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You should carefully consider the following risk factors and all other information contained herein as well as the information
included in this Annual Report and other reports and filings made with the SEC in evaluating our business and prospects. Risks
and uncertainties, in addition to those we describe below, that are not presently known to us or that we currently believe are
immaterial may also impair our business operations. If any of the following risks occur, our business and financial results could
be harmed and the price of our common stock could decline. You should also refer to the other information contained in this
Annual Report, including our Consolidated Financial Statements and the related Notes. Risk Factors Summary Risks Related to
our Business ¢ The U. S. Government provides a significant portion of our revenue, and our business could be adversely affected
by changes in the fiscal policies of the U. S. Government and other governmental entities. * Significant delays or reductions in
appropriations for our programs and U. S. Government funding more broadly may negatively impact our business and programs
and could have a material adverse effect on our financial position, results of operations and / or cash flows. ¢ If we fail to
establish and maintain important relationships with government agencies and prime contractors, our ability to successfully
maintain and develop new business may be adversely affected. « The loss of one or more of our largest customers, programs, or
applications could adversely affect our results of operations. « Many of our contracts contain performance obligations that
require innovative design capabilities, are technologically complex, require state- of- the- art manufacturing expertise, or are
dependent upon factors not wholly within our control. Failure to meet these obligations could adversely affect our profitability
and future prospects. Early termination of client contracts or contract penalties could adversely affect our results of operations. ¢
If our subcontractors or suppliers fail to perform their contractual obligations, our performance and reputation as a contractor
and our ability to obtain future business could suffer. « We face intense competition from many competitors that have greater
resources than we do, which could result in price reductions, reduced profitability or loss of market share. ¢ If the UAS and
UGS markets do not experience significant growth, if we cannot expand our customer base or if our products do not achieve
broad acceptance, or if the products we have developed or will develop do not become programs of record, then we may not be
able to achieve our anticipated level of growth. * Loss of our General Services Administration (“ GSA ) contracts or
government- wide acquisition contracts could impair our ability to attract new business. * Government contracts differ
materially from standard commercial contracts, involve competitive bidding and may be subject to cancellation or delay without
penalty. « We may not receive the full amounts estimated under the contracts in our backlog, which could reduce our revenue in
future periods below the levels anticipated. This makes backlog an uncertain indicator of future operating results. « A preference
for minority- owned, small and small disadvantaged businesses could impact our ability to be a prime contractor and limit our
opportunity to work as a subcontractor on certain governmental procurements. ¢ U. S. Government in- sourcing could result in
loss of business opportunities and personnel. * Our business could be negatively impacted by cyber and other security threats or
disruptions. * Our products are complex and could have unknown defects or errors, which may increase our costs, harm our
reputation with customers, give rise to costly litigation, or divert our resources from other purposes. * Due to the volatile and
flammable nature of certain components of our products and equipment, fires or explosions may disrupt our business or cause
significant injuries, which could adversely affect our financial results. « Our margins and operating results may suffer if we
experience unfavorable changes in the proportion of cost- plus- fee or fixed- price contracts in our total contract mix. « We have
incurred and may continue to incur goodwill impairment charges in our reporting entities, which could harm our profitability. ¢
Our ability to utilize our net operating loss carryforwards and certain other tax attributes may be limited. We may be required to
record valuation allowances on our net operating loss carryforwards in future periods, which could harm-adversely impact our
profitability and financial condition . Risks Related to our Operations * Our operations expose us to risks associated with
pandemics, epidemics or other public health emergencies ;steh-as-the-outbrealof-COVD-—9- < We may need additional
capital to fund the growth of our business, and financing may not be available on favorable terms or at all. « Our cash may be
subject to a risk of loss and we may be exposed to fluctuations in the market values of our portfolio investments and in interest
rates. * Past acquisitions and future acquisitions could prove difficult to integrate, disrupt our business, dilute stockholder value
and strain our resources. * The loss of any member of our senior management could impair our relationships with U. S.
Government customers and disrupt the management of our business. * If we fail to attract and retain skilled employees or
employees with the necessary National Security clearances, we might not be able to perform under our contracts or win new
business. * We are subject to the requirements of the National Industrial Security Program Operating Manual for our facility
security clearance, which is a prerequisite to our ability to perform on classified contracts for the U. S. Government. « We are
wiltbe-subject to DoD CMMC requirements issued by the Pentagon which may limit our ability to bid and win projects. The
cost for the DoD CMMC requirements may be significant. Cybersecurlty ﬁ‘en-ts—breaches or dlsruptlons of our 1nf0rmat10n

technology systems could negatively impact our operations -
. Risks Related to our International Operatlons . Revenues derived from our international business
could be subject to global economic downturn and hardshlp Our 1nternat10nal busmess exposes us to addltlonal rlsks 5

e Rtes-bs h as-prima ; atsraet- Changes in forelgn tax 1aws and regulatlons could expose
us to addltlonal tax 11ab111t1es and could adversely affect our financial risks

. Risks Related to our Long- Term Borrowings « We have substantial long- term borrowings, which
could adversely affect our cash flow, financial condition and business. « We and our subsidiaries may incur more debt, which



may increase the risks associated with our leverage, including our ability to service our indebtedness. * A portion of our business
is conducted through foreign subsidiaries, and the failure to generate sufficient cash flow from these subsidiaries, or otherwise
repatriate or receive cash from these subsidiaries, could result in our inability to repay our indebtedness. ¢ The agreements
governing our debt impose significant operating and financial restrictions on us and our subsidiaries that may prevent us and our
subsidiaries from pursuing certain business opportunities and restrict our ability to operate our business. Risks Related to our
Intellectual Property « We may be unable to protect our intellectual property rights. ¢ Disclosure of trade secrets could cause
harm to our business. * We may be harmed by intellectual property infringement claims. Risks Related to Regulatory,
Environmental and Legal Issues ¢ Our failure to comply with complex procurement laws and regulations could cause us to lose
business and subject us to a variety of penalties. * Our contracts and administrative processes and systems are subject to audits
and cost adjustments by the U. S. Government, which could reduce our revenue, disrupt our business or otherwise adversely
affect our results of operations. « We are subject to environmental laws and potential exposure to environmental liabilities. This
may affect our ability to develop, sell or rent our property or to borrow money where such property is required to be used as
collateral. Risks Related to Our Common Stock * Some of our contracts with the U. S. Government are classified, which may
limit investor insight into portions of our business. For a more complete discussion of the material risks facing our business, see
below. Risks Related to Our Business In fiscal 2024, 2023 ;-and 2022 and-202+-, we generated 67 %, 69 % s-and 69 %-and-76
%, respectively, of our total revenues from contracts with the U. S. Government (including all branches of the U. S. military and
FMS), either as a prime contractor or a subcontractor. We expect to continue to derive most of our revenues from work
performed under U. S. Government contracts. See the Industry Update section in Item 1 *“ Business ” contained within this
Annual Report for a discussion of the current budgetary and funding constraints on U. S. Government spending and legislation
enacted to reduce the U. S. federal deficit. As a result, we have experienced and expect to continue to experience reduced or
delayed awards on some of our programs, with a related negative impact to our revenues, earnings and cash flows. Competitor
bid protests also have become more prevalent in the current competitive environment, which has led to further contract award
delays. In addition, any future changes to the fiscal policies of the U. S. Government and foreign governmental entities may
decrease overall government funding for defense and homeland security, result in delays in the procurement of our products and
services due to lack of funding, cause the U. S. Government and government agencies to reduce their purchases under existing
contracts, or cause them to exercise their rights to terminate contracts at- will or to abstain from exercising options to renew
contracts, any of which would have an adverse effect on our business, financial condition, results of operations and / or cash
flows. Furthermore, on January 20, 2025, President Trump announced an executive order establishing the “ Department
of Government Efficiency ” to maximize government efficiency and productivity. In February 2025, President Trump
stated that he has directed DOGE to review Pentagon spending for potential waste and fraud. Pressures on and
uncertainty surrounding the U. S. federal government’ s budget and potential changes in budgetary priorities, could
adversely affect our revenue, financial condition, and results of operations. U. S. Government programs are subject to
annual congressional budget authorization and appropriation processes. For many programs, Congress appropriates funds on a
fiscal year basis even though the program performance period may extend over several years. Consequently, programs are often
partially funded initially and additional funds are committed only as Congress makes further appropriations. If we incur costs in
excess of funds obligated on a contract, we may be at risk for reimbursement of those costs unless and until additional funds are
obligated to the contract. We cannot predict the extent to which total funding and / or funding for individual programs will be
included, increased or reduced as part of the annual budget process ultimately approved by Congress and the President or in
separate supplemental appropriations or continuing resolutions, as applicable. Laws and plans adopted by the U. S. Government
relating to, along with pressures on and uncertainty surrounding the federal budget, potential changes in priorities and defense
spending levels, sequestration, the appropriations process, use of continuing resolutions (with restrictions, e. g., on new starts)
and the permissible federal debt limit, could adversely affect the funding for individual programs and delay purchasing or
payment decisions by our customers. In the event government funding for our significant programs becomes unavailable, or is
reduced or delayed, or planned orders are reduced, our contract or subcontract under such programs may be terminated or
adjusted by the U. S. Government or the prime contractor. The federal budget and debt ceiling are expected to continue to be the
subject of considerable debate, which could have a significant impact on defense spending broadly and our programs in
particular. The budget environment, including budget caps mandated by the Budget Control Act of 2011 (the “ BCA ”) for fiscal
years 2022 and 2023, which was reinstituted with established budget caps for 2024 and 2025 under The Fiscal
Responsibility Act of 2023, and uncertainty surrounding the debt ceiling and the appropriations process, remain significant
short and long- term risks for the Company. Considerable uncertainty exists regarding how future budget and program decisions
will unfold, including the defense spending priorities of the current administration and Congress, what challenges budget
reductions (required by the BCA and otherwise) will present for the defense industry and whether annual appropriations bills
for all agencies will be enacted in a timely manner. If annual appropriations bills are not timely enacted, the U. S. Government
may again operate under a continuing resolution, restricting new contract or program starts, presenting resource allocation
challenges and placing limitations on some planned program budgets, and we may face additional government shutdowns of
unknown duration. If a prolonged government shutdown of the DoD were to occur, it could result in program cancellations,
disruptions and / or stop work orders and could limit the U. S. Government’ s ability to effectively progress programs and to
make timely payments, and our ability to perform on our U. S. Government contracts and successfully compete for new work.
We believe continued budget pressures would have serious negative consequences for the security of our country, the defense
industrial base, including the Company, and the customers, employees, suppliers, investors, and communities that rely on
companies in the defense industrial base. It is likely budget and program decisions made in this environment will have long-
term implications for us and the entire defense industry. Additionally, funding for certain programs in which we participate may
be reduced, delayed or cancelled, and budget cuts globally could adversely affect the viability of our subcontractors and



