues $9,778,286 $9,001,115 $28,601,930 $25,467,358
Cost of revenues 6,144,173 5,610,715 17,772,515 16,125,720
Gross margin 3,634,113 3,390,400 10,829,415 9,341,638
Operating expenses:
Selling, general and administrative 1,663,511 1,893,920 5,295,848 5,817,552
Research and development 244,065 2,379 698,930 7,206
Bid and proposal 42,912 42,091 191,933 80,162
Total operating expenses 1,950,488 1,938,390 6,186,711 5,904,920
Income from operations 1,683,625 1,452,010 4,642,704 3,436,718
Interest income 1,206 10,871 3,619 15,748
Interest expense (194,635) (341,486) (596,984) (1,023,754)
Gain from settlement of contingencies — — — 2,700,000
Income from continuing operations before income taxes 1,490,196 1,121,395 4,049,339 5,128,712
Income taxes 596,304 448,684 1,457,501 1,922,600
Net income $ 893,892 $ 672,711 $ 2,591,838 $ 3,206,112

The accompanying notes are an integral part of the condensed consolidated financial statements.

2



KOR ELECTRONICS AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization expense
Stock-based compensation expense
Provision for deferred income taxes
Changes in operating assets and liabilities:
Accounts receivable, net
Unbilled receivables and costs in excess of billings
Prepaid expenses and other current assets
Other non-current assets
Accounts payable
Accrued expenses
Accrued compensation
Deferred revenues, billings in excess of costs and customer advances
Income taxes payable
Net cash provided by operating activities
Cash flows from investing activities:
Purchase of marketable securities
Sales and maturities of marketable securities
Net change in restricted cash
Purchases of property and equipment
Net cash provided by (used in) investing activities
Cash flows from financing activities:
Net change in line of credit borrowings
Proceeds from term loan
Principle payments on notes payable
Principle payments on notes payable to shareholders
Proceeds from employee stock plans
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure of non-cash investing and financing activities
Unrealized holding gains on marketable securities

The accompanying notes are an integral part of the condensed consolidated financial statements.

3

Nine Months Ended
September 30,
2011 2010
$ 2,591,838 $ 3,206,112
327,338 359,120
201,002 200,434
(252,935) (694,411)
1,258,965 994,359
(15,614) (730,556)
150,021 138,953
(2,000) (1,716)
305,196 (694,995)
167,211 255,379
824,436 876,569
246,358 613,086
(1,000,512) 1,053,072
4,801,304 5,575,406
= (7,158,105)
4,126,412 103,563
(141,116) 73,490
(27,418) (85,525)
3,957,878 (7,066,577)
886,013 —
4,000,000 —
(4,025,442) —
(524,808) —
4,937 390
340,700 390
9,099,882 (1,490,781)
2,065,485 5,489,208
$11,165,367  $ 3,998,427
- (2,067)



(1)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Nature of business and significant accounting policies

Nature of business — KOR Electronics (KOR) is a California corporation in the military electronics industry and regulated by the Department of
Defense, with particular emphasis on high-speed digital equipment. KOR’s primary products are electronic warfare subsystems, referred to as Digital
Radio Frequency Memory, and test and training subsystems, known as Radar Target Simulators. Historically, a significant portion of KOR’s revenue has
been derived from U.S. government contracts, where it may be either a prime contractor or a subcontractor. KOR and its wholly-owned subsidiary,
Paragon Dynamics, Inc. (PDI), (collectively referred to as the Company) also provide innovative systems, software and mission engineering solutions to
a variety of defense and aerospace clients.

A summary of the Company’s significant accounting policies are as follows:

Basis of presentation — The accompanying consolidated financial statements have been prepared by the Company in accordance with accounting
principles generally accepted in the United States of America (U.S. GAAP) for interim financial information. Certain information and footnote
disclosures, normally included in annual consolidated financial statements have been condensed or omitted pursuant to those rules and regulations;
however, in the opinion of management the financial information reflects all adjustments, consisting of adjustments of a normal recurring nature,
necessary for fair presentation. These condensed consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and related notes for the fiscal year ended December 31, 2010. The results for the three and nine months ended September 30, 2011 are not
necessarily indicative of the results to be expected for the full fiscal year.

