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We have made statements in this Annual Report on Form 10-K (the �Annual Report�) in, among other sections, Item 1 �
�Business,� Item 1A � �Risk Factors,� Item 3 � �Legal Proceedings,� and Item 7 � �Management�s Discussion and Analysis of
Financial Condition and Results of Operations� that are forward-looking statements. Forward-looking statements
convey our current expectations or forecasts of future events. Forward-looking statements include statements
regarding our future financial position, business strategy, budgets, projected costs, plans and objectives of
management for future operations. The words �may,� �continue,� �estimate,� �intend,� �plan,� �will,� �believe,� �project,� �expect,�
�anticipate� and similar expressions may identify forward-looking statements, but the absence of these words does not
necessarily mean that a statement is not forward-looking.
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Any or all of our forward-looking statements in this Annual Report may turn out to be inaccurate. We have based
these forward-looking statements largely on our current expectations and projections about future events and financial
trends that we believe may affect our financial condition, results of operations, business strategy and financial needs.
They may be affected by inaccurate assumptions we might make or unknown risks and uncertainties, including the
risks, uncertainties and assumptions described in Item 1A � �Risk Factors.� In light of these risks, uncertainties and
assumptions, the forward-looking events and circumstances discussed in this report may not occur as contemplated,
and actual results could differ materially from those anticipated or implied by the forward-looking statements.

You should not unduly rely on these forward-looking statements, which speak only as of the date of this filing. Unless
required by law, we undertake no obligation to publicly update or revise any forward-looking statements to reflect
new information or future events or otherwise.

3
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PART I

ITEM 1. BUSINESS

Overview

We develop and are commercializing proprietary systems that generate electricity by harnessing the renewable energy
of ocean waves. The energy in ocean waves is predictable, and electricity from wave energy can be produced on a
consistent basis at numerous sites located near major population centers worldwide. Wave energy is an emerging
segment of the renewable energy market. Based on our proprietary technology, considerable ocean experience,
existing products and expanding commercial relationships, we believe we are the leading wave energy company.

We currently offer two products as part of our line of PowerBuoy® systems: a utility PowerBuoy system and an
autonomous PowerBuoy system. Our PowerBuoy system is based on modular, ocean-going buoys, which we have
been ocean testing for nearly a decade. The rising and falling of the waves moves the buoy-like structure creating
mechanical energy that our proprietary technologies convert into electricity. We have tested and developed wave
power generation and control technology using proven equipment and processes in novel applications. Our two
products are designed for the following applications:

� Our utility PowerBuoy system is capable of supplying electricity to a local or regional electric power grid. Our
wave power stations will be comprised of a single PowerBuoy system or an integrated array of PowerBuoy
systems, plus the remaining components required to deliver electricity to a power grid. We intend to sell our
utility PowerBuoy system to utilities and other electrical power producers seeking to add electricity generated
by wave energy to their existing electricity supply. Our PowerBuoy interface with the electrical utility power
grid has been certified as compliant with international standards. An independent laboratory provided testing
and evaluation services to certify that the OPT systems comply with designated national and international
standards. The PowerBuoy grid interface will bear the Electrical Testing Laboratories (ETL) listing mark, and
can be connected to the utility grid.

� Our autonomous PowerBuoy system is designed to generate power for use independent of the power grid in
remote locations. There are a variety of potential applications for this system, including sonar and radar
surveillance, tsunami warning, oceanographic data collection, offshore platforms and offshore aquaculture.

From October 2005 to October 2006, we operated a demonstration PowerBuoy system with a maximum peak, or
rated, output of 40 kilowatts, or kW, off the coast of New Jersey under a contract with the New Jersey Board of Public
Utilities. This PowerBuoy system was removed from the ocean in October 2006 and underwent planned maintenance
and diagnostic testing of the system. We are currently awaiting delivery of replacement mooring lines for this
PowerBuoy system, after which we plan to immediately redeploy the system.

Our product development and engineering efforts are focused on increasing the maximum rated output of our utility
PowerBuoy system from the current 40kW to 150kW in 2007, then to 250kW in 2008 and ultimately to 500kW in
2010. We believe that by increasing system output, we will be able to decrease the cost per kW of our PowerBuoy
system and the cost per kilowatt hour of the energy generated. We have made substantial progress in the design,
analysis and commencement of fabrication of what we believe to be the first utility-grade underwater substation, or
pod, for wave power. The pod serves as the point at which energy generated by several PowerBuoys is aggregated and
the voltage is increased, prior to transmission ashore and being fed into the power grid. The required switching and
protection circuits for the individual PowerBuoys are also included in the pod. In addition, our 150kW PowerBuoy

Edgar Filing: Ocean Power Technologies, Inc. - Form 10-K

Table of Contents 7



design effort is well underway. The power conversion and controls system is substantially complete for the 150kW
PowerBuoy system, and we expect to commence ocean testing in 2008.

In addition, we are focusing on expanding our key commercial opportunities for both the utility and the autonomous
PowerBuoy systems. We currently have commercial relationships with the following:

� Iberdrola S.A., or Iberdrola, which is a large electric utility company located in Spain and one of the largest
renewable energy producers in the world, Total S.A., or Total, which is one of the world�s largest oil and gas
companies, and two Spanish governmental agencies for the first phase of the construction of a 1.39
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megawatt, or MW, wave power station off the coast of Santoña, Spain. We currently plan for the initial 40kW
PowerBuoy system for this project to be ready for deployment by late 2007.

� Total and Iberdrola to evaluate the development of a wave power station off the coast of France.

� The United States Navy to develop and build wave power systems at the US Marine Corps Base in Oahu. One
PowerBuoy system was installed in connection with this project for a total of eight months over a two-year
period. Another PowerBuoy system was deployed in June 2007. After four weeks of initial testing and
operation, the system was returned to shore for diagnostic analysis and repair. Work is currently in progress on
the design and construction of a third PowerBuoy system, which is expected to be ready for deployment at the
Marine Corps Base in Oahu by the end of 2007.

� Lockheed Martin Corporation to market cooperatively with us our autonomous PowerBuoy system for use with
Lockheed Martin equipment. Lockheed Martin successfully completed an ocean test of an autonomous
PowerBuoy system in September 2004.

As part of our marketing efforts, we use demonstration wave power stations to establish the feasibility of wave power
generation. In addition to the demonstration PowerBuoy system operated off the coast of New Jersey, we plan to
develop and operate two additional demonstration wave power stations. Unlike the New Jersey power system, these
demonstration wave power stations will, if approved and constructed as planned, be connected to the local power
grids.

In February 2006, we received approval from the South West of England Regional Development Agency to install a
5MW demonstration wave power station off the coast of Cornwall, England.

In February 2007, the US Federal Energy Regulatory Commission granted us a preliminary permit to evaluate the
feasibility of a location off the coast of Reedsport, Oregon for the proposed construction and operation of a wave
power station with an anticipated maximum rated output of 50MW, of which up to the first 5MW will be a
demonstration wave power station. In February 2007, we signed a cooperative agreement with a utility partner, Pacific
Northwest Generating Cooperative, or PNGC, for the development of a wave power station. In July 2007, we filed a
Pre-Application Document and Notice of Intent with the US Federal Energy Regulatory Commission for Reedsport,
which provides notice of our intent to seek a license for the Reedsport wave park and information regarding the
project. We believe this is the first Pre-Application Document and Notice of Intent filed by a wave power company,
and is an important step in the full licensing process for the Reedsport project.

We plan to generate revenue from the demonstration wave power stations in Cornwall and Reedsport by selling
electricity to utilities.

In March 2007, we were awarded funding from the Scottish Ministers� Wave and Tidal Energy Support Scheme,
managed by the Scottish Executive. This funding is to support the design, manufacture and installation of a single
150kW PowerBuoy system in Orkney, Scotland.

In January 2007, we filed applications with the US Federal Energy Regulatory Commission for preliminary permits to
evaluate the feasibility of two locations, off the coasts of Coos Bay, Oregon and Newport, Oregon, for the proposed
construction and operation of wave power stations, each with an anticipated maximum rated output of 100MW.

In June 2007, we received a $1.7 million contract from the US Navy to provide our PowerBuoy technology to a
unique program for ocean data gathering. Under this 18-month program, the Navy will conduct an ocean test of our
autonomous PowerBuoy as the power source for the Navy�s Deep Water Acoustic Detection System.
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We were incorporated under the laws of the State of New Jersey in April 1984 and began commercial operations in
1994. On April 23, 2007, we reincorporated in Delaware. Our principal executive offices are located at 1590 Reed
Road, Pennington, New Jersey 08534, and our telephone number is (609) 730-0400. Our website address is
www.oceanpowertechnologies.com. The information on our website is not a part of this Annual Report. Our common
stock has been listed on the AIM market of the London Stock Exchange plc since October 2003 and on the NASDAQ
Global Market since April 24, 2007, the date on which we commenced our initial public offering in the
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United States. In that offering, we sold 5,000,000 shares of our common stock at a price to the public of $20.00 per
share.

Our Market

Global demand for electric power is expected to increase from 14.8 trillion kilowatt hours in 2003 to 30.1 trillion
kilowatt hours by 2030, according to the Energy Information Administration, or the EIA. To meet this demand, the
International Energy Agency, or the IEA, estimates that investments in new generating capacity will exceed $4 trillion
in the period from 2003 to 2030, of which $1.6 trillion will be for new renewable energy generation equipment.

According to the IEA, fossil fuels such as coal, oil and natural gas generated over 60% of the world�s electricity in
2002. However, a variety of factors are contributing to the increasing development of renewable energy systems that
capture energy from replenishable natural resources, including ocean waves, flowing water, wind and sunlight, and
convert it into electricity.

� Rising cost of fossil fuels.  The cost of fossil fuel used to generate electricity has been rising. From 2000 to
2005 in the United States, the cost of coal used for electricity generation increased by 28%, the cost of natural
gas used for electricity generation increased by 91% and the cost of oil used for electricity generation increased
by 64%.

� Dependence on energy from foreign sources.  Many countries, including the United States, Japan and much of
Europe, depend on foreign resources for a majority of their domestic energy needs. Concerns over political and
economic instability in some of the leading energy producing regions of the world are encouraging consuming
countries to diversify their sources of energy.

� Environmental concerns.  Environmental concerns regarding the by-products of fossil fuels have led many
countries and several US states to agree to reduce emissions of carbon dioxide and other gases associated with
the use of fossil fuels and to adopt policies promoting the development of cleaner technologies.

� Government incentives.  Many countries have adopted policies to provide incentives for the development and
use of renewable energy sources, such as subsidies to encourage the commercialization of renewable energy
power generation.

� Infrastructure constraints.  In many parts of the world, the existing electricity infrastructure is insufficient to
meet projected, and in some places existing, demand. Expansion of generating capacity from existing energy
sources is frequently hindered by significant regulatory, political and economic constraints.

As a result of these and other factors, the EIA projects that grid-connected generating capacity fueled by renewable
energy resources will continue to grow over the next 25 years.

Wave Energy

The energy in ocean waves is a form of renewable energy that can be harnessed to generate electricity. Ocean waves
are created when wind moves across the ocean surface. The interaction between the wind and the ocean surface causes
energy to be exchanged. At first, small waves occur on the ocean surface. As this process continues, the waves
become larger and the distance between the tops of the waves becomes longer. The size of the waves, and the amount
of energy contained in the waves, depends on the wind speed, the time the wind blows over the waves and the distance
covered. The rising and falling of the waves moves our PowerBuoy system creating mechanical energy that our
proprietary technologies convert into usable electricity.
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There are a variety of benefits to using wave energy for electricity generation.

� Scalability within a small site area.  Due to the tremendous energy in ocean waves, wave power stations with
high capacity � 50MW and above � can be installed in a relatively small area. We estimate that, upon completion
of the development of our 500kW PowerBuoy system, we would be able to construct a wave power station that
would occupy less than one-tenth of the ocean surface occupied by an offshore wind power station of
equivalent capacity.

6
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� Predictability.  The supply of electricity from wave energy can be forecasted in advance. The amount of energy
a wave thousands of miles away will have when it arrives at a wave power station days later can be calculated
based on satellite images and meteorological data with a high degree of accuracy. Customers can use this
information to develop sourcing plans to meet their short-term electricity needs.

� Constant Source of Energy.  The annual flow of waves at specific sites can be relatively constant. Based on our
studies and analysis of our target sites, we believe our wave power stations will be able to produce usable
electricity for approximately 90% of all hours during a year.

There are currently several approaches, in different stages of development, for capturing wave energy and converting
it into electricity. Methods for generating electricity from wave energy can be divided into two general categories:
onshore systems and offshore systems. Our PowerBuoy system is an offshore system. Offshore systems are typically
located one to five miles offshore and in water depths of between 100 and 200 feet. The system can be above, on or
below the ocean surface. Many offshore systems utilize a floatation device to harness wave energy. The heaving or
pitching of the floatation device due to the force of the waves creates mechanical energy, which is converted into
electricity by various technologies. Onshore systems are located at the edge of the shore, often on a sea cliff or a
breakwater, and typically must concentrate the wave energy first before using it to drive an electrical generator.
Although maintenance costs of onshore systems may be less than those associated with offshore systems, there are a
variety of disadvantages with these systems. As waves approach the shore, the energy in the waves decreases;
therefore, onshore wave power stations do not take full advantage of the amount of energy that waves in deeper water
produce. In addition, there are a limited number of suitable sites for onshore systems and there are environmental and
possible aesthetic issues with these wave power stations due to their size and location on the seashore.

The scalability, predictability, constancy and limited environmental impact of offshore wave energy systems such as
ours compare favorably with many other renewable energy technologies.

� Hydroelectric power generates electricity by capturing energy from flowing waters typically stored in and then
released from reservoirs. The expansion of hydroelectric power may be limited due to the environmental and
ecological impact of hydroelectric power stations.

� Wind power generates electricity by using wind turbines to harness the energy produced as a result of the
wind�s motion and to convert it into electricity. Wind turbine structures, which can be over 300 feet high and
have blades with a span over 200 feet wide, require locations with plenty of open space and high average wind
speeds. Due to the perceived aesthetic impact of wind turbines, some local governments have zoning
restrictions prohibiting the installation of wind farms. In addition, because they are often close to the shore,
offshore wind farms share some of the same perceived aesthetic challenges as onshore wind farms.

� Solar (photo-voltaic) power generates electricity from sunlight. Since the sun�s energy is not always available
and is widely scattered, current solar power technology is not scalable to create a large power station for
supplying power to the grid.

� Tidal power captures energy contained in moving water due to tides and water current power captures energy
contained in ocean and river flows and non-tidal currents. Both of these technologies require specific
geographic characteristics for installation, which limits the availability of suitable sites.

Our Competitive Advantages
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We believe that our technology for generating electricity from wave energy and our commercial relationships give us
several potential competitive advantages in the renewable energy market.

� Our PowerBuoy system uses an ocean-tested technology to generate electricity.

� We have been conducting ocean tests for a decade in order to prove the viability of our technology. We
initiated our first ocean installation in 1997 and have had several deployments of our systems for testing and
operation since then, the longest of which has lasted 12 months. Our PowerBuoy systems have survived
several hurricanes and winter storms while installed in the ocean.

7
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� We had an operational demonstration PowerBuoy system off the coast of New Jersey from October 2005
until October 2006 when the system was removed from the ocean for planned maintenance and diagnostic
testing. We currently plan to build and deploy two additional demonstration wave power stations that, unlike
the PowerBuoy system in New Jersey, will provide electricity to the local power grids. In February 2006, we
received approval from the South West of England Regional Development Agency to install a demonstration
wave power station off the coast of Cornwall, England and in February 2007, the US Federal Energy
Regulatory Commission granted us a preliminary permit to evaluate the feasibility of a wave power station
off the coast of Reedsport, Oregon, a portion of which will be for demonstration purposes.

� Our PowerBuoy system�s grid connection has been certified.

� On July 2, 2007, we announced that our PowerBuoy grid connection system had been certified as compliant
with designated national and international standards. This qualifies our technology for integration into utility
grid systems.

� Our PowerBuoy system is efficient in harnessing wave energy.

� Our PowerBuoy system is designed to efficiently convert wave energy into electricity by using onboard
sensors to detect actual wave conditions and then to automatically adjust the performance of the generator
using our proprietary electrical and electronics-based control systems in response to that information.

� One measure of the efficiency of an electric power generation system is load factor. The load factor is the
percent of kilowatt hours produced by a system in a given period as compared to the maximum kilowatt
hours that could be produced by the system in that period. A high load factor indicates a high degree of
utilization of the capacity of the system and provides a means to compare the efficiencies of different energy
sources to produce equivalent power outputs (without taking into account the relative costs of constructing
such systems). Since we have not yet operated a wave power station, we do not have a measured load factor.
However, based on our research and analysis, we believe the load factor for a PowerBuoy wave power
station located at most of our targeted sites would be in the range of 30% to 45%.

� Our PowerBuoy system takes advantage of time-tested and well-known technology.

� Our PowerBuoy system is designed to combine features of ocean-going buoys with advanced electrical and
electronics-based systems. Since standard ocean-going buoys have been deployed in maritime applications
for decades, their survival and risk profiles are known and proven. By using electrical, rather than
mechanical, engineering solutions whenever possible, we are able to control materials, construction and
other capital costs while maintaining reliability.

� Our PowerBuoy system can be built using easily sourced components supplied by third parties. Due to the
PowerBuoy system�s modular design, total construction time is minimized as multiple components can be
built simultaneously, and generating capacity can be scaled up or down by incrementally adding or
subtracting groups of PowerBuoy units. In addition, our PowerBuoy system can be deployed using common
maritime techniques.

� Numerous potential sites for our wave power stations are located near major population centers worldwide.

� Our systems are designed to work in sites with average annual wave energy of at least 20kW per meter of
wave front, which can be found in many coastal locations around the world. In particular, we are targeting
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coastal North America, the west coast of Europe, the coasts of Australia and the east coast of Japan. These
potential sites not only have appropriate natural resources for harnessing wave energy, but they are also
located near large population centers with significant and increasing electricity requirements.

� We have significant commercial relationships.

� Our current projects with Iberdrola and Total provide us with an initial opportunity to sell our wave power
stations to utilities. By collaborating with leaders in renewable energy development, we believe we are able
to accelerate both our in-house knowledge of the utility power generation market and our reputation as a
credible renewable energy equipment supplier. If these projects are successful, we intend to leverage
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our experiences with the Spain and France projects to add wave power stations, new customers and
complementary revenue streams from operations and maintenance contracts similar to the agreement we
have in connection with the Spain project.

� For certain customers in need of electricity solutions independent of the grid in defense and related markets,
our marketing relationship with Lockheed Martin will enable us to offer a complete solution � both equipment
and power generation for that equipment � thereby maximizing the marketability of our autonomous
PowerBuoy system for these remote applications.

� With the funding from the US Navy, we have been able to refine our PowerBuoy system while
simultaneously preparing for commercial deployment to address a particular customer need. If we are able to
successfully deploy PowerBuoy systems for the US Navy, we believe our market visibility will be
significantly enhanced.

� Our PowerBuoy system has the potential to offer a cost competitive renewable energy power generation
solution.

� Our product development and engineering efforts are focused on increasing the maximum rated output of our
utility PowerBuoy system from the current 40kW to 150kW in 2007, then to 250kW in 2008 and ultimately
to 500kW in 2010. Assuming we are able to reach manufacturing levels of at least 300 units of 500kW
PowerBuoy systems per year, we believe, based upon our research and analysis, that the economies of scale
we would have with our fabricators would allow us to offer a renewable electricity solution that competes on
a non-subsidized basis with the price of wholesale electricity in key markets. We expect to complete
development of our 500kW PowerBuoy system in 2010.