suppliers, and our employee base. While we believe that our business is well- positioned in areas that the DoD and other
customers have indicated are areas of focus for future defense spending, the long- term impact of the BCA, other defense
spending cuts, challenges in the appropriations process, the debt ceiling and the ongoing fiscal debates remain uncertain.
Significant delays or reductions in appropriations; long- term funding under a continuing resolution; an extended debt ceiling
breach or government shutdown; and / or future budget and program decisions, among other items, may negatively impact our
business and programs and could have a material adverse effect on our financial position, results of operations and / or cash
flows. Our reputation and relationship with the U. S. Government, and in particular with the agencies of the DoD and the U. S.
intelligence community, are key factors in maintaining and developing new business opportunities. In addition, we often act as a
subcontractor or in *“ teaming ~ arrangements in which we and other contractors bid together on particular contracts or programs
for the U. S. Government or government agencies. We expect to continue to depend on relationships with other prime
contractors for a portion of our revenue for the foreseeable future. Negative press reports regarding conflicts of interest, poor
contract performance, employee misconduct, information security breaches or other aspects of our business, regardless of
accuracy, could harm our reputation. Additionally, as a subcontractor or team member, we often lack control over fulfillment of
a contract, and poor performance on the contract could tarnish our reputation, even when we perform as required. As a result,
we may be unable to successfully maintain our relationships with government agencies or prime contractors, and any failure to
do so could adversely affect our ability to maintain our existing business and compete successfully for new business. We are
dependent on a small number of customers for certain large programs that represent a large portion of our revenues. A
significant decrease in the sales to or loss of any of these programs or our major customers would have a material adverse effect
on our business and results of operations. In fiscal 2024 and 2023 and2022-, the U. S. Air Force accounted for 15.2 % and 22.
6 Yand25-3-% respectively, of our total revenues and the U. S. Navy accounted for 14. 7 % and 13. 0 Ysand34-—2-%,
respectively, of our total revenues. No assurance can be given that our customers will not experience financial, technical or other
difficulties that could adversely affect their operations and, in turn, our results of operations. We believe that the USAF BQM-
167, USN BQM- 177, anethe-GBSD (also known as Sentinel) and the recently awarded MACH- TB 2. 0 programs could
represent a large portion of our future revenues in the coming years, and the loss or cancellation of any of these programs could
adversely affect our future results. Further, new programs may yield lower margins than legacy programs, which could result in
an overall reduction in gross margins. We design, develop, and manufacture technologically advanced and innovative products
and services, which are applied by our customers in a variety of environments. Problems and delays in development or delivery
as a result of issues with respect to design, technology, licensing and intellectual property rights, labor, inability to achieve
learning curve assumptions, manufacturing materials or components could prevent us from meeting requirements. Either we or
the customer may generally terminate a contract as a result of a material uncured breach by the other. If we breach a contract or
fail to perform in accordance with contractual service levels, delivery schedules, performance specifications, or other contractual
requirements set forth therein, the other party thereto may terminate such contract for default, and we may be required to refund
money previously paid to us by the customer or to pay penalties or other damages. Even if we have not breached, we may deal
with various situations from time to time that may result in the amendment or termination of a contract. These steps can result in
significant current period charges and / or reductions in current or future revenue, and / or delays in collection of outstanding
receivables and costs incurred on the contract. Other factors that may affect revenue and profitability include inaccurate cost
estimates, design issues, unforeseen costs and expenses not covered by insurance or indemnification from the customer,
diversion of management focus in responding to unforeseen problems, and loss of follow- on work. As a prime contractor, we
often rely upon other companies as subcontractors to perform work we are obligated to perform for our customers. As we secure
more work under certain of our contracts, we expect to require an increasing level of support from subcontractors that provide
complementary and supplementary services to our offerings. We are responsible for the work performed by our subcontractors,
even though in some cases we have limited involvement in that work. If one or more of our subcontractors fails to satisfactorily
perform the agreed- upon services on a timely basis or violates U. S. Government contracting policies, laws or regulations, our
ability to perform our obligations as a prime contractor or meet our customers’ expectations may be compromised. In extreme
cases, performance or other deficiencies on the part of our subcontractors could result in a customer terminating our contract for
default. A termination for default could expose us to liability, including liability for the agency’ s costs of re- procurement,
could damage our reputation and could hurt our ability to compete for future contracts. We are also required to procure certain
materials and parts from supply sources approved by the U. S. Government. The inability of a supplier to meet our needs or U.
S. Government requirements or the appearance of counterfeit parts in our products could have a material adverse effect on our
financial position, results of operations or cash flows. Our earnings and profitability depend, in part, on subcontractor and
supplier performance and product availability. We rely on other companies to provide major components for our products. For
instance, we build the airframe, electronics and flight control systems for our unmanned aerial systems. We primarily rely on
our suppliers to provide the engines and parachutes for landing the unmanned aerial systems. Disruptions or performance
problems caused by our subcontractors and suppliers, or a misalignment between our contractual obligations to our customers
and our agreements with our subcontractors and suppliers, could have an adverse effect on our ability to meet our commitments
to customers. In addition, due to the shortage of qualified subcontractors and suppliers, increases in the cost of certain
materials could impact our profitability under firm fixed priced contracts that we have with our customers. Our ability to
perform our obligations on time could be adversely affected if one or more of our subcontractors or suppliers were unable to
provide the agreed- upon products or materials or perform the agreed- upon services in a timely, compliant and cost- effective
manner or otherwise to meet the requirements of the contract. Changes in economic conditions, including changes in defense
budgets or credit availability, or other changes impacting a subcontractor or supplier (including changes in ownership or
operations) could adversely affect the financial stability of our subcontractors and suppliers and / or their ability to perform. The
inability of our suppliers to perform, or their inability to perform adequately, could also result in the need for us to transition to



alternate suppliers, which could result in significant incremental cost and delay or the need for us to provide other resources to
support our existing suppliers. In connection with our U. S. Government contracts, we are required to procure certain materials,
components and parts from supply sources approved by the customer. We are also facing increased and changing regulatory
requirements, many of which apply to our subcontractors and suppliers. In some cases, there may be only one supplier for
certain components. If a sole source supplier cannot meet our needs or is otherwise unavailable, we may be unable to find a
suitable alternative. Our procurement practices are intended to reduce the likelihood of our procurement of counterfeit,
unauthorized or otherwise non- compliant parts or materials. We rely on our subcontractors and suppliers to comply with
applicable laws and regulations, including regarding the parts or materials we procure from them; in some circumstances, we
rely on certifications provided by our subcontractors and suppliers regarding their compliance. We also rely on our
subcontractors and suppliers to effectively mitigate the risk of cyber and security threats or other disruptions with respect to the
products and components they deliver to us and the information entrusted to them by us or our customers. In addition, certain
raw materials and components used in the manufacture of our products and in our development programs are periodically
subject to supply shortages, and our business is subject to the risk of price increases and periodic delays in delivery. Particularly,
the market for electronic components is experiencing increased demand and a global shortage of semiconductors, creating
substantial uncertainty regarding our suppliers’ continued production of key components for our products, and the supply for
certain raw materials such as aluminum and resins, and the availability of certain parts and extrusions, and the availability for
milling activities has, in each case, continued to experience shortages and delays which is impacting our C5ISR business. If we
are unable to procure, or experience significant delays in subcontractor or supplier deliveries of, needed materials, components,
intellectual property or parts; if our subcontractors or suppliers do not comply with all applicable laws and regulations; if the
certifications we receive from them are inaccurate; or if what we receive is counterfeit or otherwise improper, it could have a
material adverse effect on our financial position, results of operations and / or cash flows. We operate in highly competitive
markets and generally encounter intense competition to win contracts from many other firms, including mid- tier federal
contractors with specialized capabilities, large defense contractors and IT service providers. Competition in our markets may
increase as a result of a number of factors, such as the entrance of new or larger competitors, including those formed through
alliances or consolidation, or the reduction in the overall number of government contracts. We may also face competition from
prime contractors for whom we currently serve as subcontractors or teammates if those prime contractors choose to offer
customer services of the type that we are currently providing. In addition, we may face competition from our subcontractors
who, from time- to- time, seek to obtain prime contractor status on contracts for which they currently serve as a subcontractor to
us. Many of our competitors have greater financial, technical, marketing and public relations resources, larger customer bases
and greater brand or name recognition than we do. Such competitors may be able to utilize their substantially greater resources
and economies of scale to, among other things: * divert sales from us by winning very large scale government contracts, a risk
that is enhanced by the recent trend in government procurement practices to bundle services into larger contracts and the recent
trend of making award determinations on a LPTA basis; * divert sales from us by the award of government contracts to our
competitors who may be willing to bid at substantially lower prices; ¢ force us to charge lower prices; or * adversely affect our
relationships with current customers, including our ability to continue to win competitively awarded engagements in which we
are the incumbent. In the event that the market for products in our US segment expands, we expect that competition will
intensify as additional competitors enter the market and current competitors expand their product lines. In order to secure
contracts successfully when competing with larger, well- financed companies, we may be forced to agree to contractual terms
that provide for lower aggregate payments to us over the life of the contract, which could adversely affect our margins. In
addition, larger diversified competitors serving as prime contractors may be able to supply underlying products and services
from affiliated entities, which would prevent us from competing for subcontracting opportunities on these contracts. If we lose
business to our competitors or are forced to lower our prices, our revenue and operating profits could decline. Our business is
dependent upon our ability to keep pace with the latest technological changes. The market for our services is characterized by
rapid change and technological improvements. Failure to respond in a timely and cost- effective way to these technological
developments would result in serious harm to our business and operating results. We have derived, and we expect to continue to
derive, a substantial portion of our revenues from providing innovative engineering services and technical solutions that are
based upon today’ s leading technologies and that are capable of adapting to future technologies. As a result, our success will
depend, in part, on our ability to develop and market service offerings that respond in a timely manner to the technological
advances of our customers, evolving industry standards and changing customer preferences. We believe that, in order to remain
competitive in the future, we will need to continue to invest significant financial resources to develop new offerings and
technologies or to adapt or modify our existing offerings and technologies, including through IR & D, acquisitions and joint
ventures or other teaming arrangements. These expenditures could divert our attention and resources from other projects, and we
cannot be sure that these expenditures will ultimately lead to the timely development of new offerings and technologies or
identification of and expansion into new markets. Due to the design complexity of our products, we may, in the future,
experience delays in completing the development and introduction of new products. Any delays could result in increased costs
of development or deflect resources from other projects. In addition, there can be no assurance that the market for our products
will develop or continue to expand or that we will be successful in newly identified markets as we currently anticipate. The
failure of our technology to gain market acceptance could significantly reduce our revenues and harm our business.
Furthermore, we cannot be sure that our competitors will not develop competing technologies that gain market acceptance in
advance of our products. Additionally, the possibility exists that our competitors might develop new technology or offerings that
might cause our existing technology and offerings to become obsolete. If we fail in our new product development efforts or if
our products or services fail to achieve market acceptance more rapidly as compared to our competitors, our ability to procure
new contracts could be negatively impacted, which could negatively impact our results of operations and financial condition.