The condensed consolidated financial statements include the accounts of KOR and its wholly-owned subsidiary, PDI. All intercompany transactions and
balances have been eliminated in consolidation.

Reclassification — Certain prior year amounts have been reclassified to conform to current year presentation. The amounts reclassified had no net effect
on total assets, total liabilities, total shareholders’ equity, or net income of prior year consolidated financial statements.

Use of estimates — The preparation of the condensed consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
condensed consolidated financial statements, and the reported amounts of revenues and expenses during the reporting period. Significant estimates
include estimates of revenues and total costs under percentage-of-completion contracts, including estimated losses on uncompleted contracts, and
estimates associated with accrued warranty. Actual results could differ from those estimates.

Recent accounting pronouncements — In October 2009, the FASB issued authoritative guidance for multiple-deliverable revenue arrangements, which
revises the current accounting treatment to specifically address the determination of whether an arrangement involving multiple deliverables contains
more than one unit of accounting. This guidance is applicable to revenue arrangements entered into or materially modified during the first fiscal year
that begins after June 15, 2010. The guidance may be applied either prospectively from the beginning of the fiscal year for new or materially modified
arrangements or retrospectively. The Company adopted this standard effective January 1, 2011 and it did not have an impact on the Company’s
condensed consolidated financial statements.



(1)

(2)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Nature of business and significant accounting policies (Continued)

In April 2010, the FASB issued authoritative guidance related to the milestone method of revenue recognition to (i) limit the scope to research or
development arrangements and (ii) require that the guidance be met for an entity to apply the milestone method (record the milestone payment in its
entirety in the period received). However, the FASB clarified that, even if the requirements under this guidance are met, entities would not be precluded
from making an accounting policy election to apply another appropriate accounting policy that results in the deferral of some portion of the arrangement
consideration. The accounting standard applies to milestones in both single-deliverable and multiple-deliverable arrangements involving research or
development transactions. This guidance was effective for fiscal years (and interim periods within those fiscal years) beginning on or after June 15,
2010; although, early adoption was permitted. Entities could apply this guidance prospectively to milestones achieved after adoption; however,
retrospective application to all prior periods was also permitted. The Company adopted this standard effective January 1, 2011 and it did not have an
impact on the Company’s condensed consolidated financial statements.

Effective July 1, 2010, the Company adopted FASB ASU 2011-05, Comprehensive Income (Topic 220): Presentation of Comprehensive Income. This
ASU increases the prominence of other comprehensive income in financial statements. Under this ASU, an entity will have the option to present the
components of net income and comprehensive income in either one or two consecutive financial statements. The ASU eliminates the option in U.S.
generally accepted accounting principles to present other comprehensive income in the statement of changes in equity. An entity should apply the ASU
retrospectively and early adoption is permitted. This guidance is effective for the Company on January 1, 2012. The Company does not expect the
adoption of this guidance to have a material impact on the Company’s financial position or results of operations.

In September 2011, the FASB issued ASU 2011-08, Intangibles—Goodwill and Other (Topic 350): Testing Goodwill for Impairment, an amendment of
the FASB Accounting Standards Codification. The ASU permits an entity to make a qualitative assessment of whether it is more likely than not that a
reporting unit’s fair value is less than its carrying amount before applying the two-step goodwill impairment test. If an entity concludes it is not more
likely than not that the fair value of a reporting unit is less than its carrying amount, it does not need to perform the two-step impairment test. The ASU
is effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011. This guidance is not
expected to have a material impact to the Company’s condensed consolidated financial statements.