� Prior to achieving full production levels of the 500kW PowerBuoy system, if we achieve economies of scale
for our 150kW or 250kW PowerBuoy systems, we expect to be able to offer a renewable electricity solution
that competes with the price of electricity from traditional sources in certain local markets where the current
retail price of electricity is relatively high or where sufficient subsidies are available.

� Our systems are environmentally benign and aesthetically non-intrusive.

� We believe that our PowerBuoy system does not present significant risks to marine life and does not emit
significant levels of pollutants. In connection with our project at the US Marine Corps Base in Hawaii, our
customer, the US Navy, obtained an independent environmental assessment of our PowerBuoy system prior
to installation, as required by the National Environmental Policy Act. Although our project for the US Navy
only contemplates an array of up to six PowerBuoy systems in Hawaii, we believe that PowerBuoy systems
deployed in other geographic locations, including larger PowerBuoy systems under development and
multiple-system wave power stations, would have minimal environmental impact due to the physical
similarities with the tested system.

� Since our PowerBuoy systems are typically located one to five miles offshore, PowerBuoy wave power
stations are usually not visible from the shore. Visual impact is often cited as one of the reasons that many
communities have opposed plans to develop power stations. Our PowerBuoy system has the distinct
advantage of having only a minimal visual profile. Only a small portion of the unit is visible at close range,
with the bulk of the unit hidden below the water.

Our Business Strategy
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Our goal is to strengthen our leadership in developing wave energy technologies and commercializing wave power
stations and related services. In order to achieve this goal, we are pursuing the following business strategies:

� Concentrate sales and marketing efforts on four geographic markets.  We are focusing our sales and marketing
efforts over the next three years on coastal North America, the west coast of Europe, the coasts of Australia and
the east coast of Japan. We believe that each of these areas represents a strong potential market for our
PowerBuoy wave power stations because they combine appropriate wave conditions, political and economic
stability, large population centers, high levels of industrialization and significant and increasing electricity
requirements.

9
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� Continue to increase PowerBuoy system output.  Our product development and engineering efforts are focused
on increasing the output of our PowerBuoy systems from 40kW to 500kW. We plan to increase the rated
output of our PowerBuoy system to 150kW in 2007, to 250kW in 2008 and ultimately to 500kW in 2010. The
key to increasing the rated output of the PowerBuoy system is to increase the system�s efficiency as well as its
diameter. If we increase the size of a PowerBuoy system, we will be able to increase the amount of wave
energy the system can capture and, in turn, increase the output of the system. For example, if we double the
size of the unit�s diameter, we will approximately quadruple its power capacity. We believe that by increasing
system output, we will be able to decrease the cost per kW of our PowerBuoy system and the cost per kilowatt
hour of the energy generated.

� Construct demonstration wave power stations to encourage market adoption of our wave power stations.  Our
demonstration wave power stations are intended to allow us to prove the viability of our PowerBuoy systems in
a particular region. By enabling customers to experience our technology first-hand, we believe we will be able
to facilitate our entry into our target markets. In addition, demonstration wave power stations provide us with
the opportunity to test and refine our technology in actual operating conditions. In February 2006, we were
approved by the South West of England Regional Development Agency to install a 5MW demonstration wave
power station off the coast of Cornwall, England. In February 2007, the US Federal Energy Regulatory
Commission granted us a preliminary permit to evaluate the feasibility of a location off the coast of Reedsport,
Oregon for the proposed construction and operation of a wave power station with a maximum rated output of
50MW, of which up to the first 5MW will be a demonstration wave power station. We have also filed in July
2007 with the US Federal Energy Regulatory Commission for the Reedsport project what we believe to be the
first Pre-Application Document and Notice of Intent filed by a wave power company. This filing provides
notice to the US Federal Energy Regulatory Commission of our intent to seek a license for the Reedsport wave
park, and provides information regarding the project. The Cornwall and Reedsport power stations will, if
approved and constructed as planned, be connected to local power grids.

� Leverage customer relationships to enhance the commercial acceptance of our utility PowerBuoy system.  We
currently have commercial relationships with Iberdrola and Total for two projects. We are in the first phase of
the construction of a 1.39MW wave power station off the coast of Santoña, Spain, which phase is to be
completed by June 30, 2008. We, along with affiliates of Iberdrola and Total, are currently assessing the
viability of a 2 to 5MW power station off the coast of France. In addition, we believe that our project at the US
Marine Corps Base in Oahu, Hawaii will serve as a prototype wave power station for the installation of wave
power stations at other US Navy bases. We intend to build on these existing commercial relationships both by
expanding the number and size of projects we have with our current customers and by entering into new
alliances and commercial relationships with other utilities and independent power producers.

� Expand revenue streams from our autonomous PowerBuoy system.  The autonomous PowerBuoy system
addresses specific power generation needs of customers requiring off-grid electricity generation in remote
locations in the open ocean. Since our PowerBuoy systems are well suited for many of these uses, we do not
expect that they will require subsidies or other price incentives for commercial acceptance. This equipment
might be used for powering sonar and radar surveillance, tsunami warning, oceanographic data collection,
offshore platforms and offshore aquaculture. We have entered into a marketing cooperation agreement with
Lockheed Martin to identify marketing opportunities for use of our autonomous PowerBuoy system to power
Lockheed Martin equipment in remote locations.

� Maximize revenue opportunities with existing customers.  In January 2007, we entered into an agreement under
which we are responsible for the monitoring, operation and maintenance of the 40kW PowerBuoy system and
the ocean-based substation and infrastructure to be manufactured and deployed in connection with the first
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phase of the Spain project. Under this agreement, we will be paid a fixed fee for scheduled maintenance,
ongoing operations and other routine services and fees to be negotiated for unscheduled repairs. We plan to
pursue similar operations and maintenance contracts with future customers, including for our France project, in
order to provide us with ongoing revenue streams.
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Our Products

We offer two types of PowerBuoy systems: our utility PowerBuoy system, which is designed to supply electricity to a
local or regional electric power grid, and our autonomous PowerBuoy system, which is designed to generate power for
use independent of the power grid in remote locations. Both products use the same PowerBuoy technology.

Pictured below is our 40kW utility PowerBuoy system at our facilities in New Jersey and installed in the ocean off the
coast of New Jersey.

Our PowerBuoy system consists of a floating buoy-like device that is loosely moored to the seabed so that it can
freely move up and down in response to the rising and falling of the waves, as well as a power take off device, an
electrical generator, a power electronics system and our control system, all of which are sealed in the unit.

The power take off device converts the mechanical stroking created by the movement of the unit caused by ocean
waves into rotational mechanical energy, which, in turn, drives the electrical generator. The power electronics system
then conditions the output from the generator into usable electricity. The operation of the PowerBuoy system is
controlled by our customized control system.

The control system uses sophisticated sensors and an onboard computer to continuously monitor the PowerBuoy
subsystems as well as the height, frequency and shape of the waves interacting with the PowerBuoy system. The
control system collects data from the sensors and uses proprietary algorithms to electrically adjust the performance of
the PowerBuoy system in real-time and on a wave-by-wave basis. By making these electrical adjustments
automatically, the PowerBuoy system is able to maximize the amount of usable electricity generated from each wave.
We believe that this ability to optimize the performance of the PowerBuoy system in real-time is a significant
advantage of our product.

In the event of storm waves larger than 23 feet, the control system automatically locks down the PowerBuoy system
and electricity generation is suspended. When the wave heights return to a normal operating range of 23 feet or less,
the control system automatically unlocks the PowerBuoy system and electricity generation and transmission
recommences. This safety feature prevents the PowerBuoy system from being damaged by the increased amount of
energy in storm waves.

Our 40kW PowerBuoy system has a maximum diameter of 12 feet near the surface, and is 52 feet long, with
approximately 13 feet of the PowerBuoy system protruding above the surface of the ocean. Larger PowerBuoy
systems will be longer and have a larger diameter. For example, our 500kW PowerBuoy system, once developed and
manufactured, is expected to have a maximum diameter of approximately 62 feet and be approximately 128 feet long
with approximately 26 feet protruding above the ocean surface.

11
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Utility PowerBuoy System

The utility PowerBuoy system is designed to transmit electricity to shore by an underwater power cable, which would
then be connected to a power grid. Our utility PowerBuoy system presently has a capacity of 40kW, which we are
working to increase to 150kW in 2007, to 250kW in 2008 and ultimately to 500kW in 2010. The utility PowerBuoy
system is designed to be positioned in water with a depth of 100 to 200 feet, which can usually be found one to five
miles offshore. This depth allows the system to capture meaningful amounts of energy from the waves, since
decreasing water depth depletes the energy in the waves.

The mooring system for keeping a utility PowerBuoy system in position connects it by slack lines to three floats that,
in turn, are connected by slack lines to three anchors. This is a well-established mooring system, referred to as
three-point mooring, which we have improved upon with various technologies that reduce cost and deployment time.

We refer to the entire utility power generation system at one location as a wave power station, which can either be
comprised of a single PowerBuoy system or an integrated array of PowerBuoy systems connected to an underwater
cable to transmit the electricity to shore. Our system is designed to be scalable as multiple PowerBuoy units can be
integrated to create a wave power station with a larger output capacity. An array of PowerBuoy systems would
typically be arranged in three staggered rows parallel to the incoming wave front to form a long rectangle. This
staggered arrangement would maximize the level of wave energy that the wave power station can capture. For
example, to create the planned 1.39MW station off the coast of Santoña, Spain, we intend to use an array of one 40kW
PowerBuoy system and nine 150kW PowerBuoy systems arranged in three staggered parallel rows of two or four
PowerBuoy systems each.

We are also exploring the use of our utility PowerBuoy systems for applications that include generating electricity for
desalination of water, hydrogen production, water treatment and natural resource processing. In these instances, the
power generated by the utility PowerBuoy system would bypass the grid and be delivered directly to the point of
electricity consumption for these special applications.

Status of Utility PowerBuoy Systems

We have made substantial progress in the design, analysis and commencement of fabrication of what we believe to be
the first utility-grade underwater substation, or pod, for wave power. The pod serves as the point at which energy
generated by several PowerBuoys is aggregated and the voltage is increased, prior to transmission ashore and being
fed into the power grid. The required switching and protection circuits for the individual PowerBuoys are also
included in the pod.

In addition, our 150kW PowerBuoy design effort is well underway. The power conversion and controls system is
substantially complete for the 150kW PowerBuoy system, and we expect to commence ocean testing in 2008.

Our PowerBuoy interface with the electrical utility power grid has been certified as compliant with international
standards. An independent laboratory provided testing and evaluation services to certify that the OPT systems comply
with designated national and international standards. The PowerBuoy grid interface will bear the ETL listing mark,
and can be connected to the utility grid.

Our projects in Spain, France and Hawaii are being conducted in conjunction with third-party customers. We have
completed the planning phase for the wave power station to be located at Santoña, Spain and currently have begun
construction of a 40kW PowerBuoy system and the underwater infrastructure for the wave power station. This
infrastructure includes the underwater substation (pod) designed by us and the undersea transmission cables that allow
the power station to be connected to the grid. We are paid in connection with this project as we complete milestones,
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which include deployment of a 40kW PowerBuoy system. Under our agreement for this first phase of construction,
our revenues are limited to reimbursement for our construction costs without any mark-up and we are required to bear
the first �0.5 million, or approximately $0.7 million, of any cost overruns and to absorb certain other costs as set forth
in the agreement. As of April 30, 2007, we had recognized an anticipated loss of approximately $1.3 million under
this contract, which includes costs incurred to date and our current estimate of other amounts we may be required to
bear under the agreement. Consistent with our revenue recognition policies, each quarter we evaluate if additional loss
amounts need to be recognized. In addition, the second phase of this
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project contemplates deployment of nine additional 150kW PowerBuoy systems and connection of the ten total
PowerBuoy systems in an integrated array. The economic and other terms relating to the second phase of the project
have not been negotiated. We currently plan for the initial 40kW PowerBuoy system for this project to be ready for
deployment by late 2007 and we expect the remainder of the PowerBuoy systems to be deployed during the summer
of 2009.

The wave power station to be located off the west coast of France is in the planning and development phase. We
currently anticipate extending the current development contract until June 2008. Before we begin construction of this
wave power station, we must enter into an additional agreement with affiliates of Total and Iberdrola. We currently
plan to enter into an agreement for the construction of a wave power station prior to the expiration of any extension of
the current agreement in June 2008.

At the Marine Corps Base in Oahu, Hawaii, we had installed a wave power system for a total of eight months over a
two-year period. Another PowerBuoy system was deployed in June 2007. After four weeks of initial testing and
operation, the system was returned to shore for diagnostic analysis and repair. Work is currently in progress on the
design and construction of a third PowerBuoy system, which is expected to be ready for deployment at the Marine
Corps Base in Oahu by the end of 2007. The US Navy reimburses us for our costs and pays us a fixed fee in
connection with this project. Our current contract with the US Navy expires in April 2008.

In February 2006, we received approval from the South West of England Regional Development Agency to install a
wave power station off the coast of Cornwall, England, and this project is currently being funded solely by us. We are
currently in the planning and development stage. This wave power station will serve as a demonstration wave power
station, which we intend to operate as an independent power producer. We plan to collect revenue from the sale of
power to electrical utilities.

In February 2007, the US Federal Energy Regulatory Commission granted us a preliminary permit to evaluate the
feasibility of a location off the coast of Reedsport, Oregon for the proposed construction and operation of a wave
power station with anticipated capacity of 50MW. We plan to operate up to the first 5MW as an independent
producer, whereby we would collect revenue from the sale of power to electrical utilities. However, we currently do
not have any revenue-generating contracts in place for the sale of energy with respect to this project. We plan to
construct the additional 45MW under a supply contract with a third-party customer who, in turn, would own and
operate the wave power station. We have begun the planning and development phase of the initial wave power station
and have signed a cooperative agreement with PNGC. We have also filed in July 2007 with the US Federal Energy
Regulatory Commission a Pre-Application Document and Notice of Intent for Reedsport, which provides notice of our
intent to seek a license for the Reedsport wave park, and provides information regarding the project. This is an
important step in the full licensing process for the Reedsport project.

Also, in March 2007, we were awarded funding from the Scottish Ministers� Wave and Tidal Energy Support Scheme,
managed by the Scottish Executive. This funding is to support the design, manufacture and installation of a 150kW
PowerBuoy system in Orkney, Scotland.

Autonomous PowerBuoy System

The autonomous PowerBuoy system is based on the same technology as the utility PowerBuoy system but is designed
for electricity generation of relatively low amounts of power for use independent of the power grid in remote
locations. The autonomous PowerBuoy system currently has a maximum rated output ranging from 300 watts to
40kW, depending on the application. Our autonomous PowerBuoy system is designed to operate anywhere in the
ocean and in any depth of water.
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We expect that autonomous PowerBuoy systems will generally be suitable for use on a stand-alone basis for providing
power for specific applications, including sonar and radar surveillance, tsunami warning, oceanographic data
collection, offshore platforms and offshore aquaculture.

Status of Autonomous PowerBuoy Systems

Our PowerBuoy system off the coast of New Jersey was deployed from October 2005 to October 2006 when it was
removed from the ocean for planned maintenance. We have conducted extensive diagnostic tests on the system,
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providing us with information about the effects of ocean deployments, that will help us implement improvements in
future PowerBuoy systems. We have discovered no significant problems with the system, and the system has required
only routine maintenance. This system was not designed to supply electricity to the power grid, but rather to provide
us with operational data and marketing opportunities. We are awaiting delivery of new mooring lines for this
PowerBuoy system, after which we plan to immediately redeploy the system. We were partially funded for the
construction of this PowerBuoy system by the New Jersey Board of Public Utilities. We do not anticipate recognizing
any additional revenue in connection with this project, nor do we expect to incur significant additional investment.

In June 2007, we received a $1.7 million contract from the US Navy to provide our PowerBuoy technology to a
unique program for ocean data gathering. Under this 18-month program, the Navy will conduct an ocean test of our
autonomous PowerBuoy as the power source for the Navy�s Deep Water Acoustic Detection System.

In September 2004, Lockheed Martin completed testing of a PowerBuoy system with a maximum rated output of 1kW
for distributed power use on location. Subsequently, we entered into a marketing arrangement with Lockheed Martin
whereby we have agreed to market cooperatively our autonomous PowerBuoy system. We expect to generate revenue
after entering into agreements with new customers.

Marketing and Sales

We are developing our sales capabilities and have begun commercial marketing and selling of our PowerBuoy
systems. Our marketing and sales efforts are currently led and coordinated by Dr. George W. Taylor, our chief
executive officer, and Mr. Mark R. Draper, our chief operating officer and the chief executive of Ocean Power
Technologies Limited, our wholly-owned subsidiary located in the United Kingdom. Because our products use a new
commercial technology, the decision process of a customer requires substantial educational efforts, in which many of
our employees may participate. We are currently seeking to hire a vice president of business development and
marketing.

In addition to our own direct sales, we will continue to enter into development agreements and strategic alliances with
regional utility and energy companies committed to providing electricity from renewable energy sources. We plan to
leverage these relationships to sell and market our PowerBuoy wave power stations to these companies and their
affiliates and to other customers in the region. We plan to expand our relationships by entering into long-term
operations and maintenance contracts to support completed wave power stations. For example, in January 2007, we
entered into an agreement for the monitoring, operation and maintenance of the 40kW PowerBuoy system and the
ocean-based substation and infrastructure to be manufactured and deployed in connection with the first phase of the
Spain project. Under this operations and maintenance agreement, we are required to provide services for two years
following provisional acceptance of the PowerBuoy system and substation and infrastructure. We are to be paid a
fixed fee for scheduled maintenance, ongoing operations and other routine services, subject to adjustment for
unscheduled repairs.

In order to penetrate certain international markets, we plan to implement marketing strategies that respond to local
market demands. In particular markets, we may grant licenses to local businesses, including independent power
producers, to sell, manufacture or operate PowerBuoy wave power stations.

Utility PowerBuoy System Marketing

We plan to market our utility PowerBuoy systems to utilities and independent power producers interested in adding
electricity generated from renewable sources to their existing electricity supply. We are currently targeting customers
in coastal North America, the west coast of Europe, the coasts of Australia and the east coast of Japan. In addition, we
are exploring the use of our utility PowerBuoy systems for applications that include desalination of water, hydrogen
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PowerBuoy system would bypass the grid and be delivered directly to the point of electricity consumption for these
special applications.
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Subsidies and Incentives

Countries in Europe and Asia and several states in the United States have adopted a variety of government subsidies to
allow renewable sources of electricity to compete with conventional sources of electricity, such as fossil fuels.
Government subsidies and incentives generally focus on grid-connected systems and take several forms, including
tariff subsidies, renewable portfolio standards, rebates, tax incentives and low interest loans. In addition, the adoption
by governments of limits on carbon dioxide emissions and targets for renewable energy production has spurred a
market for trading of surplus carbon credits and renewable energy certificates.

We expect to be able to use the availability of subsidies and other incentives to market the electricity generated by
wave power stations as an alternative to fossil fuel generated electricity. We plan to educate potential customers on the
availability of these incentives and, where appropriate, work with them to prepare and file the necessary applications,
select sites to meet program requirements and take advantage of these incentives.

Demonstration Wave Power Stations

We use demonstration PowerBuoy systems to establish the feasibility of providing wave-generated electricity to
customers. Demonstration wave power stations allow potential customers to see first-hand the viability of wave
energy as a significant source of electricity. From October 2005 through October 2006, we operated a demonstration
PowerBuoy system off the coast of New Jersey, which allowed us to continuously monitor the system and evaluate its
performance in actual wave conditions. This PowerBuoy system was removed from the ocean for maintenance and
diagnostic testing in October 2006. Although the system did not supply electricity to the power grid, it provided us
with valuable operational data as well as important marketing opportunities.