For the fiscal year ended December 3429 , 2623-2024 , our US segment accounted for 26-23 . 5-8 % of our total revenue. We
cannot accurately predict the future growth rate or size of this market. Demand for our products may not increase, or may
decrease, either generally or in specific markets, for particular types of products or during particular time periods. There are only
a limited number of programs under which the U. S. military, our primary customer, is currently funding the development or
purchase of our UAS and UGS products. Although we are seeking to expand our US customer base to include foreign
governments, domestic non- military agencies and commercial customers, we cannot assure that our efforts will be successful.
The expansion of the UAS and UGS markets in general, and the market for our products in particular, depends on a number of
factors, including the following: « customer satisfaction with these types of systems as solutions; * the cost, performance and
reliability of our products and products offered by our competitors; ¢ customer perceptions regarding the effectiveness and value
of these types of systems; ¢ limitations on our ability to market our US products and services outside the U. S. due to U. S.
Government regulations or other restrictions; and * marketing efforts and publicity regarding these types of systems. Even if
UAS and UGS gain wide market acceptance in general, our specific products may not adequately address market requirements
or may not gain market acceptance. If these types of systems generally, or our products specifically, do not gain wide market
acceptance, or if the products we have developed or will develop do not become programs of record, then we may not be able to
achieve our anticipated level of growth and our revenue and results of operations may suffer. Loss of our GSA contracts or
GWAC:s could impair our ability to attract new business. We are a prime contractor under several GSA contracts and
governmentwide---- government- wide acquisition contracts (GWACs). We believe that our ability to provide services under
these contracts will continue to be important to our business because of the multiple opportunities for new engagements each
contract provides. If we were to lose our position as prime contractor on one or more of these contracts, we could lose
substantial revenues and our operating results could suffer. GSA contracts and other GWACs typically have a one or two- year
initial term with multiple options exercisable at the government customer’ s discretion to extend the contract for one or more
years. We cannot be assured that our government customers will continue to exercise the options remaining on our current
contracts, nor can we be assured that our future customers will exercise options on any contracts we may receive in the future.
Government contracts frequently include provisions that are not standard in private commercial transactions and are subject to
laws and regulations that give the U. S. Government rights and remedies not typically found in commercial contracts, including
provisions permitting the U. S. Government to: * terminate our existing contracts; ¢ reduce potential future income from our
existing contracts; « modify some of the terms and conditions in our existing contracts; ¢ suspend or permanently prohibit us
from doing business with the U. S. Government or with any specific government agency; ¢ impose fines and penalties; * subject
us to criminal prosecution; ¢ suspend work under existing multiple year contracts and related task orders if the necessary funds
are not appropriated by Congress;  decline to exercise an option to extend an existing multiple year contract; and ¢ claim rights
in technologies and systems invented, developed or produced by us. In addition, government contracts are frequently awarded
only after formal competitive bidding processes, which have been and may continue to be protracted and typically impose
provisions that permit cancellation in the event that necessary funds are unavailable to the government agency. Competitive
procurements impose substantial costs and managerial time and effort in order to prepare bids and proposals for contracts that
may not be awarded to us. In many cases, unsuccessful bidders for government contracts are provided the opportunity to
formally protest certain contract awards through various agencies, administrative and judicial channels. We have experienced an
increase in competitor bid protests on contracts on which we were the successful bidder due to the competitive environment
resulting from decreased government spending. In addition, we have formally protested procurement awards in which we were
not the initial successful bidder, but believed that the source selection process was flawed. The protest process may substantially
delay a successful bidder’ s contract performance, result in cancellation of the contract award entirely and distract management.
We may not be awarded contracts for which we bid, and substantial delays or cancellation of purchases may follow our
successful bids as a result of such protests. We believe that this environment of protracted competitive bidding processes and
competitor bid protests will continue. Certain of our government contracts also contain *“ organizational conflict of interest
clauses that could limit our ability to compete for certain related follow- on contracts. For example, when we work on the design
of a particular solution, we may be precluded from competing for the contract to install that solution. While we actively monitor
our contracts to avoid these conflicts, we cannot guarantee that we will be able to avoid all organizational conflict of interest
issues. Backlog is typically subject to large variations from quarter to quarter and comparisons of backlog from period to period
are not necessarily indicative of future revenues. The contracts comprising our backlog may not result in actual revenue in any
particular period or at all, and the actual revenue from such contracts may differ from our backlog estimates. The timing of
receipt of revenues, if any, on projects included in backlog could change because many factors affect the scheduling of projects.
Cancellation of or adjustments to contracts may occur. Additionally, all U. S. Government contracts included in backlog,
whether or not funded, may be terminated at the convenience of the U. S. Government. The failure to realize all amounts in our
backlog could adversely affect our revenues and gross margins. As a result, our funded, unfunded and total backlog as of any
particular date may not be an accurate indicator of our future earnings. As a result of the Small Business Administration (“ SBA
””) set- aside program, the federal government may decide to restrict certain procurements only to bidders that qualify as
minority- owned, small, or small disadvantaged businesses. We do not qualify as a minority- owned, small or small
disadvantaged business. As a result, we would not be eligible to perform as a prime contractor on those programs and in general
would be restricted to no more than 49 % of the work as a subcontractor on those programs. An increase in the amount of
procurements under the SBA set- aside program, or other similar governmental programs, may impact our ability to bid on new
procurements as a prime contractor, limit our opportunity to work as a subcontractor or restrict our ability to compete on
incumbent work that is placed in the set- aside program. The U. S. Government has continued to reduce the percentage of
contracted services in favor of more federal employees through an initiative called * in- sourcing. ”” Over time, in- sourcing
could have an adverse effect on our business, financial condition and results of operations. Specifically, as a result of in-



sourcing, government procurements for services could be fewer and smaller in the future. In addition, work we currently
perform could be in- sourced by the federal government and, as a result, our revenues could be reduced. Moreover, our
employees could also be hired by the government. This loss of our employees would necessitate the need to retain and train new
employees. Accordingly, the effect of in- sourcing or the continuation of in- sourcing at a faster- than- expected rate could have
an adverse effect on our business, financial condition, and results of operations. As a defense contractor, we face various cyber
and other security threats, including attempts to gain unauthorized access to sensitive information and networks; insider threats;
threats to the safety of our directors, officers and employees; threats to the security and viability of our facilities, infrastructure
and supply chain; and threats from terrorist acts or other acts of aggression. Our customers and partners (including our supply
chain and joint ventures) face similar threats and growing requirements. Although we utilize various procedures and controls to
monitor and mitigate the risk of these threats, there can be no assurance that these procedures and controls will be sufficient.
The occurrence of some of these risks may be increased to the extent remote working by our employees, suppliers, contractors
and other third parties which accelerated during the COVID- 19 pandemic , continues. Such an incident could lead to losses or
unauthorized disclosure of sensitive information or capabilities; theft or exposure of data; harm to personnel, infrastructure or
products; regulatory actions; and / or financial liabilities, as well as potential damage to our reputation as a government
contractor and provider of cyber- related or cyber- protected goods and services. Cyber threats are continuously evolving and
include, but are not limited to: malicious software, destructive malware, attempts to gain unauthorized access to data, disruption
or denial of service attacks, and other electronic security breaches that could lead to disruptions in mission critical systems;
unauthorized release of confidential, personal or otherwise protected information (our Company' s information or that of our
employees, customers, partners, or other third parties); corruption of data, networks or systems; harm to individuals; and loss of
assets. In addition, we could be impacted by cyber threats or other disruptions or vulnerabilities found in products we use or in
our partners’ or customers’ systems that are used in connection with or otherwise incorporated into our business. These events, if
not prevented or effectively mitigated, could damage our reputation, require remedial actions and lead to loss of business,
regulatory actions, potential liability and other losses. We provide systems, products and services to various customers (both
government and commercial) who also face cyber threats. Our systems, products and services may themselves be subject to
cyber threats and / or they may not be able to detect or properly deter threats, or effectively to mitigate resulting losses. These
losses could adversely affect our customers and our Company. The impact of these various factors is difficult to predict, but one
or more of them could result in the loss of information or capabilities, harm to individuals or property, damage to our reputation,
loss of business, contractual or regulatory actions and potential liabilities, any one of which could have a material adverse effect
on our financial position, results of operations and / or cash flows. If we experience systems or service failure, our reputation
could be harmed and our customers could assert claims against us for damages or refunds. We create, implement and maintain
IT solutions that are often critical to our customers’ operations. We have experienced, and may in the future experience, some
systems and service failures, schedule or delivery delays and other problems in connection with our work. If we experience
these problems, we may: ¢ lose revenue due to adverse customer reaction; ¢ be required to provide additional services to a
customer at no charge; ¢ cause customers to postpone, cancel or fail to renew contracts; ¢ receive negative publicity, which
could damage our reputation and adversely affect our ability to attract or retain customers; and ¢ suffer claims for substantial
damages. We cannot ensure that provisions in our customer contracts will be legally sufficient to protect us if we are sued. In
addition, our errors and omissions and product liability insurance coverage may not be adequate, may not continue to be
available on reasonable terms or in sufficient amounts to cover one or more large claims, or the insurer may disclaim coverage
as to some types of future claims. The successful assertion of any large claim against us could seriously harm our business. Even
if not successful, these claims may result in significant legal and other costs, be a distraction to our management and harm our
reputation. Our products, including but not limited to unmanned vehicles, aerial targets, UAS and ballistic missile targets , and
hypersonic systems , are extremely complex and must operate successfully with complex products from other vendors. Despite
testing, our products have contained defects and errors and may in the future contain defects or errors, or experience
performance problems when first introduced, when new versions or enhancements are released, or even after these products
have been used by our customers for a period of time. These problems could result in expensive and time- consuming design
modifications or warranty charges, delays in the introduction of new products or enhancements, significant increases in our
service and maintenance costs, diversion of our personnel” s attention from our product development efforts, exposure to
liability for damages, damaged customer relationships, and harm to our reputation, any of which could materially harm our
results of operations. In addition, increased development and warranty costs could be substantial and could reduce our operating
margins. The existence of any defects, errors, or failures in our products or the misuse of our products could also lead to lawsuits
against us, result in injury, death, or property damage, and significantly damage our reputation and support for our products in
general. Although we maintain insurance policies, we cannot provide assurance that this insurance will be adequate to protect us
from all material judgments and expenses related to potential future claims or that these levels of insurance will be available in
the future at economical prices or at all. A successful liability claim could result in substantial cost to us. Even if we are fully
insured as it relates to a claim, the claim could nevertheless diminish our brand and divert management’ s attention and
resources, which could have a negative impact on our business, financial condition, and results of operations. The development
and manufacture of certain of our products involves the handling of a variety of explosive and flammable materials as well as
high power equipment. From time to time, these activities may result in incidents that could cause us to temporarily shut down
or otherwise disrupt some manufacturing processes, causing production delays and resulting in liability for workplace injuries
and / or fatalities. We have safety and loss prevention programs that require detailed reviews of process changes and new
operations, along with routine safety audits of operations involving explosive materials, to mitigate such incidents, as well as a
variety of insurance policies. However, we cannot ensure that we will not experience such incidents in the future or that any
such incidents will not result in production delays or otherwise have a material adverse effect on our business or financial