Fair value of financial instruments

The Company measures at fair value certain financial assets and liabilities. FASB ASC 820, Fair Value Measurement and Disclosures, specifies a
hierarchy of valuation techniques based on whether the inputs to those valuation techniques are observable or unobservable. Observable inputs reflect
market data obtained from independent sources, while unobservable inputs reflect the Company’s market assumptions. These two types of inputs have
created the following fair-value hierarchy:

Level 1—Quoted prices for identical instruments in active markets;

Level 2—Quoted prices for similar instruments in active markets, quoted prices for identical or similar instruments in markets that are not active, and
model-derived valuations in which all significant inputs and significant value drivers are observable in active markets; and

Level 3—Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers are unobservable.
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(3)

(4)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Fair value of financial instruments (Continued)
The following table summarizes the Company’s financial assets and liabilities measured at fair value on a recurring basis at September 30, 2011:

Fair Value Measurements

Assets:

September 30,
2011 Level 1 Level 2 Level 3
Restricted cash 280,616 280,616 — —
Total $ 280,616 $280,616 $ — $—

Line of credit

In February 2009, the Company entered into a Loan and Security Agreement (Agreement) with a financial institution for a line of credit with a
borrowing capacity of $3,000,000 maturing February 3, 2011. In April 2011, the Company amended the Agreement to incorporate a new term loan
facility in the amount of $4,000,000 maturing February 2, 2012. The Company drew $2,000,000 on the term loan in April 2011 upon execution of the
amendment and the remaining $2,000,000 was available to be drawn through July 28, 2011, at which time the Company drew the remaining $2,000,000.
The term loan is due in equal monthly installments beginning November 2011 through April 2015. This loan bears interest at the prime rate plus 2.00%.
The Agreement also extended the maturity date of the existing revolving line of credit to February 2, 2012 and amended certain financial covenants.
This line of credit bears interest of 6.00% at September 30, 2011 and December 31, 2010 and is subject to adjustment based on the lower of 6.00% or
the prevailing prime rate plus 0.75%. Advances on the line are collateralized by substantially all of the Company’s assets. There was an outstanding
balance of approximately $3,000,000 and $2,114,000 at September 30, 2011 and December 31, 2010, respectively. As of September 30, 2011, the
Company was in compliance with the financial covenants.

Notes payable

In April 2006, the Company executed unsecured subordinated promissory notes in the aggregate principal amount of $9,000,000 related to the
Repurchase Transaction as described in Note (5) below. The unsecured subordinated promissory notes were issued to the holders of the then outstanding
Series A, B, C and E preferred stock, and accrue interest at annual escalating rates from 6% to 11%. The Company may prepay the accrued interest
and/or principal at any time. Accrued interest on these promissory notes was approximately $97,000 and $178,000 as of September 30, 2011 and
December 31, 2010, respectively. The terms of the agreement require 50% of the original principal, or $4,500,000, less any amount of principal prepaid
plus accrued interest to be due and payable in April 2011. The remaining unpaid principal plus accrued interest is due and payable in April 2012. The
Company paid approximately $4,550,000 on the outstanding balance during the nine months ended September 30, 2011.
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(6)

(7)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Related party transactions

As described in Note (4), the Company executed unsecured subordinated promissory notes in the aggregate principal amount of $9,000,000 related to a
repurchase transaction. Of the aggregate remaining principal balance of approximately $3,550,000 and $8,101,000 as of September 30, 2011 and
December 31, 2010, respectively, approximately $410,000 and $935,000 was due to certain continuing shareholders of the Company as of

September 30, 2011 and December 31, 2010, respectively. Accrued interest on notes payable to shareholders was approximately $9,000 and $30,000 as
of September 30, 2011 and December 31, 2010, respectively.