We have identified a site off the coast of the United Kingdom to install a demonstration wave power station of up to
5MW that will connect to the power grid in Cornwall, England. In connection with the development of this wave
power station, we are planning to take advantage of incentives offered in the United Kingdom to encourage growth in
power derived from renewable sources.

The US Federal Energy Regulatory Commission has granted us a preliminary permit to develop a 50MW PowerBuoy
wave power station off the coast of Oregon that will be connected to the local power grid, the first phase of which is
expected to be a 2 to 5MW demonstration wave power station. In July 2007, we filed with the US Federal Energy
Regulatory Commission a Pre-Application Document and Notice of Intent for the Reedsport project. This provides
notice to the US Federal Energy Regulatory Commission of our intent to seek a license for the Reedsport wave park,
and provides information regarding the project. We will need additional authorization from the US Federal Energy
Regulatory Commission to sell electric power generated from the Oregon wave power station into the wholesale or
retail markets.

Autonomous PowerBuoy System Marketing

There are a variety of potential customers, such as the US Department of Homeland Security, that have specific needs
for off-grid power generation that can be supplied by our autonomous PowerBuoy. Potential applications for off-grid
power supply include sonar and radar surveillance, tsunami warning, oceanographic data collection, offshore
platforms and offshore aquaculture.

In September 2006, we entered into a marketing cooperation agreement with Lockheed Martin under which Lockheed
Martin�s Maritime Systems and Sensory business unit and we will work together to identify marketing opportunities
for our autonomous PowerBuoy system. For each marketing opportunity Lockheed Martin and we agree to pursue, a
subsequent agreement will need to be entered into setting forth the terms of the specific arrangement. The marketing
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earlier upon 30 days� prior written notice.
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Customers

The table below shows the percentage of our revenue we derived from significant customers for the periods indicated:

Fiscal Fiscal Fiscal
Customer 2005 2006 2007

US Navy 57% 61% 54%
New Jersey Board of Public Utilities 7% 5% �
Iberdrola and Total 4% 9% 35%
Lockheed Martin 32% 22% �

The US Navy accounted for a substantial portion of our revenue in fiscal 2007, but its relative contribution as a
percentage of revenues is expected to decrease in future years.

Our potential customer base for our utility PowerBuoy systems consists of public utilities, independent power
producers and other governmental entities and agencies. Our potential customer base for our autonomous PowerBuoy
systems consists of different public and private entities who use electricity in and near the ocean. Our efforts to
identify new customers are concentrated on four geographic markets: coastal North America, the west coast of
Europe, the coasts of Australia and the east coast of Japan. Our efforts to identify new customers are currently led and
coordinated by Dr. George W. Taylor, our chief executive officer, and Mr. Mark R. Draper, our chief operating officer
and the chief executive of Ocean Power Technologies Ltd., our wholly-owned subsidiary located in the United
Kingdom. We also use consultants and other personnel to assist us in locating potential customers.

Spain Project

In July 2004, we entered into a development agreement, which we refer to as the Spain development agreement, with
Iberdrola Energias Renovables II, S.A., an affiliate of Iberdrola, Sociedad para el Desarrollo Regional de Cantabria,
S.A., or SODERCAN, which is the industrial development agency of the Spanish region of Cantabria, and Instituto
para la Diversificacion y Ahorro de la Energia, S.A., or IDAE, a Spanish government agency dedicated to energy
conservation and diversification efforts, to jointly study the possibility of developing a wave power station off the
coast of Santoña located in the Cantabria region in northern Spain. Total Eolica S.A., an affiliate of Total, joined the
development agreement in June 2005. In January 2006, we completed the assessment phase of the project, which
included an assessment of wave energy resources at the site, feasibility analysis for deployment at the site,
determination of capacity and design, and an estimation of investments needed for the project as well as anticipated
costs for operation, maintenance and repairs. Expenses associated with this phase were shared among the parties to the
agreement based on agreed upon percentages. As of April 30, 2007, we had invested less than $0.1 million for our
share of the assessment phase funding, and had recognized revenue of approximately $0.3 million under the
assessment phase.

In July 2006, Iberdrola Energias Marinas de Cantabria, S.A., or Iberdrola Cantabria, was formed for the purpose of
constructing and operating a wave power station off the coast of Santoña, Spain. Iberdrola Energias is the largest
shareholder of Iberdrola Cantabria. Total Eolica, SODERCAN, IDAE and we each have minority ownership
positions. Expenses will be shared among the parties to the agreement based on agreed upon percentages. We own
10% of Iberdrola Cantabria.

In July 2006, we entered into a construction agreement with Iberdrola Cantabria, which we refer to as the Spain
construction agreement. Under this agreement, we have agreed to complete the first phase of the construction of a
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1.39MW wave power station. This phase of construction includes the manufacturing and deployment of one 40kW
PowerBuoy system, installation of the underwater power transmission cable and the deployment of the underwater
substation required for connecting the 40kW PowerBuoy system with nine additional 150kW PowerBuoy systems that
together are contemplated to constitute the 1.39MW wave power station. Under the Spain construction agreement, our
revenues are limited to reimbursement for our construction costs without any mark-up and we are required to bear the
first �0.5 million of any cost overruns and to absorb certain other costs as set forth in the agreement. The Spain
construction agreement does not cover the terms for the second phase of the 1.39MW wave
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power station project, which encompasses the deployment of the nine additional 150kW PowerBuoy systems. We will
need to agree to the terms for the second phase of this project and enter into a subsequent contract with Iberdrola
Cantabria before we can complete the construction of the full wave power station. We currently plan for the initial
40kW PowerBuoy system for this project to be ready for deployment by late 2007, and, if we can reach agreement as
to the second phase of the project, we plan to deploy the remainder of the PowerBuoy systems during the summer of
2009.

We are paid under the Spain construction agreement as we complete certain milestones for a total potential payment
for the first phase of construction of approximately �2.7 million. As of April 30, 2007, we had recognized revenue of
approximately $0.8 million and an anticipated loss of $1.3 million under the Spain construction agreement. The loss
was recognized based on a change in estimated costs associated with the Spain construction agreement, which include
costs incurred to date and our current estimate of other amounts we may be required to bear under the agreement. Our
estimates of the project�s costs may increase in the future, and we may be required to seek customer approval for
additional increases in the construction budget for the project. If the construction budget is not increased, we may
elect to incur the additional costs and continue the project, to seek other suppliers for the materials or services related
to the cost increases or to terminate the agreement. Any of such outcomes may have a material adverse effect on our
financial condition and results of operations. We have recently requested our customer to approve an increase in the
construction budget for this project beyond the initial �2.7 million value of the contract.

France Project

In June 2005, we entered into a development agreement, which we refer to as the France development agreement, with
Total Energie Development S.A., an affiliate of Total, and Iberdrola Energias Renovables II, S.A., an affiliate of
Iberdrola, to study and assess the feasibility of a 2 to 5MW wave power station off the coast of France. Pursuant to the
France development agreement, the parties have agreed to extend the current phase until June 2008. Expenses are
shared among the parties based on agreed upon percentages, which also reflect the parties� anticipated ownership
interest in the wave power station. Iberdrola Energias has a majority interest, while Total Energie and we have
minority interests, with our interest being 10%.

If upon completion of the feasibility study, Iberdrola Energias, Total Energie and we unanimously conclude that the
operation of a wave power station off the coast of France is economically, technically and financially feasible, we will
meet to discuss whether and how the wave power station should be implemented. If we proceed, Iberdrola Energias,
Total Energie and we will form a company for the purpose of constructing and operating the wave power station. Each
party will be entitled to retain its current percentage interest by making a proportionate capital investment. Regardless
of our participation in the new company, we will supply and install equipment on market terms so that the new
company can operate the wave power station. Specific terms, including price and schedule, for these supply and
installation agreements are not included in the France development agreement. Iberdrola Energias and Total Energie
may withdraw from the France development agreement without any further obligation. If we withdraw, however, we
will remain bound by our supply and installation agreements under the contract.

As of April 30, 2007, we had contributed approximately $12,500 for expenses and had recognized revenue of
approximately $0.1 million under the France development agreement.

US Navy

Since September 2001, we have entered into a series of contracts with the United States Office of Naval Research for
the development and construction of wave power systems at the Marine Corps Base in Oahu, Hawaii. Under the
contract for the current phase of the project, which was entered into in September 2005 and expires in April 2008, we
are reimbursed for costs and paid a fixed fee for total potential revenue of $2.8 million.
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In June 2007, we received a $1.7 million contract from the US Navy to provide our PowerBuoy technology to a
unique program for ocean data gathering. Under this 18-month program, the Navy will conduct an ocean test of our
autonomous PowerBuoy as the power source for the Navy�s Deep Water Acoustic Detection System.
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Backlog

Our contract backlog consists of the aggregate anticipated revenue remaining to be earned at a given time from the
uncompleted portions of our existing customer contracts. As of April 30, 2007, our contract backlog was $5.2 million
as compared to $2.6 million as of April 30, 2006. We anticipate that a majority of our backlog will be recognized as
revenue over the next 12 months.

The amount of contract backlog is not necessarily indicative of future revenue because modifications to or
terminations of present contracts and production delays can provide additional revenue or reduce anticipated revenue.
A substantial majority of our revenue is recognised using the percentage-of-completion method, and changes in
estimates from time to time may have a significant effect on revenue and backlog. Our backlog is also typically
subject to large variations from time to time due to the timing of new awards.

Manufacturing and Deployment

Manufacturing and Raw Materials

We engage in two types of manufacturing activities: the manufacturing of the high value-added components, or
modules, for systems control, power generation and power conversion for each PowerBuoy system, and the
contracting and fabrication of the buoy-like structure, anchoring and mooring, and cabling.

Our core in-house manufacturing activity is the assembly and testing of the power generation and control modules at
our Pennington, New Jersey facility. The power generation and control modules include the critical electrical and
electronic systems that convert the mechanical energy into usable electrical energy. The sensors and control systems
use sophisticated technology to monitor ocean conditions and automatically optimize the performance of the
PowerBuoy system in response to those changing conditions. We have several patents, including those that cover our
power generation, power conversion and control technologies. Due to the critical and proprietary nature of these
systems, we do not outsource their assembly and testing. After a generator and control module passes our rigorous
quality control procedures, it is transported as a ready-to-install component to the project site. We currently employ
thirteen employees who are responsible for manufacturing and testing our generators and control systems. In order to
meet our growth objectives, we will need to increase our engineering and manufacturing staff by over 120 people by
the end of fiscal 2010. In addition to adding engineers with various specialties, we plan to hire a manager of our
production manufacturing and a manager of our supply chain by the end of fiscal 2008.

We purchase the remaining components of and raw materials for each PowerBuoy system from various vendors.
Currently, we contract for these components on a project-by-project basis. We conduct a bidding process to select a
supplier with the optimal combination of price, delivery terms and quality. Our goal is to develop ongoing
relationships with select vendors centrally located in different regions, which will allow us to reduce unit costs as our
volume increases. We provide specifications to each vendor who is responsible for performing quality analysis and
quality control over the course of construction, subject to our review of the quality test procedures and results. After
each vendor completes testing of the component, it is transported ready-to-install to the project site.

Upon arrival at the project site, the generator and control modules are integrated with the balance of the components
of the PowerBuoy system. We are highly dependent on our third-party suppliers; however, we actively manage key
steps in the supply chain. We act as the general contractor, and retain the ultimate responsibility for building the
PowerBuoy wave power station, and installing, testing and deploying the complete wave power station at the project
site. This process requires significant project and contract management by us. We currently employ individuals who
have experience with all aspects of both the manufacturing and engineering contracting processes, and demonstrated
organizational capabilities in these critical areas.
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For our existing and currently planned deployments, we purchase from subcontractors the mooring system and cables
needed to install the PowerBuoy system and connect it to either the power grid or a remote power site. The vendor
usually transports these components to the project site.
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Each step in the deployment process for our existing and currently planned deployments is outsourced to
subcontractors located near the project site. First the mooring system, consisting of floats, anchors and chains, are
brought to the wave power station�s ultimate ocean location by workboats. At the same time, the cable to transmit the
generated electricity is laid by a subcontractor. Next, the PowerBuoy system is towed to the ocean location and fixed
to the mooring system. The PowerBuoy system would then be connected to the transmission cable, which would then
be connected to the grid or the distributed power site. At this point, we would have a fully assembled PowerBuoy
wave power station, which, subject to final testing, would be ready for operation. An array of PowerBuoy systems
would be installed using a similar approach.

We expect that the subcontractor services required for deployment of a wave power station will be readily available in
the locations where we currently plan to deploy our systems, although we are dependent on third parties for the entire
process. We actively manage each step with personnel who have significant project management and deployment
experience.

Research and Development

Our research and development team consists of employees with a broad range of experience in mechanical
engineering, electrical engineering, hydrodynamics and systems engineering. We engage in extensive research and
development efforts to improve PowerBuoy efficiency and power output and to reduce manufacturing cost and
complexity. Our research and development efforts are currently focused on product development, in particular
increasing the output of our utility PowerBuoy system. We are also conducting research on improvements to our
current technology, including alternative power generation and power take off systems.

Research and development expenses are reflected on our consolidated statements of operations as product
development costs. Our company-sponsored research and development expenses were approximately $0.9 million for
fiscal 2005, $4.2 million for fiscal 2006 and $6.2 million for fiscal 2007. In addition, while we have in the past
self-funded the majority of our research and development expenditures, we also have customer-sponsored research
and development expenses of approximately $0.2 million for fiscal 2005, $0.1 million for fiscal 2006 and $0.1 million
for fiscal 2007.

We currently plan to increase the maximum rated output of our utility PowerBuoy system to 150kW in 2007, to
250kW in 2008 and ultimately to 500kW in 2010. The key to increasing the rated output of the PowerBuoy system is
to increase the system�s efficiency as well as its diameter. If we increase the size of a PowerBuoy system, we will be
able to increase the amount of wave energy the system can capture and, in turn, increase the output of the system. For
example, if we double the size of the unit�s diameter, we will approximately quadruple its power capacity. We believe
that we will be able to increase the output capacity of the PowerBuoy system using technology that we have already
developed, so our focus is on the design, manufacture, testing and deployment of the higher capacity systems. We are
exploring design and construction techniques that will enable the larger PowerBuoy systems to be deployed cost
effectively and without damage. For example, our 40kW PowerBuoy systems are transported to the onshore
deployment sites using standard flatbed trucks. However, the assembled 150kW PowerBuoy systems will be too large
for these trucks and will need to be transported in modules and assembled on-site. In addition, we may need to adjust
the mooring system to account for the larger-sized PowerBuoy systems.

We have made substantial progress in the design, analysis and commencement of fabrication of what we believe to be
the first utility-grade underwater substation, or pod, for wave power. The pod serves as the point at which energy
generated by several PowerBuoys is aggregated and the voltage is increased, prior to transmission ashore and being
fed into the power grid. The required switching and protection circuits for the individual PowerBuoys are also
included in the pod. In addition, our 150kW PowerBuoy design effort is well underway. The power conversion and
controls system is substantially complete for the 150kW PowerBuoy system, and we expect to commence ocean

Edgar Filing: Ocean Power Technologies, Inc. - Form 10-K

Table of Contents 36



testing in 2008.

We also plan to continue our technology development of specific applications for our PowerBuoy systems to expand
our growth opportunities. For example, we are exploring applications that include desalination of water, hydrogen
production, water treatment and natural resource processing.
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We expect our research and development expenses to continue to rise in the next several years, with our product
development expenses increasing more rapidly than our research expenses.

Intellectual Property

We believe that our technology differentiates us from other providers of wave and other renewable energy
technologies. As a result, our success depends in part on our ability to obtain and maintain proprietary protection for
our products, technology and know-how, to operate without infringing the proprietary rights of others and to prevent
others from infringing our proprietary rights. Our policy is to seek to protect our proprietary position by, among other
methods, filing United States and foreign patent applications related to our proprietary technology, inventions and
improvements that are important to the development of our business. We also rely on trade secrets, know-how, and
continuing technological innovation and may rely on in-licensing opportunities to develop and maintain our
proprietary position.

As of April 30, 2007, we owned a total of 31 issued United States patents and 16 United States patent applications.
We have pending foreign counterparts to nine of our issued patents and 11 of our pending non-provisional patent
applications.

Our patent portfolio includes patents and patent applications with claims directed to:

� system design;

� control systems;

� power conversion;

� anchoring and mooring; and

� wave farm architecture.

The expiration dates for our issued United States patents range from 2015 to 2023. We do not consider any single
patent or patent application that we hold to be material to our business. The patent positions of companies like ours are
generally uncertain and involve complex legal and factual questions. Our ability to maintain and solidify our
proprietary position for our technology will depend on our success in obtaining effective patent claims and enforcing
those claims once granted. In addition, certain technologies that we developed with US federal government funding
are subject to certain government rights as described in �Risk Factors � Risks Relating to Our Business.�

We use trademarks on nearly all of our products and believe that having distinctive marks is an important factor in
marketing our products. We have registered our PowerBuoy® mark and filed applications to register our CellBuoytm

and Talk on Watertm marks for a cellular telephone service application of our autonomous PowerBuoy system and our
Making Waves in Powersm service mark in the United States.

Competition

We compete and will compete with power generation equipment suppliers in all segments of the electric power
industry, including wave energy, other forms of renewable energy and traditional fossil fuel. The renewable energy
industry is both highly competitive and continually evolving as participants strive to distinguish themselves within
their markets and compete within the larger electric power industry. Many of our competitors in certain of these
segments have established a stronger market position than ours and have greater resources and name recognition than
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we have. In addition, there are many companies, including some of the largest multinational energy companies, that
are developing or sponsoring innovative technologies for renewable energy production. Accordingly, our success
depends in part on developing and demonstrating the commercial viability of wave energy solutions and identifying
markets for and applications of our PowerBuoy systems and technology.

Although the market for equipment that generates electricity from wave energy is in its early stage of commercial
development, there are a number of private companies, some with institutional funding, developing technologies to
generate electricity from wave energy, and we compete or will compete with them. We believe there are 20 to
30 companies worldwide developing wave energy technologies. Most of these companies are located in the
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United Kingdom, continental Europe, the United States and Australia, and almost all are focused on offshore systems.
Only a few of these companies have conducted ocean testing of their systems, which is the critical factor in proving
the survivability and performance of any wave energy system.

Sixteen companies expressed an interest to the South West of England Regional Development Agency in participating
in the development of a new Wave Hub power station project off the coast of Cornwall, England. Four companies
were ultimately selected: Ocean Prospect Ltd., a subsidiary of the Wind Prospect group, Fred.Olsen Ltd., Oceanlinx
and us.

Ocean Prospect Ltd. has stated that it will deploy the Pelamis device developed by Ocean Power Delivery at the
Cornwall site. The Pelamis system is a semi-submerged, articulated structure composed of cylindrical sections linked
by hinged joints. The wave-induced motion of these cylinders relative to each other is used to pump hydraulic power
take off systems, providing the mechanical power to turn the generators to produce electricity. Fred.Olsen, a ship and
offshore platform builder, intends to deploy a multiple point-absorber system comprised of a number of floating buoys
attached to a stable floating platform. Oceanlinx intends to deploy a large floating system which is based on an
oscillating water column and proprietary turbine. Additional competitors may enter the market, and we are likely to
compete with new companies in the future.

To compete effectively, we have to demonstrate that our PowerBuoy systems are attractive, compared to other wave
energy systems and other renewable energy systems, by differentiating our systems on the basis of performance,
survivability in operation and storm wave conditions, cost effectiveness and the operations and maintenance services
that we provide. We believe that we perform favorably to our competition with respect to each of these factors.