condition. In addition, our microwave electronics business, which is based in Israel, may suffer disruption or damage from acts
of terrorism, or other conflicts in that geographic region. Our financial results may vary significantly from quarter to quarter. We
expect our revenue and operating results to vary from quarter to quarter. Reductions in revenue in a particular quarter could lead
to lower profitability in that quarter because a relatively large amount of our expenses are fixed in the short- term. We may incur
significant operating expenses during the start- up and early stages of large contracts and may not be able to recognize
corresponding revenue in that same quarter. We may also incur additional expenses when contracts are terminated or expire or
are not renewed. In addition, payments due to us from our customers may be delayed due to billing cycles or as a result of
failures of government budgets to gain congressional and administration approval in a timely manner. The U. S. Government’ s
fiscal year ends September 30. If a federal budget for the next federal fiscal year has not been approved by that date in each
year, our customers may have to suspend engagements that we are working on until a budget has been approved. Any such
suspensions may reduce our revenue in the fourth quarter of the federal fiscal year or the first quarter of the subsequent federal
fiscal year. The U. S. Government’ s fiscal year end can also trigger increased purchase requests from customers for equipment
and materials. Any increased purchase requests we receive as a result of the U. S. Government” s fiscal year end would serve to
increase our third or fourth quarter revenue, but will generally decrease profit margins for that quarter, as these activities
generally are not as profitable as our typical offerings. Additional factors that may cause our financial results to fluctuate from
quarter to quarter include those addressed elsewhere in this Item 1A “ Risk Factors ” and the following factors, among others: ¢
the terms of customer contracts that affect the timing of revenue recognition;  variability in demand for our services and
solutions; * commencement, completion or termination of contracts during any particular quarter; * timing of shipments and
product deliveries; * timing of award or performance incentive fee notices; * timing of significant bid and proposal costs; * the
costs of remediating unknown defects, errors or performance problems of our product offerings; * variable purchasing patterns
under GSA contracts, GWACs, blanket purchase agreements and other IDIQ contracts; * restrictions on and delays related to the
export of defense articles and services; ¢ costs related to government inquiries; ¢ strategic decisions by us or our competitors,
such as acquisitions, divestitures, spin- offs and joint ventures; * strategic investments or changes in business strategy; * the
ability of certain of our commercial based customers to raise adequate capital to fund early stage commercial initiatives; ®
changes in the extent to which we use subcontractors; * seasonal fluctuations in our staff utilization rates; * changes in our
effective tax rate, including changes in our judgment as to the necessity of the valuation allowance recorded against our deferred
tax assets; and  the length of sales cycles. Significant fluctuations in our operating results for a particular quarter could cause us
to fall out of compliance with the financial covenants related to our debt which, if not waived, could restrict our access to capital
and cause us to take extreme measures to pay down the debt, if any, under our five- year $ 200 million Revolving Credit Facility
and five- year $ 200 million Term Loan A entered into on February 18, 2022 (collectively, the “ 2022 Credit Facility ). In
addition, fluctuations in our financial results could cause our stock price to decline. See the risks and uncertainties related to our
ability to raise additional capital below in “ We may need additional capital to fund the growth of our business, and financing
may not be available on favorable terms or at all. ” Our margins and operating results may suffer if we experience unfavorable
changes in the proportion of cost- plus- fee or fixed - price contracts in our total contract mix. Although fixed- price contracts
entail a greater risk of a reduced profit or financial loss on a contract compared to other types of contracts we enter into, fixed-
price contracts typically provide higher profit opportunities because we may be able to benefit from cost savings and operating
efficiencies. In contrast, cost- plus- fee contracts are subject to statutory limits on profit margins and generally are the least
profitable of our contract types. Our U. S. Government customers typically determine what type of contract we enter into. Cost-
plus- fee and fixed- price contracts in our federal business accounted for approximately 35-37 % and 62-60 %, respectively, of
our federal business revenues for the year ended December 34-29 , 2623-2024 . To the extent that we enter into more cost- plus-
fee or less fixed- price contracts in proportion to our total contract mix in the future, our margins and operating results may
suffer. Our operating results may also suffer to the extent we have a contract mix that is focused on developmental projects,
which are typically at lower profit margins as compared to margins on production projects. Cost overruns on our contracts could
subject us to losses, decrease our operating margins and adversely affect our future business. Fixed- price contracts (including
both government and commercial contracts) represented approximately #8-69 % of our revenue for the fiscal year ended
December 3129 , 2623-2024 . If we fail to anticipate technical problems, estimate costs accurately or control costs during our
performance of fixed- price contracts, then we may incur losses on these contracts because we absorb any costs in excess of the
fixed price. In addition, under fixed- price contracts, we are required to absorb any unanticipated costs resulting from inflation,
including increases in costs of materials and labor. Under cost- plus- fee contracts, if costs exceed the contract ceiling or are not
allowable under the provisions of the contract or applicable regulations, then we may not be able to obtain reimbursement for all
such costs. Under time and materials contracts, we are paid for labor at negotiated hourly billing rates and for certain expenses.
Because many of our contracts involve advanced designs and innovative technologies, we may experience unforeseen
technological difficulties and cost overruns. Under each type of contract, if we are unable to control the costs we incur in
performing under the contract, then our financial condition and results of operations could be materially adversely affected. Cost
overruns also may adversely affect our ability to sustain existing programs and obtain future contract awards. Our cash flow and
profitability could be reduced if expenditures are incurred prior to the final receipt of a contract. We provide various
professional services, specialized products, and sometimes procure equipment and materials on behalf of our customers under
various contractual arrangements. From time to time, in order to ensure that we satisfy our customers’ delivery requirements and
schedules, we may elect to initiate procurement and production in advance of receiving a contract award, or final authorization
from the government customer or a prime contractor. In addition, from time to time, we may build production units such as
unmanned aerial vehicles in advance of receiving an anticipated contract award . In addition, to mitigate the impact of
increasing material costs, we may procure larger lots of materials in advance to obtain larger quantity purchase
discounted pricing . These actions that we may take to procure materials and / or commence production in advance of contract



award require use of our working capital resources which impact our near- term operating cash flows. If our government or
prime contractor customer’ s requirements should change or if the government or the prime contractor should direct the
anticipated procurement to another contractor, or if the anticipated contract award does not materialize, or if the equipment or
materials become obsolete or require modification before we are under contract for the procurement, our investment in the
equipment or materials might be at risk if we cannot efficiently resell them. This could reduce anticipated earnings or result in a
loss, negatively affecting our cash flow and profitability. If we fail to respond to commercial industry cycles in terms of our cost
structure, manufacturing capacity, and / or personnel needs, our business could be seriously harmed. The timing, length, and
severity of the up- and- down cycles in the commercial and defense industries are difficult to predict. This cyclical nature of the
industries in which we operate affects our ability to accurately predict future revenue, and in some cases, future expense levels.
During down cycles in our industry, the financial results of our customers may be negatively impacted, which could result not
only in a decrease in orders but also a weakening of their financial condition that could impair our ability to recognize revenue or
to collect on outstanding receivables. When cyclical fluctuations result in lower than expected revenue levels, operating results
may be adversely affected and cost reduction measures may be necessary in order for us to remain competitive and financially
sound. We must be in a position to adjust our cost and expense structure to reflect prevailing market conditions and to continue
to motivate and retain our key employees. If we fail to respond to fluctuating market conditions our business could be seriously
harmed. In addition, during periods of rapid growth, we must be able to increase engineering and manufacturing capacity and
personnel to meet customer demand. We can provide no assurance that these objectives can be met in a timely manner in
response to industry cycles. Each of these factors could adversely impact our operating results and financial condition. We face
significant risks in the management of our inventory, and failure to effectively manage our inventory levels may result in
product recalls or supply imbalances that could harm our business. We maintain a variety of parts and components in inventory
to allow us to customize our products for specific customer requirements, which parts are subject to obsolescence and
expiration. Due to the long- lead time for obtaining certain product components and the manufacturing cycles, we need to make
forecasts of demand and commit significant resources towards manufacturing our products. As such, we are subject to
significant risks in managing the inventory needs of our business during the year, including estimating the appropriate demand
for our products. In addition, as a result of recent disruptions in supply chain for certain materials and parts, we have been
making advanced inventory purchases in an attempt to mitigate the impact of these disruptions, which has resulted in an increase
in inventory levels and has required use of our working capital. Should orders and market conditions differ significantly from
our estimates, our future results of operations could be materially adversely affected. In the future, we may be required to record
write- downs of finished products and materials on- hand and / or additional charges for excess purchase commitments as a
result of future changes in our sales forecasts or customer orders, which could have a negative impact on our business, financial
condition, and results of operations. As of December 3429 , 2023-2024 , goodwill represented approximately 35-29 % of our
total assets. We test for impairment annually. If impairment testing indicates that the carrying value of a reporting unit exceeds
its fair value, the goodwill of the reporting unit is deemed impaired. Accordingly, an impairment charge would be recognized
for that reporting unit in the period identified. We test goodwill for impairment by performing a qualitative assessment or using
a two- step impairment process. If we choose to perform a qualitative assessment and determine it is more likely than not that an
impairment may exist, the two- step impairment process is then performed. For operations where the two- step process is used,
the identification and measurement of impairment involves the estimation of the fair value of reporting units. If the fair value is
determined to be less than the carrying value, a second step is performed to determine the amount of the impairment.
Accounting for impairment contains uncertainty because management must make judgments in determining appropriate
assumptions to be used in the measurement of fair value. The estimates of fair value of reporting units are based on the best
information available as of the date of the assessment, incorporate management assumptions about expected future cash flows
and contemplate other valuation techniques. Future cash flows can be affected by changes in industry or market conditions,
among other things. Given the current market conditions and continued economic uncertainty in the U. S. defense industry,
including sequestration and issues surrounding the national debt ceiling and-COVID—9-related-and inflationary impacts to
certain of our businesses, our future revenues, profits and cash flows could be substantially lower than our current projections.
Market conditions, including increased price competitiveness specifically in the government services space, and procurements
awarded on an LPTA rather than a best value basis, can significantly impact our projections. In addition, our ability to penetrate
new international markets could also impact our current projections. Additional market factors could impact our projections and
our ability to successfully develop new products and platforms. For example, our US reporting unit forecasts include the
successful completion of certain performance criteria on new unmanned systems platforms, and acceptance of new unmanned
systems platforms on a technical basis as well as from a political and government budgetary standpoint, including the
assumption that products we have developed or will develop will become programs of record. In addition, market- based inputs
to the calculations in the impairment test, such as weighted average cost of capital, and market multiples, could also be
negatively impacted. Such circumstances may result in the future deterioration of the fair value of our reporting units and an
impairment of our goodwill. Due to continual changes in market and general business conditions, we cannot predict whether,
and to what extent, our goodwill and long- lived intangible assets may be impaired in future periods. Any resulting impairment
loss could harm our profitability and financial condition. Failure to properly manage projects may result in additional costs or
claims. Our engagements often involve large scale, highly complex projects. The quality of our performance on such projects
depends in large part upon our ability to manage the relationship with our customers and to effectively manage the project and
deploy appropriate resources, including third- party contractors and our own personnel, in a timely manner. Any defects or
errors or failure to meet customers’ expectations could result in claims for substantial damages against us. Our contracts
generally limit our liability for damages that arise from negligent acts, errors, mistakes or omissions in rendering services to our
customers. However, we cannot be sure that these contractual provisions will protect us from liability for damages in the event