Stock-based compensation

Stock option plan — During December 2008, the Company adopted the 2008 Stock Plan (2008 Plan) for eligible employees and non-employees. The
plan initially permits the issuance of stock options to purchase up to 2,000,000 shares of the Company’s common stock plus the 3,621,201 unissued
shares rolled over from the 2000 Plan at a purchase price of not less than the fair market value of the Company’s common stock on the date the options
are granted, or 110% of the fair market value for owners of 10% or more of the Company’s stock. Options vest over 4 years and expire within 10 years
of the grant date. Options for owners of 10% or more of the Company’s stock vest over 4 years and expire within 5 years of the grant date. This amount
shall be increased from time to time by the number of shares of common stock subject to grant that are terminated, cancelled or forfeited under either
the 2000 Plan or the 2008 Plan without being exercised or settled.

Stock-based compensation expense was included in the following condensed consolidated statement of operations categories:

Nine Months Ended
September 30,
2011 2010
Selling, general and administrative expense $201,002 $200,434
Total recognized tax benefit $ — $  —

Income taxes

The Company recorded tax expense of $596,304 and $448,684 for the three months ended September 30, 2011 and 2010, respectively, on income from
continuing operations before taxes of $1,490,196 and $1,121,395 for the three months ended September 30, 2011 and 2010, respectively. Income tax
expense for the three months ended September 30, 2011 differed from the federal statutory rate primarily due to the impact of a Section 199
manufacturing deduction and research and development tax credits. Income tax expense for the three months ended September 30, 2010 differed from
the federal statutory rate primarily due to the impact of a Section 199 manufacturing deduction and stock-based compensation adjustment.

The Company recorded tax expense of $1,457,501 and $1,922,600 for the nine months ended September 30, 2011 and 2010, respectively, on income
from continuing operations before taxes of $4,049,339 and $5,128,712 for the nine months ended September 30, 2011 and 2010, respectively. Income
tax expense for both periods differed from the statutory rate primarily due to the impact of State tax benefits partially offset by certain domestic
production credits.

No material changes in the Company’s unrecognized tax positions occurred during the three and nine months ended September 30, 2011. The Company
does not expect there to be any material changes in its reserves for unrecognized tax benefits within the next 12 months.
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(9)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Commitments and contingencies

Legal proceedings — The Company is involved in various legal proceedings or complaints, which represent litigation incidental to the business.

Regarding the previously disclosed shareholder lawsuit against the Company, judgment on all causes of action was rendered in favor of all defendants
and against the plaintiffs, and subsequently awarded the defendents certain attorney’s fees and costs. As of September 30, 2011, the plaintiffs were
appealing the trial court’s judgements, including the fee and cost awards. The Company does not believe the outcome of this matter will have any
material impact on the Company’s condensed consolidated financial condition, cash flows, or results of operations. Accordingly, as of September 30,
2011, the Company has not recorded a provision for this matter in the accompanying condensed consolidated financial statements.

On January 25, 2010, a Settlement Agreement and Mutual Release was executed between the Company and certain insurance representatives, as a result
of a lawsuit filed by the Company alleging various causes of action arising out of the defendants’ placement of Directors and Officers liability insurance
for the policy period March 23, 2005 to December 24, 2006. As a result of the Settlement Agreement and Mutual Release, the Company received
$2,700,000 in February 2010, which was recognized as other income upon receipt.

The previously disclosed lawsuit initiated by the Company against several defendants for misappropriation of the Company’s trade secrets was settled
on or about December 16, 2010. Without admitting any liability, the defendant company paid the Company $1,100,000 and agreed, along with the
individual defendents, to an injunction prohibiting the defendant company from obtaining or exploiting the Company’s trade secrets. The $1,100,000
was recognized as other income upon receipt.

In August 2011, the U.S. Department of Justice (DOJ) notified the Company that the DOJ is conducting an investigation into the conduct of certain
former employees of Paragon Dynamics Inc. (PDI) in the 2008-2009 timeframe. The DOJ has asserted that such conduct may have constituted a
violation of the Procurement Integrity Act and that civil penalties would apply to any such violations. KOR and PDI have been cooperating in the
investigation. While the parties have engaged in discussions and correspondence regarding this matter, no resolution has been reached and no litigation
has commenced. At September 30,2011 the Company was in the process of assessing this matter and any potential impact on the Company’s condensed
consolidated financial condition or results of operations. Accordingly, as of September 30, 2011, the Company has not recorded a provision for this
matter in the accompanying condensed consolidated financial statements.