Government Regulation

The electric power industry is subject to extensive regulation, which varies by jurisdiction. For example, the electricity
industry in the United States is governed by both federal and state laws and regulations, with the federal government
having jurisdiction over the sale and transmission of electricity at the wholesale level in interstate commerce, and the
states having jurisdiction over the sale and distribution of electricity at the retail level. The electricity industry in the
European Union, or the EU, is primarily governed by national law, but a number of EU-level regulations impose
obligations on member states, notably with respect to the liberalization of the electricity markets.

The renewable energy industry has also been subject to increasing regulation, however none of the countries in which
we are currently marketing our PowerBuoy systems have comprehensive regulatory schemes tailored to wave energy.
As the renewable energy industry continues to evolve and as the wave energy industry in particular develops, we
anticipate that wave energy technology and our PowerBuoy systems and their deployment will be subject to increased
oversight and regulation in accordance with international, national and local regulations relating to safety, sites,
environmental protection, utility interconnection and metering and related matters.

Our PowerBuoy wave power stations currently face regulation in the US and in foreign jurisdictions concerning,
among other areas, the sale and transmission of electricity, site approval and environmental approval and compliance.
In order to encourage the adoption of renewable energy systems, many governments offer subsidies and other
financial incentives and have mandated renewable energy targets. These subsidies, incentives and targets may not be
applicable to our wave energy technology and therefore may not be available for us or our customers.

Sale and Transmission of Electricity

The US government regulates the electricity wholesale and transmission business through the Federal Energy
Regulatory Commission, or FERC. FERC regulates the rates and terms for sales of electricity at the wholesale level,
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and the organization, governance and financing of the companies engaged in electricity sales. As a result, FERC
regulates the rates charged for sales of electric power from a wave power station into the wholesale market, although it
is possible to obtain an exemption from FERC that would allow those sales to occur at market-based rates. FERC also
regulates the construction, operation and maintenance of any dam, water conduit, reservoir or powerhouse
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along or in any of the navigable waters of the United States for the purpose of generating electric power. As a result,
the construction and operation of a wave power station in the United States requires the issuance of a license by
FERC. We have been granted a preliminary permit by FERC to evaluate the feasibility of a 50MW wave power
station off the coast of Oregon. An application to FERC was not required for the current project in New Jersey
because the system is not grid-connected and is for demonstration purposes.

Under Spanish law, each of the Spanish Autonomous Regions, including the Cantabria region, has the power to issue
administrative authorizations for the construction and exploitation of installations for the production of renewable
energy, including installations that use the energy of waves.

Site Approval

Generally, we expect that we will deploy our PowerBuoy systems in the range of one to five miles from the shore,
subject to water depth and overall wave heights. Although regulations regarding the use of ocean space vary around
the world, we do not expect significant delay in obtaining site approvals, as governments have to date encouraged the
use of renewable energy sources. Our customers for the Spain and France projects and the South West of England
Regional Development Agency for the Cornwall, England project are responsible for obtaining the necessary siting
permits for their projects.

In the United States, federal agencies regulate the siting of renewable energy and related-uses located on the outer
continental shelf, which is generally more than three miles offshore. For projects located within three miles of the US
shore, the adjacent state would be responsible for issuing a lease and other required authorizations for the location of
the project. In either case an assessment of the potential environmental impact of the project would be conducted in
addition to other requirements. In Spain, the owner of the wave power station will be required to pay rent to the
Spanish government, which will be negotiated prior to installation.

Environmental Approval and Compliance

We are subject to various foreign, federal, state and local environmental protection and health and safety laws and
regulations governing, among other things: the generation, storage, handling, use and transportation of hazardous
materials; the emission and discharge of hazardous materials into the ground, air or water; and the health and safety of
our employees. In addition, in the United States, the construction and operation of a power system offshore would
require permits and approvals from FERC, the Coast Guard, the Army Corps of Engineers and other governmental
authorities. These required permits and approvals evaluate, among other things, whether the proposed project is in the
public interest and ensure that the project would not create a hazard to navigation. Other foreign and international laws
may require similar approvals. Each PowerBuoy system installed within Spanish territorial waters must be approved
and authorized by the Spanish Ministry of Environment. In addition, we anticipate that our PowerBuoy systems will
be subject to EU law on the protection of the environment and environmental assessments of development projects
including the Environmental Impact Assessment and Strategic Environmental Assessment Directives.

We believe that a significant advantage of our PowerBuoy systems is that they do not present significant
environmental risks when compared to traditional power generation technologies, as there is no significant visual or
audible impact and such systems have not been shown to have a significant negative effect on fish or sea mammals.
We are not aware of any liabilities in connection with compliance with such laws, regulations, permits and approvals
that would have a material adverse effect on our financial position, results of operations or cash flows.

Subsidies and Incentives
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Several governments have enacted subsidies and incentives designed to encourage the development of renewable
energy resources. Because of the relative novelty of wave energy generation, these government programs generally do
not apply specifically to wave energy generation, and so these programs may not be available to our customers or us
in all cases.

Under a tariff subsidy, the government sets price subsidies to be paid to electricity producers for renewable electricity
generated by them. The prices are set above market rates and may be differentiated based on system size
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or application. Under a renewable portfolio standard, the government requires regulated utilities to supply a portion of
their total electricity in the form of renewable electricity. Some programs further specify that a portion of the
renewable energy quota must be from a particular renewable energy source, although none have specific quotas for
wave energy.

Tax incentive programs for renewable energy exist in the United States at both the federal and state level and can take
the form of investment tax credits, accelerated depreciation and property tax exemptions. Several governments also
facilitate low interest loans for renewable energy systems, either through direct lending, credit enhancement or other
programs.

Each of the member states of the EU has a country-specific target for the level of consumption of electricity from
renewable sources that it should attain by 2010. The United Kingdom Renewables Obligation of April 2002 included
a target of 10% of electricity generation to come from renewable sources by 2010 and 15% by 2016, which will
continue until 2027. Electricity suppliers that are unable to otherwise meet their renewables obligation have to pay a
buy-out price (currently £0.033 per kilowatt hour) or purchase Renewables Obligation Certificates from companies
that generate electricity from renewable resources. The United Kingdom Department of Trade and Industry has
established a £50 million Marine Renewables Deployment Fund of which £42 million is allocated to provide a
maximum seven-year benefit to any one marine power technology of £9 million, in the form of a 25% capital grant
and a tariff supplement of £0.10 per kilowatt-hour generated.

Many countries and other local jurisdictions have established limits on carbon dioxide emissions. In particular, a key
component of the Kyoto Protocol is the commitments made by certain countries to reduce carbon dioxide emissions.
The country, locality or companies within the jurisdiction are given carbon emission allowances, or carbon credits,
which represent the right to emit a specific amount of carbon dioxide. A country, locality or company having
emissions that exceed its allocated carbon credits may purchase unused carbon credits from a country, locality or
company that has reduced its emissions beyond its requirements to do so. The carbon dioxide emissions from a
PowerBuoy wave power station are far lower than the emissions from a fossil fuel power station of the same capacity.
Therefore, a PowerBuoy wave power station may generate carbon credits that could be used and sold.

In 2000, we entered into an agreement with Woodside Sustainable Energy Solutions Pty. Ltd., or Woodside, under
which we received $0.6 million in exchange for granting Woodside an option to purchase, at a 30% discount from the
then-prevailing market rate, up to 500,000 metric tons of carbon emission credits we generate during the years 2008
through 2012. If by December 31, 2012 we do not sell to Woodside the full amount of emission credits covered by the
option, we may be obligated to return all or a portion of the option fee and, in certain circumstances, pay additional
amounts to Woodside.

Employees

As of April 30, 2007, we had 37 employees, including 13 employees in manufacturing, 14 in research, development
and engineering functions and ten employees in selling, general and administrative functions. Of these employees, 30
are located in Pennington, New Jersey and seven are located in Warwick, UK. We believe that our future success will
depend in part on our continued ability to attract, hire and retain qualified personnel. None of our employees is
represented by a labor union, and we believe our employee relations are good.

In order to meet our short-term goals, we plan to add approximately 15 employees, including a vice president of
business development and engineers with varying levels and areas of expertise by the end of 2007. By the end of fiscal
2010, we will need to increase our staff by nearly six times in order to meet our current manufacturing targets. The
majority of our new hires will be engineers with varying levels and areas of expertise, project managers and
manufacturing personnel.
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We currently have a property and liability insurance policy underwritten by Lloyd�s Underwriters that covers our
PowerBuoy systems in Hawaii and New Jersey, and that can be expanded to cover our PowerBuoy systems to be
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deployed off the coasts of Santoña, Spain, Cornwall, England and France. We have not claimed any losses under this
policy.

ITEM 1A. RISK FACTORS

You should carefully consider the risks described below with all of the other information included in this Annual
Report before deciding to invest in our common stock. If any of the following risks actually occur, they may
materially harm our business and our financial condition and results of operations. In this event, the market price of
our common stock could decline and your investment could be lost.

Risks Relating to Our Business

We have a history of operating losses and may never achieve or maintain profitability.

We have incurred net losses since we began operations in 1994, including net losses of $0.4 million in fiscal 2005,
$7.1 million in fiscal 2006 and $9.6 million in fiscal 2007. As of April 30, 2007, we had an accumulated deficit of
approximately $38.3 million. These losses have resulted primarily from costs incurred in our research and
development programs and from our selling, general and administrative costs. We expect to increase our operating
expenses significantly as we continue to expand our infrastructure, research and development programs and
commercialization activities. As a result, we will need to generate significant revenues to cover these costs and
achieve profitability.

We have entered into an agreement for the first phase of construction of a wave power station off the coast of Santoña,
Spain, as well as an operations and maintenance contract for the equipment to be installed in this first phase. Under
both contracts, our potential profitability is limited. Under the construction contract, our revenues are limited to
reimbursement for our construction costs without any mark-up and we are required to bear the first �0.5 million of any
cost overruns and to absorb certain other costs as set forth in the agreement. Our estimates of the project�s costs may
increase in the future, and we may be required to seek customer approval for additional increases in the construction
budget for the project. If the construction budget is not increased, we may elect to incur the additional costs and
continue the project, to seek other suppliers for the materials or services related to the cost increases or to terminate
the agreement. Any of such outcomes may have a material adverse effect on our financial condition and results of
operations. We have recently requested our customer to approve an increase in the construction budget for this project
beyond the intitial �2.7 million value of the contract. Under the operations and maintenance contract, we are paid a
fixed fee for scheduled maintenance, the profits on which are required to be refunded to cover any unscheduled
maintenance fees we receive during the term of the agreement.

We do not know whether or when we will become profitable because of the significant uncertainties with respect to
our ability to successfully commercialize our PowerBuoy systems in the emerging renewable energy market. Even if
we do achieve profitability, we may not be able to sustain or increase profitability on a quarterly or annual basis. If we
are unable to achieve and then maintain profitability, the market value of our common stock may decline.

Wave energy technology may not gain broad commercial acceptance, and therefore our revenues may not increase,
and we may be unable to achieve and then sustain profitability.

Wave energy technology is at an early stage of development, and the extent to which wave energy power generation
will be commercially viable is uncertain. Many factors may affect the commercial acceptance of wave energy
technology, including the following:

� 
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performance, reliability and cost-effectiveness of wave energy technology compared to conventional and other
renewable energy sources and products;

� developments relating to other renewable energy generation technologies;

� fluctuations in economic and market conditions that affect the cost or viability of conventional and renewable
energy sources, such as increases or decreases in the prices of oil and other fossil fuels;

� overall growth in the renewable energy equipment market;
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� availability and terms of government subsidies and incentives to support the development of renewable energy
sources, including wave energy;

� fluctuations in capital expenditures by utilities and independent power producers, which tend to decrease when
the economy slows and interest rates increase; and

� the development of new and profitable applications requiring the type of remote electric power provided by our
autonomous wave energy systems.

If wave energy technology does not gain broad commercial acceptance, our business will be materially harmed and we
may need to curtail or cease operations.

If sufficient demand for our PowerBuoy systems does not develop or takes longer to develop than we anticipate, our
revenues may decline, and we may be unable to achieve and then sustain profitability.

Even if wave energy technology achieves broad commercial acceptance, our PowerBuoy systems may not prove to be
a commercially viable technology for generating electricity from ocean waves. We have invested a significant portion
of our time and financial resources since our inception in the development of our PowerBuoy systems. To date, we
have not yet manufactured and deployed any PowerBuoy systems for commercial use. As we begin to manufacture,
market, sell and deploy our PowerBuoy systems in greater quantities, unforeseen hurdles may be encountered that
would limit the commercial viability of our PowerBuoy systems, including unanticipated manufacturing, deployment,
operating, maintenance and other costs. Our target customers and we may also encounter technical obstacles to
deploying, operating and maintaining PowerBuoy systems in quantities necessary to generate competitively-priced
electricity.

If demand for our PowerBuoy systems fails to develop sufficiently, we may be unable to grow our business or
generate sufficient revenues to achieve and then sustain profitability. In addition, demand for PowerBuoy systems in
our presently targeted markets, including coastal North America, the west coast of Europe, the coasts of Australia and
the east coast of Japan, may not develop or may develop to a lesser extent than we anticipate.

If we are not successful in commercializing our PowerBuoy system, or are significantly delayed in doing so, our
business, financial condition and results of operations could be adversely affected.

The reduction or elimination of government subsidies and economic incentives for renewable energy sources could
prevent demand for our PowerBuoy systems from developing, which in turn would adversely affect our business,
financial condition and results of operations.

Federal, state and local governmental bodies in many countries, most notably France, Spain, the United Kingdom,
Australia, Japan and the United States, have provided subsidies in the form of tariff subsidies, rebates, tax credits and
other incentives to utilities, power generators and distributors using renewable energy. However, these incentives and
subsidies generally decline over time, and many incentive and subsidy programs have specific expiration dates.
Moreover, because the market for electricity generated from wave energy is at an early stage of development, some of
the programs may not include wave energy as a renewable energy source eligible for the incentives and subsidies.

Currently, the cost of electricity generated from wave energy, without the benefit of subsidies or other economic
incentives, substantially exceeds the price of electricity in most significant markets in the world. As a result, the
near-term growth of the market for our utility PowerBuoy systems, which are designed to feed electricity into a local
or regional power grid, depends significantly on the availability and size of government incentives and subsidies for
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wave energy. As renewable energy becomes more of a competitive threat to conventional energy providers,
companies active in the conventional energy business may increase their lobbying efforts in order to encourage
governments to stop providing subsidies for renewable energy, including wave energy. We cannot predict the level of
any such efforts, or how governments may react to such efforts. The reduction, elimination or expiration of
government incentives and subsidies, or the exclusion of wave energy technology from those incentives and subsidies,
may result in the diminished competitiveness of wave energy relative to conventional and non-wave energy renewable
sources of energy. Such diminished competitiveness could materially and adversely affect the
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growth of the wave energy industry, which could in turn adversely affect our business, financial condition and results
of operations.

In 2000, we entered into an agreement with Woodside, under which we received $0.6 million in exchange for granting
Woodside an option to purchase, at a 30% discount from the then-prevailing market rate, up to 500,000 metric tons of
carbon emission credits we generate during the years 2008 through 2012. However, if by December 31, 2012 we do
not become entitled under applicable laws to the full amount of emission credits covered by the option, we are
obligated to return the option fee of $0.6 million, less the aggregate discount on any emission credits sold to Woodside
prior to such date. If we receive emission credits under applicable laws and fail to sell to Woodside the credits up to
the full amount of emission credits covered by the option, Woodside is entitled to liquidated damages equal to 30% of
the aggregate market value of the shortfall in emission credits (subject to a limit on the market price of emission
credits).

Our product development costs have been steadily increasing and are likely to increase significantly over the next
several years.

Our product development costs primarily relate to our efforts to increase the maximum rated output of our current
40kW utility PowerBuoy system in successive stages to 500kW in 2010. Our product development costs were
$0.9 million in fiscal 2005 as compared to $4.2 million in fiscal 2006 and $6.2 million in fiscal 2007. We anticipate
that our product development costs related to the planned increase in the output of our utility PowerBuoy system will
increase significantly over the next several years.

We have invested, and will continue to invest, funds to construct demonstration wave power stations that may
generate little or no direct revenue.

We have constructed, and plan to construct in the future, demonstration wave power stations to establish the feasibility
of wave energy technology and to encourage the market adoption of our wave power stations. Demonstration wave
power stations allow potential customers to see first-hand the viability of wave energy technology as a source of
electricity. We incur significant costs in constructing and maintaining these demonstration wave power stations, and
we may generate little or no direct revenue from them.

Our PowerBuoy systems do not have a sufficient operating history to confirm how they will perform over their
estimated 30-year useful life.

We began developing and testing wave energy technology ten years ago. However, to date we have only
manufactured nine PowerBuoy systems for use in testing and development. The longest continuous in-ocean
deployment of our PowerBuoy system has been for 12 months. As a result, our PowerBuoy systems do not have a
sufficient operating history to confirm how they will perform over their estimated 30-year useful life. Our technology
has not been deployed commercially and we have not yet demonstrated that our engineering and test results can be
duplicated in commercial production. We have conducted and plan to continue to conduct practical testing of our
PowerBuoy system. If our PowerBuoy system ultimately proves ineffective or unfeasible, we may not be able to
engage in commercial production of our products or we may become liable to our customers for quantities we are
obligated but are unable to produce. If our PowerBuoy systems perform below expectations, we could lose customers
and face substantial repair and replacement expense which could in turn adversely affect our business, financial
condition and results of operations.

Our future success depends on our ability to increase the maximum rated power output of our utility PowerBuoy
system. If we are unable to increase the maximum rated output of our utility PowerBuoy system, the commercial
prospects for our utility PowerBuoy system would be adversely affected.
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One of our goals is to increase the maximum rated output of our utility PowerBuoy system, which is currently 40kW,
to 150kW in 2007, then to 250kW in 2008 and ultimately to 500kW in 2010. Our success in meeting this objective
depends on our ability to significantly increase the power output of our PowerBuoy system in a cost-effective and
timely manner and our ability to overcome the engineering and deployment hurdles that we face, including developing
design and construction techniques that will enable the larger PowerBuoy systems to be
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deployed cost effectively and without damage, and developing adjustments to the mooring system to account for the
larger-sized PowerBuoy systems. We have experienced delays in the development and deployment of our PowerBuoy
system in the past, and could experience similar delays or other difficulties in the future. If we cannot increase the
power output of the PowerBuoy system, or if it takes us longer to do so than we anticipate, we may be unable to
expand our business, maintain our competitive position, satisfy our contractual obligations or become profitable. In
addition, if the cost associated with these development efforts exceeds our projections, our results of operations will
be adversely affected.

If we do not reach full commercial scale, we may not be able to offer a cost competitive power station and the
commercial prospects of our utility PowerBuoy system would be adversely affected.

Unless we reach full commercial scale, which we estimate to be manufacturing levels of at least 300 units of 500kW
PowerBuoy systems per year, we may not be able to offer an electricity solution that competes on a non-subsidized
basis with today�s price of wholesale electricity in key markets in the United States, Europe, Japan and Australia. If we
do not reach full commercial scale, the commercial prospects for our utility PowerBuoy system would be adversely
affected.

We have not yet deployed a wave power station consisting of an array of two or more PowerBuoy systems. If we are
unable to deploy a multiple-system wave power station, our revenues may not increase, and we may be unable to
achieve and then maintain profitability.

We have not yet deployed a wave power station consisting of an array of two or more PowerBuoy systems. Our
success in developing and deploying a wave power station consisting of an array of two or more PowerBuoy systems
is contingent upon, among other things, receipt of required governmental permits, obtaining adequate financing,
successful array design implementation and finally, successful deployment and connection of the PowerBuoy systems.