we are sued. In addition, in certain instances, we guarantee customers that we will complete a project by a scheduled date. If the
project experiences a performance problem, we may not be able to recover the additional costs we will incur, which could
exceed revenues realized from a project. Finally, if we underestimate the resources or time we need to complete a project with
capped or fixed fees, our operating results could be adversely affected. We use estimates when accounting for contracts, and any
changes in such estimates could have an adverse effect on our profitability and our overall financial performance. When
agreeing to contractual terms, our management makes assumptions and projections about future conditions and events, many of
which extend over long periods. These projections assess the productivity and availability of labor, complexity of the work to be
performed, cost and availability of materials, impact of delayed performance and timing of product deliveries. Contract
accounting requires judgment relative to assessing risks, estimating contract revenues and costs, and making assumptions for
schedule and technical issues. Due to the size and nature of many of our contracts, the estimation of total revenues and costs at
completion is complicated and subject to many variables. For example, assumptions are made regarding the length of time to
complete a contract since costs also include expected increases in wages, prices for materials and allocated fixed costs.
Similarly, assumptions are made regarding the future impact of our efficiency initiatives and cost reduction efforts. Incentives,
awards or penalties related to performance on contracts are considered in estimating revenue and profit rates and are recorded
when there is sufficient information to assess anticipated performance. Suppliers’ assertions are also assessed and considered in
estimating costs and profit rates. Because of the significance of the judgment and estimation processes described above, it is
possible that materially different amounts could be obtained if different assumptions were used or if the underlying
circumstances were to change. Changes in underlying assumptions, circumstances or estimates may have a material adverse
effect upon the profitability of one or more of the affected contracts, future period financial reporting and performance. Our
ability to utilize our net operating loss carryforwards and certain other tax attributes may be limited. We may be required to
record valuation allowances on our net operating loss carryforwards in future periods which could adversely impact our
profitability and financial condition. Federal and state income tax laws impose restrictions on the utilization of net operating loss
(“NOL ”) and tax credit carryforwards in the event that an “ ownership change ” occurs for tax purposes, as defined by Section
382 of the Internal Revenue Code of 1986, as amended. We believe we underwent an ownership change in March 2010 that
limited the Company’ s federal annual utilization of NOL carryforwards. If the entire limitation amount is not utilized in a year,
the excess can be carried forward and utilized in future years. For the year ended December 3429 , 2023-2024 , there was no
impact of such limitations on the income tax provision since the amount of taxable income did not exceed the cumulative annual
limitation amount. In addition, future equity offerings or acquisitions that have equity as a component of the purchase price
could also cause an “ ownership change. ” If and when any other “ ownership change ” occurs, utilization of the NOL or other
tax attributes may be further limited. Given the current market conditions and continued economic uncertainty in the U. S.
defense industry rineladingseguestration-and issues surrounding the national debt ceiling and-cOVID-—9retated-impacts to
certain of our businesses, including disruptions in supply chain and inflationary impacts, our future revenues, profits, cash flows,
and taxable income could be substantially lower than our then- current projections. Market conditions, including increased price
competitiveness specifically in the government services space, and procurements awarded on an LPTA rather than a best value
basis, can significantly impact our projections. In addition, our ability to penetrate new international markets could also impact
our current projections. Additional market factors could impact our projections and our ability to successfully develop new
products and platforms. For example, our US reporting unit forecasts include the successful completion of certain performance
criteria on new unmanned systems platforms, and acceptance of new unmanned systems platforms on a technical basis as well
as from a political and government budgetary standpoint. In addition, reforms or changes to current tax regulations could impact
the future utilization of our NOLs. Such circumstances may result in the expiration of our NOLs before we are able to utilize
them, which could result in a requirement to record valuation allowances. Due to continual changes in market and general
business conditions, we cannot predict whether, and to what extent, a valuation allowance may be required in future periods. We
expect to incur substantial research and development costs and devote significant resources to identifying and developing new
products and services, which could significantly reduce our profitability and may never result in revenue to us. Our future
growth depends on penetrating new markets, adapting existing products to new applications, and introducing new products and
services that achieve market acceptance. We plan to incur substantial research and development costs as part of our efforts to
design, develop and commercialize new products and services and enhance existing products. We spent $ 38-40 . 4-3 million, or
3. 945 % of our total revenue, in our fiscal year ended December 3429 , 2623-2024 on internally funded research and
development activities. We believe that there are significant investment opportunities in a number of business areas. Because we
account for research and development as an operating expense, these expenditures will adversely affect our earnings. Further,
our research and development programs may not produce successful results, and our new products and services may not achieve
market acceptance, create additional revenue or become profitable, which could materially harm our business, prospects,
financial results and liquidity. Risks Related to Our Operations A pandemic yineluding-COVID-—9-or other epidemic or public
health emergency, poses the risk that we or our employees, suppliers and other partners may be prevented from conducting
business activities for an indefinite period of time, including due to spread of the disease within these groups or due to
shutdowns that may be requested or mandated by governmental authorities. For example, the COVID- 19 pandemic and
subsequent mitigation measures had an adverse impact on global economic conditions which had, and could continue to have an
adverse effect on our business and financial condition. The extent to which the lingering impacts of the COVID- 19 pandemic,
or any other outbreak of an epidemic disease, impacts our results will depend on future developments that are highly uncertain
and cannot be predicted, including new information that may emerge concerning the severity of the virus and the actions to
contain its impact. Pandemics, epidemics and other public health emergencies may have negative impacts on certain of our
operations, including employee absenteeism, our supply chain, vendors, transportation networks and customers, which may
reduce certain of our sales and our margins, including as a result of preventative and precautionary measures that we, our
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tm-pfed-retab-}e—We currently antlclpate that our avarlable caprtal resources, amounts avarlable under our Credlt Agreement (as
defined below in Item 7 *“ Management’ s Discussion and Analysis of Financial Condition and Results of Operations ” under the
heading “ 2022 Credit Facility ) and operating cash flow will be sufficient to meet our expected working capital and capital
expenditure requirements for at least the next 12 months. However, these resources may not be sufficient to fund the long- term
growth of our business, especially in the event that we are awarded future multiple sizable production awards related to our
tactical drone programs or in the event we are awarded future multiple sizable production awards related to our turbine
technologies and rocket motor businesses, each of which will require significant amounts of working capital to fund such
growth. If we determine that it is necessary to raise additional funds, either through an expansion or refinancing of our Credit
Agreement or through public or private debt offerings or additional public or private equity financings, additional financing may
not be available on terms favorable to us, or at all. Disruptions in the capital and credit markets could adversely affect our ability
to access these markets. Limitations on our ability to borrow contained in our Credit Agreement may limit our access to capital,
and we could fall out of compliance with financial and other covenants contained in our Credit Agreement which, if not waived,
would restrict our access to capital and could require us to pay down any then- existing debt under the Credit Agreement. Our
lenders may not agree to extend additional or continuing credit under our Credit Agreement or waive restrictions on our access
to capital. If adequate funds are not available or are not available on acceptable terms, we may not be able to take advantage of
available opportunities, develop new products or otherwise respond to competitive pressures and our business, operating results
or financial condition could be materially adversely affected. Our assets include a significant amount of cash and investments.
We adhere to an investment policy set by our board of directors which aims to preserve our financial assets, maintain adequate
liquidity and maximize returns. We believe that our cash is held in institutions whose credit risk is minimal and that the value
and liquidity of our deposits are accurately reflected in our Consolidated Financial Statements as of December 3429 , 2023-2024
. We currently invest the majority of our cash in institutional U. S. money market funds, institutional U. S. treasury money
market funds, U. S. treasuries, and U. S. government agency securities , in depository accounts with large financial
institutions , and in depository accounts with large global financial institutions for those cash balances that are held by our
foreign subsidiaries, the performance of which are subject to additional market risks related to their respective issuers and those
global financial institutions. Nearly all of our cash and bank deposits are not insured by the Federal Deposit Insurance
Corporation. Therefore, our cash and any bank deposits that we now hold or may acquire in the future may be subject to risks,
including the risk of loss or of reduced value or liquidity. In the future, should we determine that there is a decline in value of
any of our portfolio securities which is not temporary in nature, this would result in a loss being recognized in our Consolidated
Financial Statements. We have in the past and may, in the future, acquire additional businesses that we believe could
complement or expand our business or increase our customer base. Whether we realize the anticipated benefits from these
acquisitions and related activities depends, in part, upon our ability to integrate the operations of the acquired business, the
performance of the underlying product and service portfolio, and the performance of the management team and other personnel
of the acquired operations. Integrating the operations of acquired businesses successfully or otherwise realizing any of the
anticipated benefits of acquisitions, including anticipated cost savings and additional revenue opportunities, involves a number
of potential challenges. The failure to meet these integration challenges could seriously harm our financial condition and results
of operations. Realizing the benefits of acquisitions depends in part on the integration of operations and personnel. These
integration activities are complex and time- consuming, and we may encounter unexpected difficulties or incur unexpected
costs, including: * our inability to achieve the operating synergies anticipated in the acquisitions; ¢ diversion of management
attention from ongoing business concerns to integration matters;  difficulties in consolidating and rationalizing IT platforms and
administrative infrastructures; * complexities associated with managing the geographic separation of the combined businesses
and consolidating multiple physical locations where management may determine consolidation is desirable; ¢ difficulties in
integrating personnel from different corporate cultures while maintaining focus on providing consistent, high quality customer
service; * difficulties or delays in transitioning U. S. Government contracts pursuant to federal acquisition regulations; ¢
challenges in demonstrating to customers of Kratos and to customers of acquired businesses that the acquisition will not result in
adverse changes in customer service standards or business focus; ¢ possible cash flow interruption or loss of revenue as a result
of change of ownership transitional matters; and * inability to generate sufficient revenue to offset acquisition costs. Acquired
businesses may have liabilities or adverse operating issues that we fail to discover through due diligence prior to the acquisition,
including cyber and other security vulnerabilities. In particular, to the extent that prior owners of any acquired businesses or
properties failed to comply with or otherwise violated applicable laws or regulations, or failed to fulfill their contractual
obligations to the U. S. Government or other customers, we, as the successor owner, may be financially responsible for these
violations and failures and may suffer reputational harm or otherwise be adversely affected. Acquisitions also frequently result
in the recording of goodwill and other intangible assets that are subject to potential impairment in the future that could harm our
financial results. In addition, if we finance acquisitions by issuing debt or equity securities, our existing stockholders may be
diluted, which could affect the market price of our stock. Acquisitions and / or the related equity financings could also impact
our ability to utilize our NOL carryforwards. As a result, if we fail to properly evaluate acquisitions or investments, we may not
achieve the anticipated benefits of any such acquisitions, and we may incur costs in excess of what we anticipate. Acquisitions
frequently involve benefits related to integration of operations. The failure to successfully integrate the operations or to
otherwise realize any of the anticipated benefits of the acquisition could seriously harm our financial condition and results of
operations. While we believe that we have established appropriate and adequate procedures and processes to mitigate these
risks, there is no assurance that these transactions will be successful. We also evaluate from time to time the potential disposition
of assets or business that may no longer meet our growth, return and / or strategic objectives. Divestitures have inherent risks,