Concentrations

Customers — During the nine months ended September 30, 2011, revenue generated from two major customers accounted for approximately 26% and
17% of the Company’s total contract revenues. During the nine months ended September 30, 2010, revenue generated from 4 major customers
accounted for approximately 14%, 14%, 11% and 11% of the Company’s total contract revenues. At September 30, 2011 and December 31, 2010, there
was approximately $870,000 and $577,000 due from the major customers, respectively.
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(10)

KOR ELECTRONICS AND SUBSIDIARY
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Concentrations (Continued)

Vendors — During the nine months ended September 30, 2011, purchases from one major vendor accounted for approximately 11% of the Company’s
total material purchases. There were no such concentrations for the nine months ended September 30, 2010. At September 30, 2011 and December 31,
2010, there was approximately $121,000 and $91,000 payable to this vendor, respectively.

Subsequent events

On December 30, 2011, the appellate court affirmed the judgment of the trial court, ruling in favor of the Company and the other defendants and against
the plaintiffs. On or about January 30, 2012 the plaintiffs’ motion for rehearing was denied and the matter is now closed.

On December 22, 2011, the Company and Shareholder Representative Services LLC, as the securityholders’ representative, entered into an agreement
and Plan of Merger (the “Merger Agreement”) with Mercury Computer Systems, Inc. (Mercury) and King Merger Inc., a newly formed, wholly-owned
subsidiary of Mercury (the Merger Sub). On December 30, 2011, the transaction closed with the Merger Sub being merged with and into KOR with

KOR continuing as the surviving company and a wholly-owned subsidiary of Mercury (the Merger). By operation of the Merger, Mercury acquired the
Company.



MERCURY COMPUTER SYSTEMS, INC

UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET

SEPTEMBER 30, 2011

(In thousands)

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts
Unbilled receivables and costs in excess of billings
Inventory
Deferred income taxes
Prepaid income taxes
Prepaid expenses and other current assets
Total current assets
Restricted cash
Property and equipment, net
Goodwill
Acquired intangible assets, net
Other non-current assets

Total assets

Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable
Accrued expenses
Accrued compensation
Notes payable, current portion
Notes payable to shareholders, current portion
Term loan, current portion
Line of credit borrowings
Income taxes payable
Deferred revenues, billings in excess of costs and customer advances
Total current liabilities
Deferred gain on sale-leaseback
Notes payable and term loan, net of current portion
Deferred income taxes
Income taxes payable
Other non-current liabilities

Total liabilities

Shareholders’ equity:

Preferred stock

Common stock

Additional paid-in capital

Retained earnings (deficit)

Accumulated other comprehensive income
Total shareholders’ equity
Total liabilities and shareholders’ equity

Historical as of September 30, 2011 Pro forma
Mercury KOR adjustments (1)
$ 165,862 $ 11,165 $ (70,370)a
38,128 3,520 (29)b
1,202 5,149 (243)b
24,502 — —
6,896 1,094 —
371 — —
4,242 279 —
241,203 21,207 (70,642)
3,000 281 —
14,221 311 —
79,558 7,528 39,109 c,f
15,906 885 11,445d
926 59 —
$ 354,814 $ 30,271 $ (20,088)
$ 12,539 $ 1,125 $ (29)b
6,192 1,623 505 h,e
7,474 1,516 —
— 3,141 (3,141)e
— 410 (410)e
— 1,048 (1,048)e
— 3,000 (3,000)e
473 39 —
4,994 1,565 —
31,672 13,467 (7,123)
5,267 — —
— 2,952 (2,952)e
3,652 257 4,427 £
1,777 — —
5,764 — —
48,132 16,676 (5,648)
— 1 (g
294 1 Mg
216,309 42,939 (42,939)g
88,766 (29,346) 28,520 b,g,h
1,313 — — g
306,682 13,595 (14,278)g
$ 354,814 $ 30,271 $ (20,088)

Exhibit 99.3

Pro forma
combined

$106,657
41,619
6,108
24,502
7,990
371
4,521
191,768
3,281
14,532
126,195
28,236
985

$364,997

$ 13,635
8,320
8,990

294
216,309
87,940
1,313
305,856
$364,997

(1) See Note 2 of the Notes to Unaudited Pro Forma Condensed Combined Financial Statements for discussion regarding the pro forma adjustments



UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

MERCURY COMPUTER SYSTEMS, INC.

FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2011

Net revenues
Cost of revenues
Gross margin
Operating expenses:
Selling, general and administrative
Research and development
Amortization of acquired intangible assets
Acquisition costs and other related expenses
Total operating expenses
Income from operations
Interest income
Interest expense
Other income, net
Income from continuing operations before income taxes
Income taxes
Net income

Basic net earnings per share:
Diluted net earnings per share:

Weighted-average shares outstanding:
Basic

Diluted

(1) See Note 2 of the Notes to Unaudited Pro Forma Condensed Combined Financial Statements for discussion regarding the pro forma adjustments

(In thousands, except per share data)

Historical Pro forma Pro forma
Mercury KOR adjustments (1) combined
$49,122 $9,778 $ 179) i $58,721

19,206 6,144 (46) i 25,304
29,916 3,634 (133) 33,417
13,645 1,638 — 15,283
11,865 244 — 12,109
816 68 429 k 1,313

25 — — 25
26,351 1,950 429 28,730
3,565 1,684 (562) 4,687

6 1 — a 7
) (195) 195] 9)

405 — — 405
3,967 1,490 (367) 5,090
1,314 596 (128)1 1,782

$ 2,653 $ 894 $ (239) $ 3,308
$ 0.09 $ — $ — $ 0.11
$ 009 $ — $ — $ 011
29,277 — — 29,277
30,033 — — 30,033




UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

MERCURY COMPUTER SYSTEMS, INC.

FOR THE TWELVE MONTHS ENDED JUNE 30, 2011

Net revenues
Cost of revenues
Gross margin
Operating expenses:
Selling, general and administrative
Research and development
Amortization of acquired intangible assets
Impairment of long-lived assets
Acquisition costs and other related expenses
Total operating expenses
Income from operations
Interest income
Interest expense
Other income, net
Income from continuing operations before income taxes
Income taxes
Net income

Basic net earnings per share:
Diluted net earnings per share:

Weighted-average shares outstanding:
Basic

Diluted

(In thousands, except per share data)

Historical Pro forma Pro forma

Mercury KOR (1) adjustments (2) combined
$228,710 $36,765 $ (110)i  $265,365
98,811 22,709 — i 121,520
129,899 14,056 (110) 143,845
57,868 6,948 — 64,816
44,500 591 — 45,091
1,984 271 1,717 k 3,972
150 — — 150

412 — — 412
104,914 7,810 1,717 114,441
24,985 6,246 (1,827) 29,404
34 18 — a 52
(79) (1,043) 1,043 (79)

1,627 1,100 — 2,727
26,567 6,321 (784) 32,104
8,060 2,349 (274)1 10,135

$ 18,507 $ 3,972 $ (510) $ 21,969
$ 073 $ — $ — $ 087
$ 071 $ — $ — $ 084
25,322 — — 25,322
26,209 — — 26,209

(1) KOR’s historical financial information has been derived by taking its audited December 31, 2010 year-end consolidated statement of operations and adding
its unaudited six month interim period condensed consolidated statement of operations through June 30, 2011 and reducing these amounts by its unaudited
six month interim period condensed consolidated statement of operations through June 30, 2010 as well as giving effect to the effective tax rate during that

period.

(2) See Note 2 of the Notes to Unaudited Pro Forma Condensed Combined Financial Statements for discussion regarding the pro forma adjustments



Mercury Computer Systems, Inc.