We have not conducted ocean testing or otherwise installed in the ocean a multiple-system wave power station. In
particular, unlike single-system wave power stations, multiple-system wave power stations require use of an
underwater substation to connect the cables from, and collect the electricity generated by, each PowerBuoy system in
the array. If our underwater substation does not work as we anticipate, we will need to design an alternative system,
which could delay our business plans. In addition, unanticipated issues may arise with the logistics and mechanics of
deploying and maintaining multiple PowerBuoy systems at a single site and the additional equipment associated with
these multiple-system wave power stations.

We may be unsuccessful in accomplishing any of these tasks or doing so on a timely basis. The development and
deployment of an array of PowerBuoy systems may require us to incur significant expenses for preliminary
engineering, permitting and legal and other expenses before we can determine whether a project is feasible,
economically attractive or capable of being financed.

If we are unable to deploy larger PowerBuoy systems cost effectively and without damage to the systems, we may be
unable to compete effectively.

We will need to build larger buoys in order to increase the output of our current PowerBuoy systems. The larger buoys
will be more difficult than our current buoys to deploy cost effectively and without damage. Our current deployment
methodologies, including transportation to the installation site and the mooring of the PowerBuoy systems, will need
to be revised for PowerBuoy systems with greater output. If we cannot develop cost effective methodologies for
deployment of the larger PowerBuoy systems, or if it takes us longer to do so than we anticipate, we may not be able
to deploy such systems in the time we anticipate or at all. Therefore, even if we succeed in increasing the output of our
PowerBuoy systems above 40kW, if we are unable to deploy these larger PowerBuoy systems or encounter problems
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If we are not successful in completing the development of wave power stations in Spain or France, it would
materially harm our business, financial condition and results of operations.

In July 2006, we entered into an agreement for the first phase of the construction of a wave power station off the coast
of Santoña, Spain, with our customer, Iberdrola Energias Marinas de Cantabria, S.A., or Iberdrola Cantabria. We refer
to this agreement as the Spain construction agreement. Iberdrola Cantabria was formed by affiliates of Iberdrola and
Total, two Spanish governmental agencies and us for the purpose of constructing and operating a wave power station
off the coast of Spain. Under the Spain construction agreement, we have agreed to manufacture and deploy by no later
than December 31, 2009 one 40kW PowerBuoy system and the ocean-based substation and infrastructure required to
connect nine additional 150kW PowerBuoy systems that together are contemplated to constitute a 1.39MW wave
power station. Under the terms of the agreement, our revenues are limited to reimbursement for our construction costs
without any mark-up. In addition, we are required to bear the first �0.5 million of any cost overruns and to absorb
certain other costs as set forth in the agreement. Our estimates of the project�s costs may increase in the future, and we
may be required to seek customer approval for additional increases in the construction budget for the project. If the
construction budget is not increased, we may elect to incur the additional costs and continue the project, to seek other
suppliers for the materials or services related to the cost increases or to terminate the agreement. Any of such
outcomes may have a material adverse effect on our financial condition and results of operations. We have recently
requested our customer to approve an increase in the construction budget for this project beyond the intitial �2.7 million
value of the contract. As of April 30, 2007, we had recognized an anticipated loss of $1.3 million under the Spain
construction agreement, which includes costs incurred to date and our current estimate of other amounts we may be
required to bear under the agreement.

In addition, because the Spain construction agreement does not cover the terms for deployment of all ten PowerBuoy
units, we will need to enter into a subsequent contract with Iberdrola Cantabria before we complete construction of the
full wave power station. If we are unable to successfully manufacture all ten PowerBuoy units or meet the terms of the
Spain construction agreement, or if we are not able to successfully negotiate a subsequent contract with Iberdrola
Cantabria for the deployment of the nine additional PowerBuoy units, we may lose a material component of our
current and anticipated revenue stream. Iberdrola Cantabria has the right to terminate the agreement if we interrupt our
services for more than 180 days and do not resume within a 30-day period or if the first phase of construction is not
complete by December 31, 2009 for reasons attributable to us, or for a serious and repeated breach of a major
obligation that is not cured within a 30-day period after we receive notice of the breach. If Iberdrola Cantabria were to
terminate the Spain construction agreement for any of these reasons, we may not be able to find another company to
fund development of the wave power station. In addition, we have made guarantees to Iberdrola Cantabria associated
with the first phase of construction in respect of the quality, repair and replacement of the 40kW PowerBuoy system
and ocean-based substation and the level of power output of the 40kW PowerBuoy system.

Under our agreement with affiliates of Iberdrola and Total to study and assess the feasibility of a wave power station
off the coast of France, either of Iberdrola or Total may withdraw without further obligation. In addition, in order to
proceed with development of the France wave power station, all three parties must conclude that development is
feasible. If we proceed, Iberdrola, Total and we will form a new company for the purpose of constructing and
operating the wave power station. If either Iberdrola or Total withdraws or does not agree that development of the
wave power station is feasible, we may not be able to proceed with development of the wave power station. In
addition, if we withdraw from the France project, we will remain obligated to supply and install equipment and
provide the new company with assistance and information so that a new company can operate the wave power station.
In addition, pursuant to the France development agreement, we are restricted from developing or building, or
supplying equipment for use in, a PowerBuoy system to any other customer in France until December 2008.

If either of the Spain or France projects were cancelled or otherwise interrupted, it would adversely affect our
business, financial condition and results of operations.
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If we are unable to successfully negotiate and enter into operations and maintenance contracts with our customers
on terms that are acceptable to us, our ability to diversify our revenue stream will be impaired.

An important element of our business strategy is to maximize our revenue opportunities with our existing and future
customers by seeking to enter into operations and maintenance contracts with them under which we would be paid
fees for operating and maintaining wave power stations that they have purchased from us. Even if customers purchase
our PowerBuoy systems, they may not enter into operations and maintenance contracts with us. We may not be able to
negotiate operations and maintenance contracts that provide us with any profit opportunities. Even if we successfully
negotiate and enter into such operations and maintenance contracts, our customers may terminate them prematurely or
they may not be profitable for a variety of reasons, including the presence of unforeseen hurdles or costs. In addition,
our inability to perform adequately under such operations and maintenance contracts could impair our efforts to
successfully market the PowerBuoy systems. Any one of these outcomes could have a material adverse effect on our
business, financial condition and results of operations.

If we are unable to fulfill our obligations under our current operations and maintenance contract in a cost
effective manner, our financial condition and results of operations could be adversely affected.

In January 2007, we entered into an agreement with Iberdrola Cantabria for the monitoring, operation and
maintenance of the 40kW PowerBuoy system and the ocean-based substation and infrastructure to be manufactured
and deployed under the Spain construction agreement. Under this operations and maintenance agreement, we are
required to provide services for two years following provisional acceptance of the PowerBuoy system and substation
and infrastructure. We are to be paid a fixed fee for scheduled maintenance, ongoing operations and other routine
services. In connection with any unscheduled repairs we perform under the operations and maintenance agreement,
Iberdrola Cantabria and we will agree on the fees, if any, and timing, for those services. To the extent we would
otherwise have profits from the fixed fee at the end of the two-year initial term of the agreement, we are obligated to
reimburse Iberdrola Cantabria for any fees paid to us for unscheduled repairs. If the costs we actually incur in
connection with providing services under the operations and maintenance agreement exceed the fees we receive, we
will incur a loss in connection with these services, which could adversely affect our financial condition and results of
operations.

Our inability to effectively manage our growth could adversely affect our business and operations.

The scope of our operations to date has been limited, and we do not have experience operating on the scale that we
believe will be necessary to achieve profitable operations. Our current personnel, facilities, systems and internal
procedures and controls are not adequate to support our future growth. We plan to add sales, marketing and
engineering offices in additional locations, including Australia, Japan, continental Europe and the west coast of the
United States. We currently estimate that we will need to add approximately 90,000 square feet of leased space by the
end of fiscal 2010 for sales, marketing, engineering, assembly and testing in order to meet our current manufacturing
targets.

To manage the expansion of our operations, we will be required to improve our operational and financial systems,
procedures and controls, increase our manufacturing capacity and throughput and expand, train and manage our
employee base, which must increase significantly if we are to be able to fulfill our current manufacturing and growth
plans. Our management will also be required to maintain and expand our relationships with customers, suppliers and
other third parties, as well as attract new customers and suppliers. If we do not meet these challenges, we may be
unable to take advantage of market opportunities, execute our business strategies or respond to competitive pressures.

Problems with the quality or performance of our PowerBuoy systems could adversely affect our business, financial
condition and results of operations.
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quality, replacement and repair of the 40kW PowerBuoy system and ocean-based substation and the level of power
output of the 40kW PowerBuoy system.

Because of the limited operating history of our PowerBuoy systems, we have been required to make assumptions
regarding the durability, reliability and performance of the systems, and we cannot predict whether and to what extent
we may be required to perform under the guarantees that we expect to give our customers. Our assumptions could
prove to be materially different from the actual performance of our PowerBuoy systems, causing us to incur
substantial expense to repair or replace defective systems in the future. We will bear the risk of claims long after we
have sold our PowerBuoy systems and recognized revenue. Moreover, any widespread product failures could
adversely affect our business, financial condition and results of operations.

We currently depend on a limited number of customers for substantially all of our revenues. The loss of, or a
significant reduction in revenues from, any of these customers could significantly reduce our revenues and harm
our operating results.

In fiscal 2007, we generated substantially all of our revenues from three entities. The US Navy, our largest customer,
accounted for approximately 54% of our revenues during fiscal 2007, while Iberdrola and Total accounted for 35% of
our revenues. In fiscal 2006, revenues from the US Navy accounted for approximately 61% of our total revenues. Our
current contract with the US Navy expires in April 2008. We will be required to enter into additional contracts with
the US Navy, which will require appropriation by the US Congress and the US Navy in order to receive additional
funding. Additional funding for our project with the US Navy may not be approved or we may not be able to negotiate
future agreements with the US Navy on acceptable terms, if at all.

Generally, we recognize revenue on the percentage-of-completion method based on the ratio of costs incurred to total
estimated costs at completion. In certain circumstances, revenue under contracts that have specified milestones or
other performance criteria may be recognized only when our customer acknowledges that such criteria have been
satisfied. In addition, recognition of revenue (and the related costs) may be deferred for fixed-price contracts until
contract completion if we are unable to reasonably estimate the total costs of the project prior to completion.

Because we currently have a small number of customers and contracts, problems with a single contract can adversely
affect our business, financial condition and results of operations. For example, our revenues in fiscal 2006 decreased
significantly from fiscal 2005 primarily as a result of unanticipated delays in our contract with the US Navy.

Historically, we have relied on a small group of customers for substantially all of our revenue, and such concentration
will continue for the foreseeable future. The loss of any of our customers or their default in payment could adversely
affect our business, financial condition and results of operations.

Our relationships with our alliance partners may not be successful and we may not be successful in establishing
additional relationships, which could adversely affect our ability to commercialize our products and services.

An important element of our business strategy is to enter into development agreements and strategic alliances with
regional utility and energy companies committed to providing electricity from renewable energy sources. If we are
unable to reach agreements with suitable alliance partners, we may fail to meet our business objectives for the
commercialization of our PowerBuoy system. We may face significant competition in seeking appropriate alliance
partners. Moreover, these development agreements and strategic alliances are complex to negotiate and time
consuming to document. We may not be successful in our efforts to establish additional strategic relationships or other
alternative arrangements. The terms of any additional strategic relationships or other arrangements that we establish
may not be favorable to us. In addition, these relationships may not be successful, and we may be unable to sell and
market our PowerBuoy systems to these companies and their affiliates and customers in the future, or growth
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Our investments in joint ventures could be adversely affected by our lack of sole decision-making authority, our
reliance on a co-venturer�s financial condition and disputes between us and our co-venturers.

It is part of our strategy to co-invest in wave power projects with third parties through joint ventures by acquiring
non-controlling interests in special purpose entities. In these situations, we will not be in a position to exercise sole
decision-making authority regarding the joint venture. Investments in joint ventures involve risks that would not be
present were a third party not involved, including the possibility that our co-venturers might become bankrupt or fail
to fund their share of required capital contributions. Our co-ventur">

Segment Operating Income:

RF Communications

$154.0 $228.5 

Integrated Network Solutions (1)

 9.2  26.6 

Government Communications Systems

 63.1  44.6 

Unallocated corporate expense

 (18.6)  (25.7) 

Corporate eliminations

 (5.0)  (4.9) 

Non-operating income (loss) (2)

 0.7  (0.4) 

Net interest expense

 (27.1)  (17.2) 

$176.3 $251.5 
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(1) The operating income in our Integrated Network Solutions segment in the quarter ended September 30, 2011 included charges of
$9.6 million for integration and other costs associated with our acquisitions of CapRock Holdings, Inc. and its subsidiaries,
including CapRock Communications, Inc. (collectively, �CapRock�), Schlumberger GCS, the terrestrial network infrastructure
assets of the government business of Core180, Inc. (the �Core180 Infrastructure�) and Carefx. The operating income in our
Integrated Network Solutions segment in the quarter ended October 1, 2010 included charges of $2.0 million for integration and
other costs associated with our acquisition of CapRock. Additionally, operating income in our Integrated Network Solutions
segment included $15.7 million of expected losses from our new cyber and healthcare initiatives during the quarter ended
September 30, 2011.

(2) �Non-operating income (loss)� includes equity investment income (loss), royalties and related intellectual property expenses, gains and
losses on sales of investments and securities available-for-sale, and impairments of investments and securities available-for-sale.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of Harris Corporation

We have reviewed the condensed consolidated balance sheet of Harris Corporation as of September 30, 2011, and the related condensed
consolidated statements of income and cash flows for the quarters ended September 30, 2011 and October 1, 2010. These financial statements
are the responsibility of the Company�s management.

We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board (United States). A review of
interim financial information consists principally of applying analytical procedures and making inquiries of persons responsible for financial and
accounting matters. It is substantially less in scope than an audit conducted in accordance with the standards of the Public Company Accounting
Oversight Board, the objective of which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we do
not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the condensed consolidated financial statements
referred to above for them to be in conformity with U.S. generally accepted accounting principles.

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheet of Harris Corporation as of July 1, 2011, and the related consolidated statements of income, cash flows, and
comprehensive income and equity for the year then ended, not presented herein, and in our report dated August 29, 2011, we expressed an
unqualified opinion on those consolidated financial statements. In our opinion, the information set forth in the accompanying condensed
consolidated balance sheet as of July 1, 2011, is fairly stated, in all material respects, in relation to the consolidated balance sheet from which it
has been derived.

/s/ Ernst & Young LLP
Certified Public Accountants

Boca Raton, Florida

October 27, 2011
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations.

OVERVIEW

The following Management�s Discussion and Analysis (�MD&A�) is intended to assist in an understanding of Harris. MD&A is provided as a
supplement to, should be read in conjunction with, and is qualified in its entirety by reference to, our Condensed Consolidated Financial
Statements (Unaudited) and accompanying Notes appearing elsewhere in this Report. In addition, reference should be made to our audited
Consolidated Financial Statements and accompanying Notes to Consolidated Financial Statements and Item 7. �Management�s Discussion and
Analysis of Financial Condition and Results of Operations� included in our Fiscal 2011 Form 10-K. Except for the historical information
contained herein, the discussions in MD&A contain forward-looking statements that involve risks and uncertainties. Our future results could
differ materially from those discussed herein. Factors that could cause or contribute to such differences include, but are not limited to, those
discussed below in MD&A under �Forward-Looking Statements and Factors that May Affect Future Results.�

The following is a list of the sections of MD&A, together with our perspective on the contents of these sections of MD&A, which we hope will
assist in reading these pages:

� Results of Operations � an analysis of our consolidated results of operations and of the results in each of our three business segments, to
the extent the business segment operating results are helpful to an understanding of our business as a whole, for the periods presented in
our Condensed Consolidated Financial Statements (Unaudited). In this section of MD&A, �net income� refers to net income attributable
to Harris Corporation common shareholders.

� Liquidity and Capital Resources � an analysis of cash flows, common stock repurchases, dividends, capital structure and resources,
off-balance sheet arrangements and commercial commitments and contractual obligations.

� Critical Accounting Policies and Estimates � information about accounting policies that require critical judgments and estimates and
about accounting standards that have been issued but are not yet effective for us and their potential impact.

� Forward-Looking Statements and Factors that May Affect Future Results � cautionary information about forward-looking
statements and a description of certain risks and uncertainties that could cause our actual results to differ materially from our historical
results or our current expectations or projections.

RESULTS OF OPERATIONS

Highlights

Operations results for the first quarter of fiscal 2012 include:

� Revenue increased 3.9 percent to $1,460.3 million in the first quarter of fiscal 2012 from $1,405.4 million in the first quarter of fiscal
2011;

� Net income decreased to $121.6 million, or $1.01 per diluted share, in the first quarter of fiscal 2012 from $163.9 million, or $1.27 per
diluted share, in the first quarter of fiscal 2011;

� Our RF Communications segment revenue decreased 12.3 percent to $497.1 million and operating income decreased 32.6 percent to
$154.0 million in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011. Both revenue and operating income in
the first quarter of fiscal 2011 benefited significantly from expedited shipments of tactical radios to equip mine resistant ambush
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protected (�MRAP�) vehicles;

� Our Integrated Network Solutions segment revenue increased 25.5 percent to $554.2 million and operating income decreased 65.4
percent to $9.2 million in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011. Revenue in the first quarter of
fiscal 2012 benefited from our acquisitions of CapRock, Schlumberger GCS and Carefx in fiscal 2011;

� Our Government Communications Systems segment revenue increased 4.6 percent to $443.7 million and operating income increased
41.5 percent to $63.1 million in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011; and

� Net cash provided by operating activities was $78.7 million in the first quarter of fiscal 2012 compared with $294.9 million in the first
quarter of fiscal 2011, a decrease of 73.3 percent.
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Consolidated Results of Operations

Revenue and Net Income

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions, except per share amounts)

Revenue $ 1,460.3    $ 1,405.4    3.9%  
Net income $ 121.6    $ 163.9    (25.8)%
% of revenue 8.3% 11.7%
Net income per diluted common share $ 1.01  $ 1.27  (20.5)%
The increase in revenue in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011 was primarily due to higher revenue in
our Integrated Network Solutions segment, which benefited from our acquisitions of CapRock and Schlumberger GCS in fiscal 2011, partially
offset by lower revenue in our RF Communications segment. Revenue in our RF Communications segment in the first quarter of fiscal 2011
benefited from expedited shipments of tactical radios to equip MRAP vehicles.

The decrease in net income and net income as a percentage of revenue in the first quarter of fiscal 2012 compared with the first quarter of fiscal
2011 was primarily due to operating income in the first quarter of fiscal 2011 benefiting significantly from expedited shipments of tactical radios
by our RF Communications segment, as noted above, and the related favorable product mix. Additionally, operating income in our Integrated
Network Solutions segment decreased primarily due to integration and other costs associated with our acquisitions of CapRock, Schlumberger
GCS and Carefx and losses in our new cyber and commercial healthcare initiatives. Also, interest expense increased in the first quarter of fiscal
2012 compared with the first quarter of fiscal 2011, primarily due to higher levels of borrowings to fund these acquisitions and repurchases we
made under our new share repurchase program during the first quarter of fiscal 2012. These decreases in net income and net income as a
percentage of revenue were partially offset by stronger quarterly results in our Government Communications Systems segment primarily driven
by excellent program performance and a more favorable product mix.

See the �Discussion of Business Segment Results of Operations,� �Interest Income and Expense� and �Common Stock Repurchases� discussions
below in this MD&A for further information.