including the possibility that any anticipated sale will be delayed or will not occur, the potential failure to realize the perceived
strategic or financial merits of the divestment, difficulties in the separation of operations, services, information technology,
products and personnel, unexpected costs associated with such separation, diversion of management’ s attention from other
business concerns and potential post- closing claims for alleged breaches of related agreements, indemnification or other
disputes. A failure to successfully complete a disposition or to otherwise realize any of the anticipated benefits of a disposition
could seriously harm our financial condition and results of operations. If we are unable to manage our growth, our business and
financial results could suffer. Sustaining our growth has placed significant demands on our management, as well as on our
administrative, operational and financial resources. For us to continue to manage our growth, we must continue to improve our
operational, financial and management information systems and expand, motivate and manage our workforce. Additionally, our
future financial results depend in part on our ability to profitably manage our growth on a combined basis with the businesses
we have acquired and those we may acquire in the future. If we are unable to manage our growth while maintaining our quality
of service and profit margins, or if new systems that we implement to assist in managing our growth do not produce the
expected benefits, our business, prospects, financial condition or operating results could be adversely affected. We may need to
invest in new information technology systems and infrastructure to scale our operations. We may need to adopt new information
technology systems and infrastructure to scale our business and obtain the synergies from prior and future acquisitions. Our
information technology and business systems and infrastructure could create product development or production work
stoppages, unnecessarily increase our inventory, negatively impact product delivery times and quality, and increase our
compliance costs. Failure to invest in newer information technology and business systems and infrastructure may lead to
operational inefficiencies and increased compliance costs and risks. In addition, an inability to maximize the utility and benefit
of our current information technology and business tools could impact our ability to meet cost reduction and planned efficiency
and operational improvement goals. We believe that the success of our business and our ability to operate profitably depends on
the continued contributions of the members of our senior management. We rely on our senior management to generate business
and execute programs successfully. In addition, the relationships and reputation that many members of our senior management
team have established and maintain with U. S. Government personnel contribute to our ability to maintain strong customer
relationships and to identify new business opportunities. The loss of any member of our senior management could impair our
ability to identify and secure new contracts, to maintain good customer relations and to otherwise manage our business. The
growth of our business and revenue depends in large part upon our ability to attract and retain sufficient numbers of highly
qualified individuals who have advanced technical and / or engineering skills. These employees are in great demand and are
likely to remain a limited resource in the foreseeable future. In addition, certain U. S. Government contracts require us, and some
of our employees, to maintain National Security clearances. Obtaining and maintaining National Security clearances for
employees involves a lengthy process, and it is difficult to identify, recruit and retain employees who already hold National
Security clearances. Further, some of our contracts contain provisions requiring us to staff an engagement with personnel that
the customer considers key to our successful performance under the contract. In the event we are unable to provide these key
personnel or acceptable substitutions, the customer may terminate the contract. As a result, if we are unable to recruit and retain
a sufficient number of qualified employees, we may lose revenue and our ability to maintain and grow our business could be
limited. Moreover, in a tight labor market our direct labor costs could increase or we may be required to engage large numbers of
subcontractor personnel, which could cause our profit margins to suffer. Conversely, if we maintain or increase our staffing
levels in anticipation of one or more projects and the projects are delayed, reduced or terminated, we may underutilize the
additional personnel, which would increase our general and administrative expenses, reduce our earnings and possibly harm our
results of operations. A facility security clearance is required for a company to perform on classified contracts for the DoD and
certain other agencies of the U. S. Government. Security clearances are subject to regulations and requirements including the
National Industrial Security Program Operating Manual (“ NISPOM ), which specifies the requirements for the protection of
classified information released or disclosed in connection with classified U. S. Government contracts. We require certain facility
and personnel security clearances to perform our classified U. S. Government related business. As such, we must comply with
the requirements of the NISPOM and any other applicable U. S. Government industrial security regulations. If we were to
violate the terms and requirements of the NISPOM or any other applicable U. S. Government industrial security regulations
(which apply to us under the terms of classified contracts), any of our cleared facilities could lose its facility security clearance.
We cannot be certain that we will be able to maintain our facility security clearances. If for some reason one or more of our
facility security clearances is invalidated or terminated, we would not be able to continue to perform on classified contracts at
that facility and would not be able to enter into new classified contracts, which could adversely affect our revenues. Failure to
comply with the NISPOM or other security requirements may subject us to civil or criminal penalties, loss of access to classified
information, loss of a U. S. Government contract, or potentially debarment as a government contractor. We are wilt-be-subject to
the DoD CMMC requirement issued by the Pentagon which may limit our ability to bid and win projects. The cost for the DoD
CMMC requirement may be significant. The Pentagon, on January 31, 2020, released the official version of its unified
Cybersecurity standard that all contractors must meet by 2026. This standard, the CMMC, will apply to any company that does
business with the DoD. CMMC will also apply to subcontractors as well as prime contractors. CMMC borrows heavily from the
existing NIST Cybersecurity Framework, and intends to rely heavily on a CMMC accrediting body up and running, companies
will be able to apply for certification through a portal run by the accrediting body. The CMMC certification will be good for
three years; with it, companies will be able to bid on contracts across the DoD and military services. In December 2020, the
DoD disclosed the first seven contracts that are likely to be the initial test cases for the first “ pathfinder  solicitations
mandating CMMC. It is expected to take until 2026 to bring all contractors into compliance, since five years is the typical
duration of a government contract. Contractors are required to flow the CMMC requirements down to all subcontracts except
those for Commercial Off the Shelf (COTS) items. Additionally, a contractor may not award a subcontract unless the



subcontractor has a current assessment in the Supplier Performance Risk System (SPRS). Because contractors only have access
to their own information, contractors may need to rely on certifications from subcontractors for this requirement. As initially
envisioned under CMMC, there would be five levels of CMMC certification and contractors would no longer “ self- attest ” they
meet a given standard. Instead, Pentagon approved third parties will assess each company, at the company’ s expense. There
will be no fines for non- compliance, however contractors will not be able to be awarded new contracts that require a particular
level of certification without the required certification. Under the CMMC 2. 0 Model announced on July 17, 2021, there will be
three levels of certification, Level 1 through Level 3, with contractors able to self- attest for Level 1. The new certification will
not be required for existing contracts already signed, only on new contracts and potentially, to modification of existing
contracts . CMMC 2. 0 will allow for so- called plans of action and milestones, which will allow companies to document
controls they are not fully implementing yet. The plans of action are required to state the means by which companies expect to
reach full compliance, which are required to be completed within 180 days. Another change includes the requirement for senior
company officials to self- certify and submit attestations of compliance. If there is a breach but a company certified its
compliance with the security standards, a company could be open to False Claims Act lawsuits. The final change in the draft
CMMC 2. 0 requires cloud computing services used by the government contractor to be certified through the FedRAMP
authorization process in accordance with DoD security requirements. Proposed final CMMC rules were issued by the DoD on
December 26, 2023, with a public comment period that ends-ended on February 26, 2024. #+s-The final rules were released
October 15, 2024 and became effective on December 16, 2024, with audits cxpected thatenee-EMMErles-are-final;
eontraetors-wil-be-required-to begin be-ineemplanee-by January 2, 2026-2025 . We may be unable to bid on new contract
awards or on follow- on awards for existing work, depending on the level of standard as required for each solicitation, which
could adversely impact our revenues, operating margins and cash flows. The cost to comply with the new CMMC requirement
has been significant and may 1ncrease Further we may be negatlvely 1mpacted by our subcontractors if they are not cornphant
with these requirements. €y otts-ofo v
eur-operations—We utilize our 1nf0rmat10n technology systerns to process, transmlt and store electromc 1nformat10n Some of
these systems are managed by outside vendors. We use these systems to manage and support critical business activities as well
as collect and store sensitive data, including confidential business information and personal data. These systems may be
susceptible to security breaches, damage, disruptions or shutdowns due to attacks #y-from hackers, criminals, malicious insiders,
computer viruses, employee error or malfeasance, power outages, hardware failures, telecommunication failures, catastrophes or
other unforeseen events. In addition, security breaches of our systems could result in the misappropriation or unauthorized
disclosure of confidential information or personal data belonging to us or to our employees, partners, customers, suppliers, or
other third parties. Any such events could disrupt our operations, delay production and shipments, result in defective products or
services, damage customer relationships and our reputation and result in legal claims or proceedings that could have a material
adverse effect on our business, financial condition and results of operations. Cybersecurity incidents can be caused by human
error from our workforce or that of our third- party service providers, by malicious third parties, acting alone or in groups, or by
more sophisticated organizations, including nation- states and state- sponsored organizations. Such risks may be elevated in
connection with geopolitical tensions, including the Russia- Ukraine war. Certain unauthorized parties may have in the past
managed, and may in the future manage, to overcome our security measures and those of our third- party service providers to
access and misuse systems and software by exploiting defects in design or manufacture, including bugs, vulnerabilities and other
problems that unexpectedly compromise the security or operation of a product or system. Further, malicious third parties have in
the past attempted, and may in the future attempt, to fraudulently induce our employees or users of our products, services or
solutions to disclose sensitive, personal or confidential information via illegal electronic spamming, phishing or other tactics,
and this risk is heightened in our current hybrid model working environment. Malicious actors may engage in fraudulent or
abusive activities through our products, services and solutions, including unauthorized use of accounts through stolen
credentials, use of stolen credit cards or other payment vehicles, failure to pay for services accessed, or other activities that
violate our terms of service. While we actively combat such fraudulent activities, we have experienced, and may in the future
experience, impacts to our revenue from such activities. Further, unauthorized parties may also gain physical access to our
facilities and infiltrate our information systems or attempt to gain logical access to our products, services or information systems
to access content and data. The loss of or unauthorized access to data, such as resulting from computer viruses, worms,
ransomware or other malware may harm our systems, expose us to litigation or regulatory investigation and subject us to costly
and time- intensive notification requirements. Our operations expose us to the risk of material environmental liabilities. We are
subject to various U. S. federal, state, local and non- U. S. laws and regulations related to environmental protection, including
the discharge, treatment, storage, disposal and remediation of hazardous substances and wastes. We could incur substantial
costs, including cleanup costs, fines and civil or criminal sanctions, as well as third- party claims for property damage or
personal injury, if we were to violate or become liable under environmental laws or regulations. In some cases, we may be
subject to such costs due to environmental impacts attributable to our current or past manufacturing operations or the operations
of companies we have acquired. In other cases, we may become subject to such costs due to an indemnification agreement
between us and a third party relating to such environmental liabilities. In addition, new laws and regulations, more stringent
enforcement of existing laws and regulations, the discovery of previously unknown contamination or the imposition of new
remediation requirements could result in additional costs. Risks Related to Our International Operations Our international
business represents +9-20 % of our total revenue for the year ended December 3429 , 2623-2024 , which may be impacted by
changes in foreign national priorities and government budgets and may be further impacted by global economic conditions and
fluctuations in foreign currency exchange rates. Continued international economic uncertainty and reductions in consumer
spending may result in reductions in our revenue. Additionally, disruptions in international credit markets may materially limit
consumer credit availability and restrict credit availability of our customers. Any reduction in international sales of our solutions