Notes to Unaudited Pro Forma Condensed Combined Financial Statements
(In thousands)

1. Background and Basis of Pro Forma Presentation

On December 22, 2011, Mercury Computer Systems, Inc. (“Mercury “ or the “Company”) and King Merger Inc., a newly formed, wholly-owned
subsidiary of Mercury (the “Merger Sub”), entered into an Agreement and Plan of Merger (the “Merger Agreement”) with KOR Electronics (“KOR”), and
Shareholder Representative Services LLC, as the securityholders’ representative. On December 30, 2011, the transaction closed with the Merger Sub being
merged with and into KOR with KOR continuing as the surviving company and a wholly-owned subsidiary of Mercury (the “Merger”). By operation of the
Merger, Mercury acquired both KOR and its wholly-owned subsidiary, Paragon Dynamics, Inc. (“PDI”).

The Unaudited Pro Forma Condensed Combined Balance Sheet as of September 30, 2011 and the Unaudited Pro Forma Condensed Combined Statement
of Operations for the three months ended September 30, 2011 and the year ended June 30, 2011 are derived from the historical financial information of KOR after
giving effect to the pro forma adjustments relating to the Merger.

The Merger is reflected in the Unaudited Pro Forma Condensed Combined Financial Statements utilizing the acquisition method of accounting in
accordance with Financial Accounting Standards Board Accounting Standards Codification 805, Business Combinations (ASC 805). Under the acquisition
method of accounting, the purchase price is allocated to the tangible and identifiable intangible assets acquired and liabilities assumed based on their estimated
fair values. The excess of the purchase consideration over the net tangible and identifiable intangible assets acquired and liabilities assumed was recorded as
goodwill. The fair value guidance requires that the fair value measurements reflect the assumptions market participants use in pricing an asset or liability based on
the best information available. Estimates of the fair values of KOR have been combined with the historical values of the assets and liabilities of Mercury in the
pro forma financial information. The purchase price allocation is preliminary and may be subject to change prior to finalization.

The Unaudited Pro Forma Condensed Combined Statements of Operations for the three months ended September 30, 2011 and the year ended June 30,
2011 assume the Merger occurred on July 1, 2010.

Under ASC 805, acquisition related transaction costs (such as advisory, legal, valuation, and other professional fees) are not included as a component of
consideration transferred and are excluded from the Unaudited Pro Forma Condensed Combined Statements of Operations. The Company will incur total
acquisition related transaction costs of approximately $583 related to its acquisition of KOR.

The Unaudited Pro Forma Condensed Combined Financial Statements do not reflect any operating efficiencies, synergies or cost savings that the Company
may achieve, or any additional expense that may be incurred with respect to the combined company.

2. Pro Forma Adjustments

The Unaudited Pro Forma Condensed Combined Balance Sheet has been prepared to illustrate the effect of the Merger as if it had occurred on
September 30, 2011.

The Unaudited Pro Forma Condensed Combined Statements of Operations for the three months ended September 30, 2011 and the year ended June 30,
2011 assume the Merger occurred on July 1, 2010.

All pro forma adjustments have been prepared for informational purposes only. The historical financial statements have been adjusted to give effect to pro
forma events that are (i) directly attributable to the Merger, (ii) factually supportable, and (iii) with respect to the statement of operations, expected to have a
continuing impact on the combined results of the companies.

The pro forma combined consolidated tax liability does not necessarily reflect the amounts that would have resulted had the Company and KOR filed
consolidated income tax returns during the periods presented.

The pro forma adjustments included in the Unaudited Pro Forma Condensed Combined Financial Statements are as follows:

(@) To record the effect of utilizing $70,370 of cash to purchase the outstanding capital stock of KOR. The Company has assessed the impact of cash
consideration paid on pro forma interest income. Based on its cash investment policy and the low interest rate environment, it has determined the
impact to be de minimis.

(b)  To adjust accounts receivable, unbilled receivable and related accounts payable on an approximate $600 value POC contract between the Company
and KOR that would have been eliminated in consolidation.
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(e)
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(h)

Mercury Computer Systems, Inc.