Gross Margin

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions)

Revenue $ 1,460.3 $ 1,405.4 3.9%  
Cost of product sales and services (966.7) (881.1) 9.7%  
Gross margin $ 493.6 $ 524.3 (5.9)%
% of revenue 33.8% 37.3% 
The decrease in gross margin as a percentage of revenue in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011 was
primarily due to lower sales of tactical radios to equip MRAP vehicles, resulting in a less favorable product mix, and the impact of our
acquisitions of CapRock and Schlumberger GCS in fiscal 2011, which have a lower gross margin percentage than our overall gross margin
percentage. The decrease in gross margin percentage was partially offset by improvement in the gross margin percentage in our Government
Communications Systems segment primarily driven by excellent program performance and a more favorable product mix.

See the �Discussion of Business Segment Results of Operations� discussion below in this MD&A for further information.
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Engineering, Selling and Administrative Expenses

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions)

Engineering, selling and administrative expenses $ 290.9    $ 255.2    14.0%
% of revenue 19.9% 18.2%
The increase in engineering, selling and administrative (�ESA�) expenses and ESA expenses as a percentage of revenue in the first quarter of fiscal
2012 compared with the first quarter of fiscal 2011 was primarily due to our acquisitions of CapRock, Schlumberger GCS and Carefx in fiscal
2011, including integration and other costs associated with these acquisitions.

See the �Discussion of Business Segment Results of Operations� discussion below in this MD&A for further information.

Interest Income and Expense

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions)

Interest income $ 0.9 $ 0.6 50.0%
Interest expense (28.0) (17.8) 57.3%
Our interest expense increased in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011, primarily due to higher levels of
borrowings to fund acquisitions in fiscal 2011 and repurchases we made under our new share repurchase program during the first quarter of
fiscal 2012

See the �Discussion of Business Segment Results of Operations� and �Common Stock Repurchases� discussions below in this MD&A for further
information.

Income Taxes

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions)

Income before income taxes $ 176.3    $ 251.5    (29.9)%
Income taxes 55.2    87.6    (37.0)%
Effective tax rate 31.3% 34.8%
In the first quarter of fiscal 2012, our effective tax rate benefited from a reduction in state taxes due to changes in certain state tax laws and a
reduction in estimated tax liabilities.
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Discussion of Business Segment Results of Operations

RF Communications Segment

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions)

Revenue $ 497.1    $ 566.5    (12.3)%
Segment operating income 154.0    228.5    (32.6)%
% of revenue     31.0%     40.3%
RF Communications segment revenue in the first quarter of fiscal 2012 of $497.1 million included $373.4 million in Tactical Communications
and $123.7 million in Public Safety and Professional Communications. The decrease in RF Communications segment revenue was primarily due
to revenue in the first quarter of fiscal 2011 benefiting significantly from expedited shipments of tactical radios to equip MRAP vehicles,
partially offset by significantly increased Tactical Communications international revenue in the first quarter of fiscal 2012, driven by major
deliveries to Australia, Kenya and countries in North Africa and Central Asia. Additionally, Tactical Communications revenue in the U.S.
market, excluding shipments for MRAP vehicles, increased significantly in the first quarter of fiscal 2012 as a result of continuing Falcon III®

adoption in support of the transition to wideband networking.

The decrease in RF Communications segment operating income and operating income as a percentage of revenue was primarily due to operating
income in the first quarter of fiscal 2011 benefiting significantly from the expedited shipments of tactical radios to equip MRAP vehicles and the
related favorable product mix.

RF Communications segment orders in the first quarter of fiscal 2012 totaled $514 million, including $398 million in Tactical Communications
and $116 million in Public Safety and Professional Communications. At the end of the first quarter of fiscal 2012, total segment backlog was
$1.5 billion, including $796 million in Tactical Communications and $712 million in Public Safety and Professional Communications. The
book-to-bill ratio in Tactical Communications was greater than one.

Tactical Communications orders in the U.S. market in the first quarter of fiscal 2012 included a $66 million order for Falcon III AN/PRC-117G
radios to provide wideband networking capability for the first eight Brigade Combat Teams under the U.S. Army�s Brigade Combat
Modernization Program, a $29 million order from the U.S. Air Force to provide Falcon III AN/PRC-117G radios for network-enabled missions
such as fire coordination and precision air support, a $20 million order for Falcon III AN/PRC-117G radios and vehicular amplifier adapters to
equip MRAP vehicles for the U.S. Army and U.S. Marine Corps, and orders of $16 million and $15 million from the U.S. Department of
Defense for Falcon III AN/PRC-117G radios. Tactical Communications orders also included a $22 million order from the U.S. Department of
Defense for Falcon II® high-frequency vehicular radios.

Tactical Communications orders in the international market in the first quarter of fiscal 2012 included two orders totaling $52 million from a
country in Southeast Asia for Integrated Command and Control Systems with Falcon III and Falcon II tactical radios; an Indefinite
Delivery/Indefinite Quantity (�IDIQ�) contract, potentially worth $38 million, with an $8 million initial delivery order to supply military
communications and field support services to international partners in the Caribbean and South America; a
$5 million order from Poland for Falcon III AN/PRC-117G wideband networking radios; a $5 million order from the Republic of Georgia for
Falcon II radios; and a $4 million order from Kuwait for Falcon II radios.

Public Safety and Professional Communications orders in the first quarter of fiscal 2012 included a $16 million order from a large electric utility
company to provide advanced OpenSky® data and voice communications systems, a $7 million order from channel partner Dailey Wells
Communications for a P25 system and radios for Bexar County, Texas, and a $4 million order from Mobile County, Alabama for a P25 system.

Integrated Network Solutions Segment

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
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(Dollars in millions)
Revenue $ 554.2    $ 441.6    25.5%  
Segment operating income 9.2    26.6    (65.4)%
% of revenue 1.7% 6.0%
The increase in Integrated Network Solutions segment revenue in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011
was primarily due to revenue from CapRock and Schlumberger GCS, which we acquired in fiscal 2011. Integrated
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Network Solutions segment operating income and operating income as a percentage of revenue were lower in the first quarter of fiscal 2012
compared with the first quarter of fiscal 2011, primarily due to charges for integration and other costs associated with our acquisitions of
CapRock, Schlumberger GCS and Carefx, and losses in our new cyber and commercial healthcare initiatives.

New contract awards in the first quarter of fiscal 2012 in our Integrated Network Solutions segment included a five-year task order, potentially
worth $55 million, under the Enhance the Veteran Experience and Access to HealthCare (�EVEAH�) blanket purchase agreement to integrate and
deploy a Surgical Quality Workflow Management (�SQWM�) tool to support Veterans Integrated Service Networks and Veterans Affairs
hospitals; a five-year task order, potentially worth $37 million, from the National Cancer Institute (�NCI�) under the CIO-SP2 contract vehicle to
provide clinical data management and quality assurance and control; a five-year contract, potentially worth $25 million, from the Air Force
Space Command Space and Missile Systems Center under the U.S. General Services Administration�s Alliant contract vehicle to sustain the
ground system for the Defense Meteorological Satellites Program; and a five-year contract, potentially worth $9 million, from Farstad Shipping
to deliver turnkey satellite communications to a fleet of 53 offshore supply vessels operating in the North Sea, Brazil, Australia and Indian
Pacific regions.

Government Communications Systems Segment

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions)

Revenue $ 443.7    $ 424.1    4.6%
Segment operating income 63.1    44.6    41.5%
% of revenue 14.2% 10.5%
Government Communications Systems segment revenue in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011
increased from the Geostationary Operational Environmental Satellite � Series R (�GOES-R�) Ground and Antenna Segment weather programs for
the National Oceanic and Atmospheric Administration (�NOAA�), the Modernization of Enterprise Terminals (�MET�) program for the U.S. Army,
various classified programs, wireless and geospatial products, Highband Networking RadiosTM (�HNRs�) for the U.S. Army and commercial
satellite reflectors. The increase in revenue was partially offset, as expected, by a decline in revenue from two completed programs, the Field
Data Collection Automation (�FDCA�) program for the 2010 U.S. Census and the microwave network build-out for the Federal Aviation
Administration (�FAA�).

Government Communications Systems segment operating income and operating income as a percentage of revenue were higher in the first
quarter of fiscal 2012 compared with the first quarter of fiscal 2011, primarily driven by excellent program performance and a more favorable
mix of products such as commercial satellite reflectors, classified products and HNRs.

Major awards during the first quarter of fiscal 2012 in our Government Communications Systems segment included a ten-year contract, with a
potential value of $85 million, from the FAA to upgrade the Alaska Satellite Telecommunications Infrastructure (�ASTI�) communications
network; a five-year delivery order, potentially worth $51 million, for the U.S. Army�s MET program for advanced satellite terminals that
provide the worldwide backbone for high-priority military communications; and five large awards from classified customers totaling $125
million.

Unallocated Corporate Expense and Corporate Eliminations

Quarter Ended
September 30,

2011
October 1,

2010
%

    Inc/(Dec)    
(Dollars in millions)

Unallocated corporate expense $ 18.6 $ 25.7 (27.6)%
Corporate eliminations 5.0 4.9 2.0%
The decrease in unallocated corporate expense in the first quarter of fiscal 2012 compared with the first quarter of fiscal 2011 was primarily due
to higher investments made in pursuit of new growth opportunities and higher compensation and benefit plan expense in the first quarter of fiscal
2011.
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LIQUIDITY AND CAPITAL RESOURCES

Cash Flows

Quarter Ended
September 30,

2011
October 1,

2010
(In millions)

Net cash provided by operating activities $ 78.7 $ 294.9
Net cash used in investing activities (81.9) (569.4) 
Net cash provided by (used in) financing activities (55.8) 159.0
Effect of exchange rate changes on cash and cash equivalents (2.5) 1.7

Net decrease in cash and cash equivalents (61.5) (113.8) 
Cash and cash equivalents, beginning of year 366.9 455.2

Cash and cash equivalents, end of quarter $ 305.4 $ 341.4

Cash and Cash Equivalents: Our cash and cash equivalents decreased $61.5 million to $305.4 million at the end of the first quarter of fiscal
2012 from $366.9 million at the end of fiscal 2011. The decrease was primarily due to $406.2 million used to repurchase shares of our common
stock, $77.4 million of property, plant and equipment additions and $32.6 million used to pay cash dividends, partially offset by $78.7 million of
net cash provided by operating activities and $380.1 million of net proceeds from borrowings.

Our financial position remained strong at September 30, 2011. We ended the first quarter of fiscal 2012 with cash and cash equivalents of $305.4
million; we have no long-term debt maturing until fiscal 2016; we have a senior unsecured $750 million revolving credit facility that expires in
September 2013 ($190.0 million of which was available to us as of September 30, 2011 as a result of $560.0 million of short-term debt
outstanding under our commercial paper program, which was supported by such senior unsecured revolving credit facility); we have a senior
unsecured $250 million 364-day revolving credit facility that expires on September 26, 2012 (all of which was available to us as of
September 30, 2011); and we do not have any material defined benefit pension plan obligations.

Given our current cash position, outlook for funds generated from operations, credit ratings, available credit facilities, cash needs and debt
structure, we have not experienced to date, and do not expect to experience, any material issues with liquidity, although we can give no
assurances concerning our future liquidity, particularly in light of the state of global commerce and financial uncertainty.

We also currently believe that existing cash, funds generated from operations, our credit facilities and access to the public and private debt and
equity markets will be sufficient to provide for our anticipated working capital requirements, capital expenditures and repurchases under our
share repurchase program for the next 12 months. We anticipate tax payments over the next three years to be approximately equal to our tax
expense during the same period. We anticipate that our fiscal 2012 cash outlays may include strategic acquisitions. Other than those cash outlays
noted in the �Commercial Commitments and Contractual Obligations� discussion below in this MD&A, capital expenditures, potential acquisitions
and repurchases under our share repurchase program, no other significant cash outlays are anticipated during the remainder of fiscal 2012.

There can be no assurance, however, that our business will continue to generate cash flow at current levels, that ongoing operational
improvements will be achieved, or that the cost or availability of future borrowings, if any, under our commercial paper program or our credit
facilities or in the debt markets will not be impacted by any potential future credit and capital markets disruptions. If we are unable to maintain
cash balances or generate sufficient cash flow from operations to service our obligations, we may be required to sell assets, reduce capital
expenditures, reduce or eliminate strategic acquisitions, reduce or terminate our share repurchase program, reduce or eliminate dividends,
refinance all or a portion of our existing debt or obtain additional financing. Our ability to make principal payments or pay interest on or
refinance our indebtedness depends on our future performance and financial results, which, to a certain extent, are subject to general conditions
in or affecting the defense, government and integrated communications and information technology and services markets and to general
economic, political, financial, competitive, legislative and regulatory factors beyond our control.

Net cash provided by operating activities: Our net cash provided by operating activities was $78.7 million in the first quarter of fiscal 2012
compared with $294.9 million in the first quarter of fiscal 2011. Cash flow from operations was positive in all of our business segments in the
first quarter of fiscal 2012. The decrease in net cash provided by operating activities in the first quarter fiscal 2012 compared with first quarter
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fiscal 2011 was primarily due to the decrease in operating income and cash collections at our RF Communications segment. Net cash provided
by operating activities in the first quarter of fiscal 2011 benefited from expedited shipments of tactical radios to equip MRAP vehicles.
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Net cash used in investing activities: Our net cash used in investing activities was $81.9 million in the first quarter of fiscal 2012 compared with
$569.4 million in the first quarter of fiscal 2011. Net cash used in investing activities in the first quarter of fiscal 2012 consisted of $77.4 million
of property, plant and equipment additions and $4.5 million of capitalized software additions. Net cash used in investing activities in the first
quarter of fiscal 2011 consisted of $518.0 million of net cash paid for our acquisition of CapRock, $37.1 million of property, plant and
equipment additions, $10.0 million of cash paid for a cost-method investment and $4.3 million of capitalized software additions. Our total
capital expenditures, including capitalized software, in fiscal 2012 are expected to be between $265 million and $285 million.

Net cash provided by (used in) financing activities: Our net cash used in financing activities was $55.8 million in the first quarter of fiscal 2012
compared with net cash provided by financing activities of $159.0 million in the first quarter of fiscal 2011. Net cash used in financing activities
in the first quarter of fiscal 2012 primarily consisted of $406.2 million used to repurchase shares of our common stock and $32.6 million used to
pay cash dividends, partially offset by $380.1 million of net proceeds from borrowings. Net cash provided by financing activities in the first
quarter of fiscal 2011 primarily consisted of $244.1 million of proceeds from borrowings to partially fund our acquisition of CapRock, partially
offset by $55.5 million used to repurchase shares of our common stock and $32.2 million used to pay cash dividends.

Common Stock Repurchases

During the first quarter of fiscal 2012, we used $400.0 million to repurchase 10,618,805 shares of our common stock under our repurchase
program at an average price per share of $37.67, including commissions. During the first quarter of fiscal 2011, we used $50.0 million to
repurchase 1,173,900 shares of our common stock under our repurchase program at an average price per share of $42.59, including
commissions. In the first quarter of fiscal 2012 and first quarter of fiscal 2011, $6.2 million and $5.5 million, respectively, in shares of our
common stock were delivered to us or withheld by us to satisfy withholding taxes on employee share-based awards. Shares repurchased by us
are cancelled and retired.

On July 30, 2011, our Board of Directors approved a new $1 billion share repurchase program (the �New Repurchase Program�). The New
Repurchase Program replaced our prior share repurchase program (the �2009 Repurchase Program�), which had a remaining, unused authorization
of approximately $200 million as of July 29, 2011. As of September 30, 2011, we have a remaining authorization to repurchase approximately
$600 million in shares of our common stock under the New Repurchase Program, which does not have a stated expiration date. The New
Repurchase Program has resulted, and is expected to continue to result, in repurchases well in excess of the dilutive effect of shares issued under
our share-based incentive plans. However, the level of our repurchases depends on a number of factors, including our financial condition, capital
requirements, results of operations, future business prospects and other factors that our Board of Directors may deem relevant. Share repurchases
are expected to be funded with available cash and commercial paper. Repurchases under the New Repurchase Program may be made through
open market purchases, private transactions, transactions structured through investment banking institutions or any combination thereof. The
timing, volume and nature of share repurchases are subject to market conditions, applicable securities laws and other factors and are at our
discretion and may be suspended or discontinued at any time.

Additional information regarding share repurchases during the first quarter of fiscal 2012 and our repurchase program is set forth in this Report
under Part II. Item 2. �Unregistered Sales of Equity Securities and Use of Proceeds.�

Dividends

On July 30, 2011, our Board of Directors increased the quarterly cash dividend rate on our common stock from $.25 per share to $.28 per share,
for an annualized cash dividend rate of $1.12 per share, which was our tenth consecutive annual increase in our quarterly cash dividend rate. Our
annualized cash dividend rate was $1.00 per share in fiscal 2011. There can be no assurances that our annualized cash dividend rate will
continue to increase. Quarterly cash dividends are typically paid in March, June, September and December. We currently expect that cash
dividends will continue to be paid in the near future, but we can give no assurances concerning payment of future dividends. The declaration of
dividends and the amount thereof will depend on a number of factors, including our financial condition, capital requirements, results of
operations, future business prospects and other factors that our Board of Directors may deem relevant.

Capital Structure and Resources

364-Day Revolving Credit Agreement: As discussed in Note G � Credit Arrangements in the Notes, on September 27, 2011, we entered into the
First Amendment that renews and amends the senior unsecured credit facility we had with a syndicate of lenders under the 364-Day Credit
Agreement. Pursuant to the 364-Day Credit Agreement, and immediately prior to the First Amendment, we provided notice to the administrative
agent of a permanent reduction of the commitments under the 364-Day Credit Agreement from $300 million to $250 million. The Amended
364-Day Credit Agreement provides for the extension of credit to us in the form of revolving loans at any time and from time to time during the
term of the Amended 364-Day Credit Agreement, in an aggregate principal amount at any time outstanding not to exceed $250 million.
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Borrowings under the Amended 364-Day Credit Agreement will be denominated in U.S. Dollars. The Amended 364-Day Credit Agreement may
be used for working capital and other general corporate purposes (excluding hostile acquisitions) and also may be used to support any
commercial paper that we may issue.
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At our election, borrowings under the Amended 364-Day Credit Agreement will bear interest either at LIBOR plus an applicable margin or at
the base rate plus an applicable margin. The interest rate margin over LIBOR, initially set at 1.25 percent, may increase (to a maximum amount
of 1.75 percent) or decrease (to a minimum amount of 0.75 percent) based on changes in our Senior Debt Ratings. The base rate is a fluctuating
rate equal to the highest of (i) the federal funds rate plus 0.50 percent, (ii) SunTrust Bank�s publicly announced prime lending rate for U.S.
Dollars or (iii) LIBOR for an interest period of one month plus 1.00 percent. The interest rate margin over the base rate, initially set at 0.25
percent, may increase (to a maximum amount of 0.75 percent) or decrease (to a minimum amount of 0.00 percent) based on our Senior Debt
Ratings.

The Amended 364-Day Credit Agreement contains certain customary covenants similar to the 2008 Credit Agreement discussed below. We
were in compliance with the covenants in the Amended 364-Day Credit Agreement in the first quarter of fiscal 2012. The Amended 364-Day
Credit Agreement contains certain events of default similar to the 2008 Credit Agreement discussed below. If an event of default occurs the
lenders may, among other things, terminate their commitments and declare all outstanding borrowings to be immediately due and payable
together with accrued interest and fees. All amounts borrowed or outstanding under the Amended 364-Day Credit Agreement are due and
mature on September 26, 2012, unless the commitments are terminated earlier either at our request or if certain events of default occur. At
September 30, 2011, we had no borrowings outstanding under the Amended 364-Day Credit Agreement.