resulting from reductions in consumer spending or continued disruption in the availability of credit to retailers or consumers,
could materially and adversely affect our business, results of operations and financial condition. Changes in foreign tax laws
and regulations could expose us to additional tax liabilities and could adversely affect our financial results. Several
countries around the world have enacted or proposed changes to their existing tax laws based on the Organization for Economic
Co- operation and Development’ s Base Erosion and Profit Shifting 2. 0 project. As each country in which we operate evaluates
their alignment with the recommendations and swH-eraet-enacts their own tax rules, the ultimate impact of any such changes on
our effective tax rate remalns uncertaln However any such changes to forelgn tax laws could harm our results of operations and
financial condition - rterpational-b d sks-. Our operations outside of the U. S. are subject to
risks that are inherent in conductlng busmess under non- U. S. laws, regulatlons and customs, including those related to: *
foreign currency exchange rate fluctuations, potentially reducing the U. S. dollars we receive for sales denominated in foreign
currency or reducing our profits when we pay for materials, subcontractors and payroll denominated in foreign currency; © the
possibility that unfriendly nations or groups could boycott our products or solutions; ¢ political conditions in the markets in
which we operate; ¢ the escalation or continuation of armed conflict, hostilities or economic sanctions between countries or
regions, including the current armed conflicts in Ukraine and in the Middle East; « potential increased costs associated with
overlapping tax structures; * import- export control, including the imposition of tariffs, embargoes, export controls and other
trade restrictions; ¢ the ability to obtain required U. S. Government agency issued export licenses to ship our product overseas;
more limited protection for intellectual property rights in some countries; ¢ difficulties and costs associated with staffing and
managing foreign operations; * unexpected changes in regulatory requirements; * the difficulties of compliance with a wide
variety of foreign laws and regulations; ¢ longer accounts receivable cycles in certain foreign countries, whether due to cultural
differences, exchange rate fluctuation or other factors; ¢ technology and data transfer restrictions; ¢ changes to our distribution
networks;  our employees; and ¢ war and terrorist events, including impacts to our international operations such as our
microwave electronics business which has primary operations based in Israel. These risks, individually or in the aggregate, could
have an adverse effect on our results of operations and financial condition. For example, we are subject to compliance with the
Foreign Corrupt Practices Act and other similar anti- bribery laws, which generally prohibit companies and their intermediaries
from making improper payments to foreign government officials for the purpose of obtaining or retaining business. While our
employees and agents are required to comply with these laws, we cannot be sure that our internal policies and procedures will
always protect us from violations of these laws, despite our commitment to legal compliance and corporate ethics. The
occurrence or allegation of these types of risks may adversely affect our business, performance, prospects, value, financial
condition, and results of operations. In addition, our international contracts may include industrial cooperation agreements
requiring specific in- country purchases, investments, manufacturing agreements or other financial obligations, known as offset
obligations, and provide for penalties if we fail to meet such requirements. In addition, due to the nature of our products, we
must obtain licenses and authorizations from various U. S. Government agencies before selling our products outside of the U. S.
Our ability to obtain these licenses and authorizations timely or at all is subject to risks and uncertainties, including changing U.
S. Government policies or laws or delays in Congressional action due to geopolitical and other factors. The impact of these
factors is difficult to predict, but one or more of them could adversely affect our financial position, results of operations, or cash
flows. Violations of the International Traffic in Arms Regulations (“ ITAR ”) or other applicable trade compliance regulations
could result in significant sanctions including fines, more onerous compliance requirements and debarments from export
privileges or loss of authorizations needed to conduct aspects of our international business. A violation of ITAR or other
applicable trade regulations could have a material adverse effect on our business, financial condition and results of operations.
Risks Related to Our Long- Term Borrowings As of December 3429 , 2023-2024 , we had approximately $ 249-174 . 3-6
million of long- term borrowings outstanding, which is net of $ 0. 74 million of unamortized debt issuance costs. As a result of
this indebtedness, our interest payment obligations are significant, and are subject to fluctuate as the interest rate is floating with
SOFR (the “ Secured Overnight Financing Rate ”’). The degree to which we are leveraged could have adverse effects on our
business, including the following: « it may limit our flexibility in planning for, or reacting to, changes in our business and the
industries in which we operate; * it may require us to dedicate a substantial portion of our cash flow from operations to payments
on our indebtedness, thereby reducing the availability of our cash flow to fund working capital, capital expenditures and other
general corporate purposes; * it may restrict us from making strategic acquisitions or exploiting business opportunities; ¢ it may
place us at a competitive disadvantage compared to our competitors that have less debt; ¢ it may limit our ability to borrow
additional funds; and ° it may decrease our ability to compete effectively or operate successfully under adverse economic and
industry conditions. Our level of long- term borrowings increases the risk that we may default on our debt obligations. We may
be unable to generate sufficient cash flow to pay the interest on our debt and to make the scheduled mandatory quarterly
payments. If we are unable to service our indebtedness, we will be forced to adopt an alternative strategy that may include
actions such as reducing capital expenditures, reducing internal investments in research and development efforts, selling assets,
restructuring or refinancing our indebtedness or seeking additional equity capital. These alternative strategies may not be
affected on satisfactory terms, if at all, and they may not yield sufficient funds to make required payments on our indebtedness.
If, for any reason, we are unable to meet our debt service and repayment obligations, we would be in default under the terms of
the agreements governing our debt, which would allow our creditors at that time to declare certain outstanding indebtedness to
be due and payable. If the amounts outstanding under any of our indebtedness were to be accelerated, our assets may not be
sufficient to repay in full the money owed to the lenders or to our other debt holders. The agreements governing our debt permit
us, under some circumstances, to incur certain additional indebtedness or obligations. To the extent that we incur additional
indebtedness or such other obligations, the risks associated with our leverage described above, including our possible inability to
service our debt, would increase. Changes in our credit metrics or macroeconomic conditions may affect our liquidity, increasing
borrowing costs and limiting our financing options. Macroeconomic conditions, such as increased volatility or disruption in the




credit markets, and the current high levels of inflation and interest rates, could adversely affect our ability to refinance existing
debt or obtain additional financing at terms satisfactory to us, if at all, thereby affecting our resources to support operations or to
fund new initiatives. In addition, if our credit metrics decline, borrowing costs for future long- term debt or short- term credit
facilities may increase and our financing options, including our access to the unsecured credit market, could be limited. We may
also be subject to restrictive covenants that would reduce our flexibility. As of December 3429 , 2623-2024 , approximately +3
11 % of our consolidated assets, based on book value, and 13 % of our total revenues for the year ended December 3429 , 2623
2024 , were held-by-attributable to foreign subsidiaries, which do not guarantee our indebtedness. Our ability to meet our debt
service obligations with cash from foreign subsidiaries will depend upon the results of operations of these subsidiaries and may
be subject to legal, contractual or other restrictions and other business considerations. In addition, dividend and interest
payments to us from the foreign subsidiaries may be subject to foreign withholding taxes, which would reduce the amount of
funds we receive from such foreign subsidiaries. Therefore, to the extent that we must use cash generated in foreign jurisdictions
to make principal or interest payments on our debt, there may be a cost associated with repatriating the cash to the U. S.
Dividends and other distributions from our foreign subsidiaries may also be subject to fluctuations in currency exchange rates
and legal and other restrictions on repatriation, which could further reduce the amount of funds we receive from such foreign
subsidiaries. Our Credit Agreement subjects us, and our subsidiaries, to several financial and other restrictive covenants,
including limitations on liens or indebtedness, payment of dividends, transactions with affiliates, and mergers, sales or other
dispositions of our assets. Our Credit Agreement also requires us to comply with specified financial ratios, including a Total Net
Leverage Ratio (as defined in the Credit Agreement) and an Interest Coverage Ratio (as defined in the Credit Agreement) which
are required to be maintained until all amounts outstanding have been paid in full and all letters of credit have expired or have
been terminated under the Credit Agreement. Many factors, including events beyond our control, may affect our ability to
comply with these covenants and financial ratios. We cannot be sure we will meet our debt- related obligations or that lenders
will waive any failure to meet those obligations. Any failure to meet those debt- related obligations could result in an event of
default under our indebtedness and the acceleration of such indebtedness. The restrictions contained in our Credit Agreement
could also limit our ability to plan for or react to market conditions, meet capital needs or otherwise restrict our activities or
business plans and adversely affect our ability to finance operations, enter into acquisitions or to engage in other business
activities that would be in the Company’ s interest. The discontinuance of LIBOR and the replacement of LIBOR with an
alternative reference rate may adversely affect our borrowing costs and could impact our business and results of operations.
Interest rates under our Credit Agreement are based partly on Term SOFR. Interest rates under any other loan or commercial
agreements may be based partly on LIBOR, the London interbank offered rate, which is the basic rate of interest used in lending
between banks on the London interbank market and is widely used as a reference for setting the interest rate on loans globally.
On July 27,2017, the United Kingdom’ s Financial Conduct Authority (“ FCA *), which regulates LIBOR, announced that it
intends to phase out LIBOR by the end 0f 2021. The FCA and LIBOR’ s administrator, ICE Benchmark Administration, have
since announced that most LIBOR settings will no longer be published after the end of 2021 but that the most widely used U. S.
dollar LIBOR settings (i. e., rates for the calculation of one, three and six month LIBOR) will continue to be published until
June 30, 2023. It is not possible to predict the effect of these changes, other reforms or the establishment of alternative reference
rates in the United States or elsewhere. If the method for calculation of LIBOR changes, if LIBOR is no longer available, or if
lenders have increased costs due to changes in LIBOR, we may suffer from potential increases in interest rates under agreements
that utilize LIBOR. Further, we may need to renegotiate any agreements that utilize LIBOR as a factor in determining the
interest rate to replace LIBOR with the new standard that is established. If a contract is not transitioned to an alternative variable
rate and LIBOR is discontinued, the impact is likely to vary by contract. Our usage of Term SOFR and other metrics based on
SOFR in our Credit Agreement and other agreements governing our indebtedness may expose us to additional risks due to
SOFR’ s limited market history and our limited experience using SOFR as a reference rate. SOFR is a relatively new reference
rate, as the publication of SOFR began in April 2019. The future performance of Term SOFR cannot be predicted based on the
limited historical performance. Since the initial publication of SOFR, changes in SOFR have, on occasion, been more volatile
than changes in other benchmark or market rates, such as USD- LIBOR. As a result, the amount of interest we may pay on our
Credit Agreement and other agreements governing our indebtedness is difficult to predict. Furthermore, we and other market
participants have less experience understanding and modeling SOFR- based assets and liabilities than LIBOR- based assets and
liabilities, increasing the difficulty of investing, hedging, and risk management. Risks Related to Our Intellectual Property We
rely on a combination of patents, trademarks, copyrights, trade secrets and nondisclosure agreements to protect our proprietary
intellectual property. Our efforts to protect our intellectual property and proprietary rights may not be sufficient. We cannot be
sure that our pending patent applications will result in the issuance of patents to us, that patents issued to or licensed by us in the
past or in the future will not be challenged or circumvented by competitors or that these patents will remain valid or sufficiently
broad to preclude our competitors from introducing technologies similar to those covered by our patents and patent applications.
In addition, our ability to enforce and protect our intellectual property rights may be limited in certain countries outside the U.
S., which could make it easier for competitors to capture market position in such countries by utilizing technologies that are
similar to those developed or licensed by us. Competitors also may harm our sales by designing products that mirror the
capabilities of our products or technology without infringing on our intellectual property rights. If we do not obtain sufficient
protection for our intellectual property, or if we are unable to effectively enforce our intellectual property rights, our
competitiveness could be impaired, which would limit our growth and future revenue. We attempt to protect our trade secrets by
entering into confidentiality and intellectual property assignment agreements with third parties, our employees and consultants.
However, these agreements can be breached and, if they are, there may not be an adequate remedy available to us. In addition,
others may independently discover our trade secrets and proprietary information, and in such cases we could not assert any trade
secret rights against such party. Enforcing a claim that a party illegally obtained and is using our trade secret is difficult,