Notes to Unaudited Pro Forma Condensed Combined Financial Statements (Continued)
(In thousands)

To record the preliminary estimated goodwill. As the net acquired tangible assets of KOR as of December 30, 2011 are different from the
September 30, 2011 tangible assets provided for pro forma purposes, the allocated Goodwill is the net result of the pro forma adjustments made in
these Notes to Unaudited Pro Forma Condensed Combined Financial Statements.

To reflect the estimated purchase price allocation to identifiable intangible assets acquired. These estimated fair values and useful lives are
considered preliminary and are subject to change in accordance with ASC 805, Business Combinations.

The acquired finite-lived intangible assets include the following:

Estimated

useful life

(in years) Amount
Customer relationships 7.0 $ 8,360
Completed technology 5.0 2,870
Trademarks 6.4 1,020
Non-competition agreements 2.0 80
Total identifiable intangible assets $12,330

The pro forma adjustment to intangibles includes the following:
KOR Preliminary
historical estimated
fair value Increase

Identifiable intangible assets $ 885 $ 12,330 $11,445

To eliminate KOR’s debt and related accrued interest as of September 30, 2011 that was not assumed by the Company.

To increase the deferred tax liability and goodwill to reflect the estimated tax impact of the intangible assets acquired at the statutory rate recorded at
(c) above. These amounts are preliminary estimates and may differ materially in actual future results of operations.

The pro forma adjustment to deferred tax includes the following:

KOR Preliminary
historical estimated
liability Increase
Deferred income taxes — non-current, net $ 257 $ 4,684 $4,427

To eliminate KOR’s historical equity as of September 30, 2011.
To establish an accrual for transaction costs as of September 30, 2011.

To remove intercompany transaction revenue and related costs that would have been eliminated in consolidation had the Merger occurred on July 1,
2010. Accordingly, the Company recorded pro forma adjustments to revenue of $110 and $179 for the twelve months ended June 30, 2011 and three
months ended September 30, 2011, respectively, and to cost of revenue of $0 and $46 for the twelve months ended June 30, 2011 and three months
ended September 30, 2011, respectively. See adjustment of accounts receivable, unbilled receivable and related accounts payable at (b) above.



Mercury Computer Systems, Inc.

Notes to Unaudited Pro Forma Condensed Combined Financial Statements (Continued)
(In thousands)

(G)  To adjust interest expense related to the debt noted at (e) above that would not have been incurred had the Merger occurred on July 1, 2010.
Accordingly, the Company recorded pro forma adjustments of $1,043 and $195 for the twelve months ended June 30, 2011 and three months ended
September 30, 2011, respectively.

(k) Changes in fair value or useful lives and associated amortization expense of the acquired intangible assets may be material. The acquired finite-lived
intangible assets are reflected as being amortized over estimated useful lives, as presented below, using the straight-line method. The acquired
intangible assets estimated fair values and useful lives are considered preliminary and are subject to change in accordance with ASC 805, Business
Combinations and include the following:

Pro forma amortization
Three months
Estimated ended Fiscal year
useful life September 30, ended June 30,
(in years) Amount 2011 2011

Customer relationships 7.0 $ 8,360 $ 299 $ 1,196

Completed technology 5.0 2,870 144 576

Trademarks 6.4 1,020 44 176

Non-competition agreements 2.0 80 10 40

Total identifiable intangible assets $12,330 $ 497 $ 1,988
The historical Condensed Consolidated Statements of Operations of KOR include amortization for the period of July 1, 2010 through June 30, 2011
and for the period July 1, 2011 through September 30, 2011 of $271 and $68, respectively. Accordingly, the Company recorded pro forma
adjustments of $1,717 and $429 for the twelve months ended June 30, 2011 and three months ended September 30, 2011, respectively.

()  To record income tax benefit related to the pro forma adjustments at the statutory rate of 35% related to (i), (j) and (k) above.