2008 Credit Agreement: On September 10, 2008, we entered into a five-year, senior unsecured revolving credit agreement (the �2008 Credit
Agreement�) with a syndicate of lenders. The 2008 Credit Agreement provides for the extension of credit to us in the form of revolving loans,
including swingline loans, and letters of credit at any time and from time to time during the term of the 2008 Credit Agreement, in an aggregate
principal amount at any time outstanding not to exceed $750 million for both revolving loans and letters of credit, with a sub-limit of $50 million
for swingline loans and $125 million for letters of credit. The 2008 Credit Agreement includes a provision pursuant to which, from time to time,
we may request that the lenders in their discretion increase the maximum amount of commitments under the 2008 Credit Agreement by an
amount not to exceed $500 million. Only consenting lenders (including new lenders reasonably acceptable to the administrative agent) will
participate in any such increase. In no event will the maximum amount of credit extensions available under the 2008 Credit Agreement exceed
$1.25 billion. The 2008 Credit Agreement may be used for working capital and other general corporate purposes (excluding hostile acquisitions)
and to support any commercial paper that we may issue. Borrowings under the 2008 Credit Agreement may be denominated in U.S. Dollars,
Euros, Sterling and any other currency acceptable to the administrative agent and the lenders, with a non-U.S. currency sub-limit of $150
million. We may designate certain wholly owned subsidiaries as borrowers under the 2008 Credit Agreement, and the obligations of any such
subsidiary borrower must be guaranteed by Harris Corporation. We also may designate certain subsidiaries as unrestricted subsidiaries, which
means certain of the covenants and representations in the 2008 Credit Agreement do not apply to such subsidiaries.

At our election, borrowings under the 2008 Credit Agreement denominated in U.S. Dollars will bear interest either at LIBOR plus an applicable
margin or at the base rate plus an applicable margin. The interest rate margin over LIBOR, initially set at 0.50 percent, may increase (to a
maximum amount of 1.725 percent) or decrease (to a minimum of 0.385 percent) based on our Senior Debt Ratings and on the degree of
utilization under the 2008 Credit Agreement (�Utilization�). The base rate is a fluctuating rate equal to the higher of the federal funds rate plus
0.50 percent or SunTrust Bank�s publicly announced prime lending rate for U.S. Dollars. The interest rate margin over the base rate is 0.00
percent, but if our Senior Debt Ratings fall to �BB+/Ba1� or below, then the interest rate margin over the base rate will increase to either 0.225
percent or 0.725 percent based on Utilization. Borrowings under the 2008 Credit Agreement denominated in a currency other than U.S. Dollars
will bear interest at LIBOR plus the applicable interest rate margin over LIBOR described above. Letter of credit fees are also determined based
on our Senior Debt Ratings and Utilization.

The 2008 Credit Agreement contains certain customary covenants, including covenants limiting: certain liens on our assets; certain mergers,
consolidations or sales of assets; certain sale and leaseback transactions; certain vendor financing investments; and certain investments in
unrestricted subsidiaries. The 2008 Credit Agreement also requires that we not permit our ratio of consolidated total indebtedness to total capital,
each as defined, to be greater than 0.60 to 1.00 and not permit our ratio of consolidated EBITDA to consolidated net interest expense, each as
defined, to be less than 3.00 to 1.00 (measured on the last day of each fiscal quarter for the rolling four-quarter period then ending). We were in
compliance with the covenants in the 2008 Credit Agreement in the first quarter of fiscal 2012. The 2008 Credit Agreement contains certain
events of default, including: failure to make payments; failure to perform or observe terms, covenants and agreements; material inaccuracy of
any representation or warranty; payment default under other indebtedness with a principal amount in excess of $75 million, other default under
such other indebtedness that permits acceleration of such indebtedness, or acceleration of such other indebtedness; occurrence of one or more
final judgments or orders for the payment of money in excess of $75 million that remain unsatisfied; incurrence of certain ERISA liability in
excess of $75 million; any bankruptcy or insolvency; or a change of control, including if a person or group becomes the beneficial owner of 25
percent or more
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of our voting stock. If an event of default occurs the lenders may, among other things, terminate their commitments and declare all outstanding
borrowings to be immediately due and payable together with accrued interest and fees. All amounts borrowed or outstanding under the 2008
Credit Agreement are due and mature on September 10, 2013, unless the commitments are terminated earlier either at our request or if certain
events of default occur. At September 30, 2011, we had no borrowings outstanding under the 2008 Credit Agreement, but we had $560.0 million
of short-term debt outstanding under our commercial paper program, that was supported by our senior unsecured revolving credit facility under
the 2008 Credit Agreement.

    Long-Term Debt: On December 3, 2010, we completed the issuance of $400 million in aggregate principal amount of 4.4% Notes due
December 15, 2020 (the �2020 Notes�) and $300 million in aggregate principal amount of 6.15% Notes due December 15, 2040 (�the �2040 Notes).
Interest on each of the 2020 Notes and the 2040 Notes is payable semi-annually in arrears on June 15 and December 15 of each year. We may
redeem the 2020 Notes and/or the 2040 Notes at any time in whole or, from time to time, in part at the applicable �make-whole� redemption price.
The applicable �make-whole� redemption price is equal to the greater of 100 percent of the principal amount of the notes being redeemed or the
sum of the present values of the remaining scheduled payments of the principal and interest (other than interest accruing to the date of
redemption) on the notes being redeemed, discounted to the redemption date on a semi-annual basis (assuming a 360-day year consisting of
twelve 30-day months) at the Treasury Rate, as defined, plus 25 basis points in the case of the 2020 Notes and 35 basis points in the case of the
2040 Notes. In each case, we will pay accrued interest on the principal amount of the notes being redeemed to the redemption date. In addition,
upon a change of control combined with a below-investment-grade rating event, we may be required to make an offer to repurchase the notes at
a price equal to 101 percent of the aggregate principal amount of the notes repurchased, plus accrued interest on the notes repurchased to the
date of repurchase. We incurred $5.5 million and $4.8 million in debt issuance costs and discounts related to the issuance of the 2020 Notes and
2040 Notes, respectively, which are being amortized on a straight-line basis over the respective lives of the notes, which approximates the
effective interest rate method, and are reflected as a portion of interest expense in the accompanying Condensed Consolidated Statement of
Income (Unaudited).

    On June 9, 2009, we completed the issuance of $350 million in aggregate principal amount of 6.375% Notes due June 15, 2019. Interest on
the notes is payable on June 15 and December 15 of each year. We may redeem the notes at any time in whole or, from time to time, in part at
the �make-whole� redemption price. The �make-whole� redemption price is equal to the greater of 100 percent of the principal amount of the notes
being redeemed or the sum of the present values of the remaining scheduled payments of the principal and interest (other than interest accruing
to the date of redemption) on the notes being redeemed, discounted to the redemption date on a semi-annual basis (assuming a 360-day year
consisting of twelve 30-day months) at the Treasury Rate, as defined, plus 37.5 basis points. In each case, we will pay accrued interest on the
principal amount of the notes being redeemed to the redemption date. In addition, upon a change of control combined with a
below-investment-grade rating event, we may be required to make an offer to repurchase the notes at a price equal to 101 percent of the
aggregate principal amount of the notes repurchased, plus accrued interest on the notes repurchased to the date of repurchase. We incurred $4.1
million in debt issuance costs and discounts related to the issuance of the notes, which are being amortized on a straight-line basis over the life of
the notes, which approximates the effective interest rate method, and are reflected as a portion of interest expense in the accompanying
Condensed Consolidated Statement of Income (Unaudited).

    On December 5, 2007, we completed the issuance of $400 million in aggregate principal amount of 5.95% Notes due December 1, 2017.
Interest on the notes is payable on June 1 and December 1 of each year. We may redeem the notes at any time in whole or, from time to time, in
part at the �make-whole� redemption price. The �make-whole� redemption price is equal to the greater of 100 percent of the principal amount of the
notes being redeemed or the sum of the present values of the remaining scheduled payments of the principal and interest (other than interest
accruing to the date of redemption) on the notes being redeemed, discounted to the redemption date on a semi-annual basis (assuming a 360-day
year consisting of twelve 30-day months) at the Treasury Rate, as defined, plus 30 basis points. In each case, we will pay accrued interest on the
principal amount of the notes being redeemed to the redemption date. In addition, upon a change of control combined with a
below-investment-grade rating event, we may be required to make an offer to repurchase the notes at a price equal to 101 percent of the
aggregate principal amount of the notes repurchased, plus accrued interest on the notes repurchased to the date of repurchase. In conjunction
with the issuance of the notes, we entered into treasury lock agreements to protect against fluctuations in forecasted interest payments resulting
from the issuance of ten-year, fixed-rate debt due to changes in the benchmark U.S. Treasury rate. These agreements were determined to be
highly effective in offsetting changes in forecasted interest payments as a result of changes in the benchmark U.S. Treasury rate. Upon
termination of these agreements on December 6, 2007, we recorded a loss of $5.5 million, net of income tax, in shareholders� equity as a
component of accumulated other comprehensive income. This loss, along with $5.0 million in debt issuance costs, is being amortized on a
straight-line basis over the life of the notes, which approximates the effective interest rate method, and is reflected as a portion of interest
expense in the accompanying Condensed Consolidated Statement of Income (Unaudited).

    On September 20, 2005, we completed the issuance of $300 million in aggregate principal amount of 5.0% Notes due October 1, 2015.
Interest on the notes is payable on April 1 and October 1 of each year. We may redeem the notes in whole, or in part, at any time at the
�make-whole� redemption price. The �make-whole� redemption price is equal to the greater of 100 percent of the
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principal amount of the notes being redeemed or the sum of the present values of the remaining scheduled payments of the principal and interest
(other than interest accruing to the date of redemption) on the notes being redeemed, discounted to the redemption date on a semi-annual basis
(assuming a 360-day year consisting of twelve 30-day months) at the Treasury Rate, as defined, plus 15 basis points. In each case, we will pay
accrued interest on the principal amount of the notes being redeemed to the redemption date. We incurred $4.1 million in debt issuance costs and
discounts related to the issuance of the notes, which are being amortized on a straight-line basis over a ten-year period and reflected as a portion
of interest expense in the accompanying Condensed Consolidated Statement of Income (Unaudited).

In February 1998, we completed the issuance of $150 million in aggregate principal amount of 6.35% Debentures due February 1, 2028. On
December 5, 2007, we repurchased and retired $25.0 million in aggregate principal amount of the debentures. On February 1, 2008, we
redeemed $99.2 million in aggregate principal amount of the debentures pursuant to the procedures for redemption at the option of the holders of
the debentures. We may redeem the remaining $25.8 million in aggregate principal amount of the debentures in whole, or in part, at any time at
a pre-determined redemption price.

In January 1996, we completed the issuance of $100 million in aggregate principal amount of 7.0% Debentures due January 15, 2026. The
debentures are not redeemable prior to maturity.

Short-Term Debt: Our short-term debt at September 30, 2011 and July 1, 2011 was $561.0 million and $180.0 million, respectively, and
consisted primarily of commercial paper outstanding under our commercial paper program that was supported by our senior unsecured revolving
credit facility under the 2008 Credit Agreement. Our short-term debt at July 1, 2011 was primarily due to commercial paper issued to fund a
portion of the purchase price for our acquisitions of Schlumberger GCS and Carefx during the fourth quarter of fiscal 2011. The higher amount
of short-term debt at September 30, 2011 was primarily due to commercial paper issued to fund repurchases we made under our New
Repurchase Program during the first quarter of fiscal 2012.

Other: We have an automatically effective, universal shelf registration statement, filed with the SEC on June 3, 2009, related to the potential
future issuance of an indeterminate amount of securities, including debt securities, preferred stock, common stock, fractional interests in
preferred stock represented by depositary shares and warrants to purchase debt securities, preferred stock or common stock.

We expect to maintain operating ratios, fixed-charge coverage ratios and balance sheet ratios sufficient for retention of, or improvement to, our
current debt ratings. There are no assurances that our debt ratings will not be reduced in the future. If our debt ratings are lowered below
�investment grade,� then we may not be able to issue short-term commercial paper, but may instead need to borrow under our credit facilities or
pursue other options. In addition, if our debt ratings are lowered below �investment grade,� then we may also be required to provide cash collateral
to support outstanding performance bonds. For a discussion of such performance bonds, see the �Commercial Commitments� discussion in Item 7.
�Management�s Discussion and Analysis of Financial Condition and Results of Operations� in our Fiscal 2011 Form 10-K. We do not currently
foresee losing our investment-grade debt ratings, but no assurances can be given. If our debt ratings were downgraded, however, it could
adversely impact, among other things, our future borrowing costs and access to capital markets and our ability to receive certain types of
contract awards.

Off-Balance Sheet Arrangements

In accordance with the definition under SEC rules, any of the following qualify as off-balance sheet arrangements:

� Any obligation under certain guarantee contracts;

� A retained or contingent interest in assets transferred to an unconsolidated entity or similar entity or similar arrangement that serves as
credit, liquidity or market risk support to that entity for such assets;

� Any obligation, including a contingent obligation, under certain derivative instruments; and

� Any obligation, including a contingent obligation, under a material variable interest held by the registrant in an unconsolidated entity
that provides financing, liquidity, market risk or credit risk support to the registrant, or engages in leasing, hedging or research and
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Currently we are not participating in any material transactions that generate relationships with unconsolidated entities or financial partnerships,
including variable interest entities, and we do not have any material retained or contingent interest in assets as defined above. As of
September 30, 2011, we did not have material financial guarantees or other contractual commitments that are reasonably likely to adversely
affect our results of operations, financial condition or cash flows. In addition, we are not currently a party to any related party transactions that
materially affect our results of operations, financial condition or cash flows.

We have, from time to time, divested certain of our businesses and assets. In connection with these divestitures, we often provide
representations, warranties and/or indemnities to cover various risks and unknown liabilities, such as environmental liabilities and tax liabilities.
We cannot estimate the potential liability from such representations, warranties and indemnities because they relate to unknown conditions. We
do not believe, however, that the liabilities relating to these representations, warranties and indemnities will have a material adverse effect on our
results of operations, financial condition or cash flows.
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Due to our downsizing of certain operations pursuant to acquisitions, restructuring plans or otherwise, certain properties leased by us have been
sublet to third parties. In the event any of these third parties vacates any of these premises, we would be legally obligated under master lease
arrangements. We believe that the financial risk of default by such sublessees is individually and in the aggregate not material to our results of
operations, financial condition or cash flows.

Commercial Commitments and Contractual Obligations

The amounts disclosed in our Fiscal 2011 Form 10-K include our commercial commitments and contractual obligations. During the first quarter
ended September 30, 2011, no material changes occurred in our contractual cash obligations to repay debt, to purchase goods and services and to
make payments under operating leases or our commercial commitments and contingent liabilities on outstanding surety bonds, letters of credit,
guarantees and other arrangements as disclosed in our Fiscal 2011 Form 10-K.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our Condensed Consolidated Financial Statements (Unaudited) and accompanying Notes are prepared in accordance with U.S. generally
accepted accounting principles. Preparing financial statements requires us to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenue and expenses. These estimates and assumptions are affected by the application of our accounting policies. Our
significant accounting policies are described in Note 1: �Significant Accounting Policies� in our Notes to Consolidated Financial Statements
included in our Fiscal 2011 Form 10-K. Critical accounting policies and estimates are those that require application of management�s most
difficult, subjective or complex judgments, often as a result of matters that are inherently uncertain and may change in subsequent periods.
Critical accounting policies and estimates for us include: (i) revenue recognition on development and production contracts and contract
estimates, (ii) provisions for excess and obsolete inventory losses, (iii) impairment testing of goodwill and other intangible assets, and
(iv) income taxes and tax valuation allowances. For additional discussion of our critical accounting policies and estimates, see the �Critical
Accounting Policies and Estimates� discussion in Item 7. �Management�s Discussion and Analysis of Financial Condition and Results of
Operations� in our Fiscal 2011 Form 10-K.

Impact of Recently Issued Accounting Standards

Accounting standards issued but not effective for us until after September 30, 2011 are not expected to have a material impact on our financial
position, results of operations or cash flows.

FORWARD-LOOKING STATEMENTS AND FACTORS THAT MAY AFFECT FUTURE RESULTS

This Report contains forward-looking statements that involve risks and uncertainties, as well as assumptions that, if they do not materialize or
prove correct, could cause our results to differ materially from those expressed in or implied by such forward-looking statements. All statements
other than statements of historical fact are statements that could be deemed forward-looking statements, including, but not limited to, statements
concerning: our plans, strategies and objectives for future operations; new products, services or developments; future economic conditions,
performance or outlook; the outcome of contingencies; the potential level of share repurchases; the value of our contract awards and programs;
expected cash flows or capital expenditures; our beliefs or expectations; activities, events or developments that we intend, expect, project,
believe or anticipate will or may occur in the future; and assumptions underlying any of the foregoing. Forward-looking statements may be
identified by their use of forward-looking terminology, such as �believes,� �expects,� �may,� �should,� �would,� �will,� �intends,� �plans,� �estimates,� �anticipates,�
�projects� and similar words or expressions. You should not place undue reliance on these forward-looking statements, which reflect our
management�s opinions only as of the date of the filing of this Report and are not guarantees of future performance or actual results.
Forward-looking statements are made in reliance upon the safe harbor provisions of Section 27A of the Securities Act of 1933, as amended (the
�Securities Act�), and Section 21E of the Securities Exchange Act of 1934, as amended (the �Exchange Act�). The following are some of the factors
we believe could cause our actual results to differ materially from our historical results or our current expectations or projections:

� We depend on U.S. Government customers for a significant portion of our revenue, and the loss of this relationship or a shift in U.S.
Government funding priorities could have adverse consequences on our future business.

� We depend significantly on our U.S. Government contracts, which often are only partially funded, subject to immediate termination,
and heavily regulated and audited. The termination or failure to fund one or more of these contracts could have an adverse impact on
our business.
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� We enter into fixed-price contracts that could subject us to losses in the event of cost overruns or a significant increase in inflation.

� We could be negatively impacted by a security breach, through cyber attack, cyber intrusion or otherwise, or other significant disruption
of our IT networks and related systems or of those we operate for certain of our customers.

� We derive a significant portion of our revenue from international operations and are subject to the risks of doing business
internationally, including fluctuations in currency exchange rates.
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� Our reputation and ability to do business may be impacted by the improper conduct of our employees, agents or business partners.

� We may not be successful in obtaining the necessary export licenses to conduct certain operations abroad, and Congress may prevent
proposed sales to certain foreign governments.

� The continued effects of the general downturn in the global economy and the U.S. Government�s budget deficits and national debt could
have an adverse impact on our business, operating results or financial condition.

� Our future success will depend on our ability to develop new products, services and technologies that achieve market acceptance in our
current and future markets.

� We participate in markets that are often subject to uncertain economic conditions, which makes it difficult to estimate growth in our
markets and, as a result, future income and expenditures.

� We cannot predict the consequences of future geo-political events, but they may adversely affect the markets in which we operate, our
ability to insure against risks, our operations or our profitability.

� We have made, and may continue to make, strategic acquisitions that involve significant risks and uncertainties.

� Disputes with our subcontractors and the inability of our subcontractors to perform, or our key suppliers to timely deliver our
components, parts or services, could cause our products or services to be produced or delivered in an untimely or unsatisfactory manner.

� Third parties have claimed in the past and may claim in the future that we are infringing directly or indirectly upon their intellectual
property rights, and third parties may infringe upon our intellectual property rights.

� The outcome of litigation or arbitration in which we are involved is unpredictable and an adverse decision in any such matter could
have a material adverse effect on our financial condition and results of operations.

� We face certain significant risk exposures and potential liabilities that may not be covered adequately by insurance or indemnity.

� Changes in our effective tax rate may have an adverse effect on our results of operations.

� We have significant operations in Florida and other locations that could be materially and adversely impacted in the event of a natural
disaster or other significant disruption.

� Changes in the regulatory framework under which our managed satellite and terrestrial communications solutions operations are
operated could adversely affect our business, results of operations and financial condition.
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� We rely on third parties to provide satellite bandwidth for our managed satellite and terrestrial communications solutions,
and any bandwidth constraints could harm our business, financial condition and results of operations.

� Changes in future business conditions could cause business investments and/or recorded goodwill to become impaired, resulting in
substantial losses and write-downs that would reduce our results of operations.

� We must attract and retain key employees, and failure to do so could seriously harm us.
Additional details and discussions concerning some of the factors that could affect our forward-looking statements or future results are set forth
in our Fiscal 2011 Form 10-K under Item 1A. �Risk Factors.� The foregoing list of factors and the factors set forth in Item 1A. �Risk Factors�
included in our Fiscal 2011 Form 10-K and in Part II. Item 1A. �Risk Factors� in this Report are not exhaustive. Additional risks and uncertainties
not known to us or that we currently believe not to be material also may adversely impact our business, results of operations, financial position
and cash flows. Should any risks or uncertainties develop into actual events, these developments could have a material adverse effect on our
business, results of operations, financial position and cash flows. The forward-looking statements contained in this Report are made as of the
date hereof and we disclaim any intention or obligation, other than imposed by law, to update or revise any forward-looking statements or to
update the reasons actual results could differ materially from those projected in the forward-looking statements, whether as a result of new
information, future events or otherwise. For further information concerning risk factors, see Part II. Item 1A. �Risk Factors� in this Report.

Item 3. Quantitative and Qualitative Disclosures about Market Risk.

In the normal course of doing business, we are exposed to the risks associated with foreign currency exchange rates and changes in interest rates.
We employ established policies and procedures governing the use of financial instruments to manage our exposure to such risks.

Foreign Exchange and Currency: We use foreign currency forward contracts and options to hedge both balance sheet and off-balance sheet
future foreign currency commitments. Factors that could impact the effectiveness of our hedging programs for foreign currency include accuracy
of sales estimates, volatility of currency markets and the cost and availability of hedging instruments. A 10 percent change in currency exchange
rates for our foreign currency derivatives held at September 30, 2011 would not have had a material impact on the fair value of such instruments.
This quantification of exposure to the market risk associated with foreign currency financial instruments does not take into account the offsetting
impact of changes in the fair value of our foreign denominated assets, liabilities and firm commitments. See Note L � Derivative Instruments and
Hedging Activities in the Notes for additional information.
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Interest Rates: As of September 30, 2011, we had long-term debt obligations and short-term debt under our commercial paper program subject
to interest rate risk. Because the interest rates on our long-term debt obligations are fixed, and because our long-term debt is not putable
(redeemable at the option of the holders of the debt prior to maturity), the interest rate risk associated with this debt on our results of operations
is not material. We have a short-term variable-rate commercial paper program in place, which we may utilize to satisfy short-term cash
requirements. We can give no assurances that interest rates will not change significantly or have a material effect on our income or cash flows
over the next twelve months.

Item 4. Controls and Procedures.

(a) Evaluation of disclosure controls and procedures: We maintain disclosure controls and procedures that are designed to ensure that
information required to be disclosed in our reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported
within the time periods specified in SEC rules and forms. Our disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed in our reports filed under the Exchange Act is accumulated and
communicated to management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions
regarding required disclosures. There are inherent limitations to the effectiveness of any system of disclosure controls and procedures, including
the possibility of human error and the circumvention or overriding of the controls and procedures. Accordingly, even effective disclosure
controls and procedures can provide only reasonable assurance of achieving their control objectives, and management necessarily is required to
use its judgment in evaluating the cost-benefit relationship of possible controls and procedures. As required by Rule 13a-15 under the Exchange
Act, as of the end of the fiscal quarter ended September 30, 2011, we carried out an evaluation of the effectiveness of the design and operation of
our disclosure controls and procedures. This evaluation was carried out under the supervision and with the participation of our management,
including our Chief Executive Officer and our Chief Financial Officer. Based upon this work and other evaluation procedures, our management,
including our Chief Executive Officer and our Chief Financial Officer, has concluded that as of the end of the fiscal quarter ended September 30,
2011 our disclosure controls and procedures were effective.

(b) Changes in internal control: We periodically review our internal control over financial reporting as part of our efforts to ensure compliance
with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002. In addition, we routinely review our system of internal control over
financial reporting to identify potential changes to our processes and systems that may improve controls and increase efficiency, while ensuring
that we maintain an effective internal control environment. Changes may include such activities as implementing new, more efficient systems,
consolidating the activities of business units, migrating certain processes to our shared services organizations, formalizing policies and
procedures, improving segregation of duties and adding additional monitoring controls. In addition, when we acquire new businesses, we
incorporate our controls and procedures into the acquired business as part of our integration activities. There have been no changes in our
internal control over financial reporting that occurred during the fiscal quarter ended September 30, 2011 that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings.

General. From time to time, as a normal incident of the nature and kind of businesses in which we are, or were, engaged, various claims or
charges are asserted and litigation or arbitration is commenced by or against us arising from or related to matters including, but not limited to:
product liability; personal injury; patents, trademarks, trade secrets or other intellectual property; labor and employee disputes; commercial or
contractual disputes; the sale or use of former products containing asbestos or other restricted materials; breach of warranty; or environmental
matters. Claimed amounts against us may be substantial but may not bear any reasonable relationship to the merits of the claim or the extent of
any real risk of court or arbitral awards. We record accruals for losses related to those matters against us that we consider to be probable and that
can be reasonably estimated. Gain contingencies, if any, are recognized when they are realized and legal costs are expensed when incurred.
While it is not feasible to predict the outcome of these matters with certainty, and some lawsuits, claims or proceedings may be disposed of or
decided unfavorably to us, based upon available information, in the opinion of management, settlements, arbitration awards and final judgments,
if any, which are considered probable of being rendered against us in litigation or arbitration in existence at September 30, 2011 are reserved for,
covered by insurance or would not have a material adverse effect on our financial position, results of operations or cash flows.

Our tax filings are subject to audit by taxing authorities in jurisdictions where we conduct business. These audits may result in assessments of
additional taxes that are subsequently resolved with the authorities or ultimately through established legal proceedings. We believe we have
adequately accrued for any ultimate amounts that are likely to result from these audits; however, final assessments, if any, could be different
from the amounts recorded in our Condensed Consolidated Financial Statements (Unaudited).

HSTX Securities Litigation. Harris Stratex Networks, Inc. (now known as Aviat Networks, Inc.) (�HSTX�) and certain of its current and former
officers and directors, including certain current Harris officers, were named as defendants in a federal securities class action complaint filed on
September 15, 2008 in the United States District Court (the �Court�) for the District of Delaware by plaintiff Norfolk County Retirement System
on behalf of an alleged class of purchasers of HSTX securities from January 29, 2007 to July 30, 2008, including shareholders of Stratex
Networks, Inc. (�Stratex�) who exchanged shares of Stratex for shares of HSTX as part of the combination between Stratex and our former
Microwave Communications Division to form HSTX. Similar complaints were filed in the Court on October 6, 2008 and October 30, 2008. The
complaints were consolidated in a slightly expanded complaint filed on July 29, 2009 that, among other things, added Harris Corporation as a
defendant. This action relates to public disclosures made by HSTX on January 30, 2007 and July 30, 2008, which included the restatement of
HSTX�s financial statements for the first three fiscal quarters of its fiscal 2008 (the quarters ended March 28, 2008, December 28, 2007 and
September 28, 2007) and for its fiscal years ended June 29, 2007, June 30, 2006 and July 1, 2005 due to accounting errors. The consolidated
complaint alleged violations of Section 10(b) and Section 20(a) of the Exchange Act and of Rule 10b-5 promulgated thereunder, as well as
violations of Section 11 and Section 15 of the Securities Act, and sought, among other relief, determinations that the action is a proper class
action, unspecified compensatory damages and reasonable attorneys� fees and costs. On June 21, 2011, the Court issued an order preliminarily
approving a settlement between the parties. A settlement fairness hearing was held on September 16, 2011, and after the end of the first quarter
of fiscal 2012, on October 11, 2011, the Court issued an order approving the settlement and dismissing in its entirety with prejudice the
consolidated complaint and all claims contained therein. The settlement did not have a material impact on our results of operations, financial
condition or cash flows.

Item 1A. Risk Factors.

Investors should carefully review and consider the information regarding certain factors which could materially affect our business, results of
operations, financial condition and cash flows and set forth under Item 1A. �Risk Factors� in our Fiscal 2011 Form 10-K. We do not believe that
there have been any material changes to the risk factors previously disclosed in our Fiscal 2011 Form 10-K. We may disclose changes to such
factors or disclose additional factors from time to time in our future filings with the SEC. Additional risks and uncertainties not presently known
to us or that we currently believe not to be material may also adversely impact our business, results of operations, financial position and cash
flows.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

Issuer Purchases of Equity Securities

During the first quarter of fiscal 2012, we repurchased 10,618,805 shares of our common stock under our repurchase program at an average
price per share of $37.65, excluding commissions. During the first quarter of fiscal 2011, we repurchased 1,173,900 shares of our common stock
under our repurchase program at an average price per share of $42.57, excluding commissions. The level of our repurchases depends on a
number of factors, including our financial condition, capital requirements, results of operations, future business prospects and other factors that
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our Board of Directors may deem relevant. The timing, volume and nature of share repurchases are subject to market conditions, applicable
securities laws and other factors and are at our discretion and may be suspended or discontinued at any time. Shares repurchased by us are
cancelled and retired.
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The following table sets forth information with respect to repurchases by us of our common stock during the fiscal quarter ended September 30,
2011:

Period*

    Total number    
of shares

purchased

        Average        
price paid per

share

    Total number    
of shares

purchased as
part

of publicly
announced

plans
or programs (1)

Maximum
approximate

dollar
value of

    shares that may    
yet be purchased

under the plans or
programs (1)

Month No. 1
(July 2, 2011-July 29, 2011)
Repurchase Programs (1) None n/a None $ 200,639,551
Employee Transactions (2) 5,000 $ 44.46 n/a n/a
Month No. 2
(July 30, 2011-August 26, 2011)
Repurchase Programs (1) 5,770,000 $ 36.31 5,770,000 $ 790,508,672
Employee Transactions (2) 153,433 $ 37.14 n/a n/a
Month No. 3
(August 27, 2011-September 30, 2011)
Repurchase Programs (1) 4,848,805 $ 39.25 4,848,805 $ 600,212,398
Employee Transactions (2) 8,287 $ 37.87 n/a n/a

Total 10,785,525 $ 37.65 10,618,805 $ 600,212,398

* Periods represent our fiscal months.

(1) On March 2, 2009, we announced that on February 27, 2009, our Board of Directors approved the 2009 Repurchase Program authorizing
us to repurchase up to $600 million in shares of our stock through open-market transactions, private transactions, transactions structured
through investment banking institutions or any combination thereof. The 2009 Repurchase Program did not have a stated expiration date
and has resulted in repurchases in excess of the dilutive effect of shares issued under our share-based incentive plans. The approximate
dollar amount of our stock that may yet be purchased under the 2009 Repurchase Program as of July 29, 2011 was $200,639,551 (as
reflected in the table above). On August 2, 2011, we announced that on July 30, 2011, our Board of Directors approved the New
Repurchase Program authorizing us to repurchase up to $1 billion in shares of our stock through open-market transactions, private
transactions, transactions structured through investment banking institutions or any combination thereof. The New Repurchase Program
replaced the 2009 Repurchase Program (which had a remaining, unused authorization of $200,639,551 as of July 29, 2011) and does not
have a stated expiration date. The approximate dollar amount of our stock that may yet be purchased under the New Repurchase Program
as of September 30, 2011 was $600,212,398 (as reflected in the table above). The New Repurchase Program has resulted, and is expected
to continue to result, in repurchases well in excess of the dilutive effect of shares issued under our share-based incentive plans. However,
the level of our repurchases depends on a number of factors, including our financial condition, capital requirements, results of operations,
future business prospects and other factors that our Board of Directors may deem relevant. The timing, volume and nature of repurchases
are subject to market conditions, applicable securities laws and other factors and are at our discretion and may be suspended or
discontinued at any time. As a matter of policy, we do not repurchase shares during the period beginning on the 15th day of the third
month of a fiscal quarter and ending two days following the public release of earnings and financial results for such fiscal quarter.

(2) Represents a combination of (a) shares of our common stock delivered to us in satisfaction of the exercise price and/or tax withholding
obligation by holders of employee stock options who exercised stock options, (b) shares of our common stock delivered to us in
satisfaction of the tax withholding obligation of holders of performance shares or restricted shares which vested during the quarter,
(c) performance shares or restricted shares returned to us upon retirement or employment termination of employees or (d) shares of our
common stock purchased by, or sold to us by, the Harris Corporation Master Rabbi Trust, with the trustee thereof acting at our direction, to
fund obligations of the Rabbi Trust under our deferred compensation plans. Our equity incentive plans provide that the value of shares
delivered to us to pay the exercise price of options or to cover tax withholding obligations shall be the closing price of our common stock
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on the date the relevant transaction occurs.
Sales of Unregistered Securities

During the first quarter of fiscal 2012, we did not issue or sell any unregistered equity securities.

Item 3. Defaults Upon Senior Securities.

Not Applicable.

Item 4. (Removed and Reserved).
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Item 5. Other Information.

Not Applicable.

Item 6. Exhibits.

The following exhibits are filed herewith or incorporated by reference to exhibits previously filed with the SEC:

(3) (a) Restated Certificate of Incorporation of Harris Corporation (1995), as amended, incorporated herein by reference to Exhibit
3(a) to the Company�s Quarterly Report on Form 10-Q for the fiscal quarter ended September 26, 2008. (Commission File
Number 1-3863)

(b) By-Laws of Harris Corporation, as amended and restated effective October 24, 2008, incorporated herein by reference to
Exhibit 3(ii) to the Company�s Current Report on Form 8-K filed with the SEC on October 29, 2008. (Commission File
Number 1-3863)

(10) *(a) Form of Stock Option Award Agreement Terms and Conditions (as of August 26, 2011) for grants under the Harris
Corporation 2005 Equity Incentive Plan (As Amended and Restated Effective August 27, 2010), incorporated herein by
reference to Exhibit 10.1 to the Company�s Current Report on Form 8-K filed with the SEC on August 31, 2011. (Commission
File Number 1-3863)

*(b) Form of Performance Share Unit Award Agreement Terms and Conditions (as of August 26, 2011) for grants under the
Harris Corporation 2005 Equity Incentive Plan (As Amended and Restated Effective August 27, 2010), incorporated herein by
reference to Exhibit 10.2 to the Company�s Current Report on Form 8-K filed with the SEC on August 31, 2011. (Commission
File Number 1-3863)

*(c) Form of Restricted Stock Unit Award Agreement Terms and Conditions (as of August 26, 2011) for grants under the
Harris Corporation 2005 Equity Incentive Plan (As Amended and Restated Effective August 27, 2010), incorporated herein by
reference to Exhibit 10.3 to the Company�s Current Report on Form 8-K filed with the SEC on August 31, 2011. (Commission
File Number 1-3863)

*(d) Amendment Number Two to the Harris Corporation Retirement Plan (Amended and Restated Effective January 1, 2011)
dated August 30, 2011 and effective as of September 1, 2011.

(e) First Amendment to 364-Day Revolving Credit Agreement, dated as of September 27, 2011, by and among the Company
and the other parties thereto, incorporated herein by reference to Exhibit 10.1 to the Company�s Current Report on Form 8-K
filed with the SEC on September 30, 2011. (Commission File Number 1-3863)

(12) Computation of Ratio of Earnings to Fixed Charges.

(15) Letter Regarding Unaudited Interim Financial Information.

(31.1) Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer.

(31.2) Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer.

(32.1) Section 1350 Certification of 14

Chief Executive Officer.

(32.2) Section 1350 Certification of Chief Financial Officer.

(101.INS) **XBRL Instance Document.

(101.SCH) **XBRL Taxonomy Extension Schema Document.

(101.CAL) **XBRL Taxonomy Extension Calculation Linkbase Document.

(101.LAB) **XBRL Taxonomy Extension Label Linkbase Document.

(101.PRE) **XBRL Taxonomy Extension Presentation Linkbase Document.
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(101.DEF) **XBRL Taxonomy Extension Definition Linkbase Document.

* Management contract or compensatory plan or arrangement.
** Furnished herewith (not filed).
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SIGNATURE

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 thereunto duly authorized.

HARRIS CORPORATION
(Registrant)

Date: October 27, 2011 By: /s/ Gary L. McArthur
Gary L. McArthur
Senior Vice President and Chief Financial Officer
(principal financial officer and duly authorized officer)
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EXHIBIT INDEX

Exhibit No.

Under Reg. S-K,

Item 601 Description

(3) (a) Restated Certificate of Incorporation of Harris Corporation (1995), as amended, incorporated herein by reference to
Exhibit 3(a) to the Company�s Quarterly Report on Form 10-Q for the fiscal quarter ended September 26, 2008.
(Commission File Number 1-3863)

(b) By-Laws of Harris Corporation, as amended and restated effective October 24, 2008, incorporated herein by
reference to Exhibit 3(ii) to the Company�s Current Report on Form 8-K filed with the SEC on October 29, 2008.
(Commission File Number 1-3863)

(10) *(a) Form of Stock Option Award Agreement Terms and Conditions (as of August 26, 2011) for grants under the Harris
Corporation 2005 Equity Incentive Plan (As Amended and Restated Effective August 27, 2010), incorporated herein by
reference to Exhibit 10.1 to the Company�s Current Report on Form 8-K filed with the SEC on August 31, 2011.
(Commission File Number 1-3863)

*(b) Form of Performance Share Unit Award Agreement Terms and Conditions (as of August 26, 2011) for grants under
the Harris Corporation 2005 Equity Incentive Plan (As Amended and Restated Effective August 27, 2010), incorporated
herein by reference to Exhibit 10.2 to the Company�s Current Report on Form 8-K filed with the SEC on August 31,
2011. (Commission File Number 1-3863)

*(c) Form of Restricted Stock Unit Award Agreement Terms and Conditions (as of August 26, 2011) for grants under
the Harris Corporation 2005 Equity Incentive Plan (As Amended and Restated Effective August 27, 2010), incorporated
herein by reference to Exhibit 10.3 to the Company�s Current Report on Form 8-K filed with the SEC on August 31,
2011. (Commission File Number 1-3863)

*(d) Amendment Number Two to the Harris Corporation Retirement Plan (Amended and Restated Effective January 1,
2011) dated August 30, 2011 and effective as of September 1, 2011.

(e) First Amendment to 364-Day Revolving Credit Agreement, dated as of September 27, 2011, by and among the
Company and the other parties thereto, incorporated herein by reference to Exhibit 10.1 to the Company�s Current Report
on Form 8-K filed with the SEC on September 30, 2011. (Commission File Number 1-3863)

(12) Computation of Ratio of Earnings to Fixed Charges.

(15) Letter Regarding Unaudited Interim Financial Information.

(31.1) Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer.

(31.2) Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer.

(32.1) Section 1350 Certification of Chief Executive Officer.

(32.2) Section 1350 Certification of Chief Financial Officer.

(101.INS) **XBRL Instance Document.

(101.SCH) **XBRL Taxonomy Extension Schema Document.

(101.CAL) **XBRL Taxonomy Extension Calculation Linkbase Document.

(101.LAB) **XBRL Taxonomy Extension Label Linkbase Document.

(101.PRE) **XBRL Taxonomy Extension Presentation Linkbase Document.

(101.DEF) **XBRL Taxonomy Extension Definition Linkbase Document.
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* Management contract or compensatory plan or arrangement.
** Furnished herewith (not filed).
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