expensive and time consuming, and the outcome is unpredictable. If we are unable to protect our intellectual property, our
competitors could market services or products similar to our services and products, which could reduce demand for our
offerings. Any litigation to enforce our intellectual property rights, protect our trade secrets or determine the validity and scope
of the proprietary rights of others could result in substantial costs and diversion of resources, with no assurance of success. We
may become subject to claims from our employees or third parties who assert that software and other forms of intellectual
property that we use in delivering services and solutions to our customers infringe upon intellectual property rights of such
employees or third parties. Our employees develop some of the software and other forms of intellectual property that we use to
provide our services and solutions to our customers, but we also license technology from other vendors. If our employees,
vendors, or other third parties assert claims that we or our customers are infringing on their intellectual property rights, we could
incur substantial costs to defend those claims. If any such infringement claims were ultimately successful, we could be required
to cease selling or using products or services that incorporate the challenged software or technology, obtain a license or
additional licenses from our employees, vendors, or other third parties, or redesign our products and services that rely on the
challenged software or technology. We must comply with laws and regulations relating to the formation, administration and
performance of U. S. Government contracts, which affect how we do business with our customers, prime contractors,
subcontractors and vendors and may impose added costs on us. New regulations or procurement requirements (including, for
example , regulations regarding counterfeit and corrupt parts, supply chain diligence and cybersecurity) or changes to current
requirements could increase our costs and risk of non- compliance. Our role as a contractor to agencies and departments of the
U. S. Government results in our being routinely subject to investigations and reviews relating to compliance with various laws
and regulations, including those associated with organizational conflicts of interest, procurement integrity, bid integrity and
claim presentation, among others. These investigations may be conducted without our knowledge. Adverse findings in these
investigations or reviews can lead to criminal, civil or administrative proceedings, and we could face civil and criminal penalties
and administrative sanctions, including termination of contracts, forfeiture of profits, suspension of payments, fines and
suspension or debarment from doing business with U. S. Government agencies. In addition, we could suffer serious harm to our
reputation and competitive position if allegations of impropriety were made against us, whether or not true. If our reputation or
relationship with U. S. Government agencies were impaired, or if the U. S. Government otherwise ceased doing business with us
or significantly decreased the amount of business it does with us, our revenue and operating profit would decline. U. S.
Government agencies, including the Defense Contract Audit Agency (“ DCAA ), routinely audit and investigate government
contracts and government contractors’ administrative processes and systems. These agencies review our performance on
contracts, pricing practices, cost structure and compliance with applicable laws, regulations and standards. They may also
review the adequacy of our compliance with government standards for our accounting and management of internal control
systems, including our control environment and overall accounting system; general IT system; budget and planning system;
purchasing system; material management and accounting system; compensation system; labor system; indirect and other direct
costs system; billing system; and estimating system used for pricing on government contracts. Both contractors and the U. S.
Government agencies conducting these audits and reviews have come under increased scrutiny. Recent audits and reviews have
become more rigorous, and the standards to which contractors are being held are being more strictly interpreted, increasing the
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systern audlts or other reviews can result in decremented blllmg rates to our U. S. Government customers until the control
deficiencies are corrected and our corrections are accepted by Defense Contract Management Agency (“ DCMA 7). Government
audits and reviews may conclude that our practices are not consistent with applicable laws and regulations and result in
adjustments to contract costs and mandatory customer refunds. Such adjustments can be applied retroactively, which could
result in significant customer refunds. Our receipt of adverse audit findings or the failure to obtain an “ approved
determination of our various accounting and management internal control systems, including changes to our indirect cost and
direct labor estimating systems, from the responsible U. S. Government agency could significantly and adversely affect our
business, including our ability to bid on new contracts and our competitive position in the bidding process. A determination of
non- compliance with applicable contracting and procurement laws, regulations and standards could also result in the U. S.
Government imposing penalties and sanctions against us, including withholding of payments, suspension of payments and
increased government scrutiny that could delay or adversely affect our ability to invoice and receive timely payment on
contracts, perform contracts or compete for contracts with the U. S. Government. We have submitted incurred cost claims
through fiscal year 2022-2023 . The Government has provided fiscal year 2622-2023 final rate agreement letters for certain
Kratos entities and is currently auditing the fiscal year 2622-2023 incurred cost claims of one several-other-Kratos entittes-entity
. Although we have recorded contract revenues based upon costs that we believe will be approved upon final completion of the
audits, we do not know what the results of any current or future government audits, for fiscal year 2622-2023 incurred costs, will
be. If future adjustments were to exceed our estimates, our profitability could be adversely affected. Our employees or others
acting on our behalf may engage in misconduct or other improper activities, which could cause us to lose contracts or cause us
to incur costs. We are exposed to the risk that employee fraud or other misconduct from our employees or others acting on our
behalf could occur. Misconduct by employees or others could include intentional failures to comply with U. S. Government
procurement regulations, engaging in unauthorized activities, insider threats to our cybersecurity, or falsifying time records.
Misconduct by our employees or others acting on our behalf could also involve the improper use of our customers’ sensitive or
classified information, which could result in regulatory sanctions against us, serious harm to our reputation, a loss of contracts
and a reduction in revenues, or cause us to incur costs to respond to any related governmental inquiries. It is not always possible
to deter misconduct, and the precautions we take to prevent and detect this activity may not be effective in controlling unknown




or unmanaged risks or losses, which could cause us to lose contracts or cause a reduction in revenues. In addition, alleged or
actual misconduct by employees or others acting on our behalf could result in investigations or prosecutions of persons engaged
in the subject activities, which could result in unanticipated consequences or expenses and management distraction for us
regardless of whether we are alleged to have any responsibility. We have in the past experienced and may in the future
experience such misconduct, despite our various compliance programs. Misconduct or improper actions by our employees,
agents, subcontractors, suppliers, business partners and / or joint ventures could subject us to administrative, civil or criminal
investigations and enforcement actions; monetary and non- monetary penalties; liabilities; and the loss of privileges and other
sanctions, including suspension and debarment, which could negatively impact our reputation and ability to conduct business
and could have a material adverse effect on our financial position, results of operations and / or cash flows. We use hazardous
materials common to the industries in which we operate. We are required to follow federal, state and local environmental laws
and regulations regarding the handling, storage and disposal of these materials, including the Clean Air Act, the Clean Water
Act, the Resource Conservation and Recovery Act, the Comprehensive Environmental Response, Compensation and Liability
Act (“ CERCLA ), and the Toxic Substances Control Act. We could be subject to fines, suspensions of production, alteration of
our manufacturing processes or interruption or cessation of our operations if we fail to comply with present or future laws or
regulations related to the use, storage, handling, discharge or disposal of toxic, volatile or otherwise hazardous chemicals used in
our manufacturing processes. These regulations could require us to acquire expensive remediation equipment or to incur
significant other expenses to comply with environmental regulations. Our failure to control the handling, use, storage or disposal
of, or adequately restrict the discharge of, hazardous substances could subject us to liabilities and production delays, which could
cause us to miss our customers’ delivery schedules, thereby reducing our sales for a given period. We may also have to pay
regulatory fines, penalties or other costs (including remediation costs), which could materially reduce our profits and adversely
affect our financial condition. Permits are required for our operations, and these permits are subject to renewal, modification
and, in some cases, revocation. In addition, under environmental laws, ordinances or regulations, a current or previous owner or
operator of property may be liable for the costs of removal or remediation of some kinds of petroleum products or other
hazardous substances on, under, or in its property, adjacent or nearby property, or offsite disposal locations, without regard to
whether the owner or operator knew of, or caused, the presence of the contaminants, and regardless of whether the practices that
resulted in the contamination were legal at the time they occurred. We have incurred, and may incur in the future, liabilities
under CERCLA and other environmental laws at our current or former facilities, adjacent or nearby properties or offsite disposal
locations. The costs associated with future cleanup activities that we may be required to conduct or finance may be material.
The presence of, or failure to remediate properly, hazardous substances may adversely affect the ability to sell or rent the
property or to borrow funds using the property as collateral. Additionally, we may become subject to claims by third parties
based on damages, including personal injury and property damage, and costs resulting from the disposal or release of hazardous
substances into the environment. The increasing focus on environmental sustainability and social initiatives could increase our
costs, harm our reputation and adversely impact our financial results. There has been increasing focus by investors,
environmental activists, the media and governmental and nongovernmental organizations on a variety of environmental, social
and other sustainability matters. We may experience pressure to make commitments relating to sustainability matters that affect
us, including the design and implementation of specific risk mitigation strategic initiatives relating to sustainability. If we are
not effective in addressing environmental, social and other sustainability matters affecting our business, or setting and meeting
relevant sustainability goals, our reputation and financial results may suffer. In addition, we may experience increased costs in
order to execute upon our sustainability goals and measure achievement of those goals, which could have an adverse impact on
our business and financial condition. In addition, this emphasis on environmental, social and other sustainability matters has
resulted and may result in the adoption of new laws and regulations, including new reporting requirements. Recently, California
legislation was enacted that will require climate- related risk disclosures for eempany-companies ~s-doing business in the state.
These will be effective for Kratos beginning in 2026. If we fail to comply with new laws, regulations or reporting requirements,
our reputation and business could be adversely impacted. Regulations related to “ conflict minerals ” may cause us to incur
additional expenses and could limit the supply and increase the cost of certain metals used in manufacturing our products. We
are subject to regulations requiring disclosures of specified minerals, known as conflict minerals, that are necessary to the
functionality or production of products manufactured or contracted to be manufactured by public companies. The rule requires
companies to perform due diligence, disclose and report whether or not such minerals originate from the Democratic Republic
of the Congo and other countries. The rule can affect sourcing at competitive prices and availability in sufficient quantities of
certain minerals used in the manufacture of our products, including tantalum, tin, gold and tungsten. The number of suppliers
who provide conflict- free minerals is limited. In addition, there are costs associated with complying with the disclosure
requirements, such as costs related to determining the source of certain minerals used in our products, as well as costs of changes
to products, processes, or sources of supply as a consequence of such verification activities. Since our supply chain is complex,
we are not always able to sufficiently verify the origins of the relevant minerals used in our products through the due diligence
procedures we implemented, which may harm our reputation. In addition, we may encounter challenges to satisty those
customers who require that all of the components of our products be certified as conflict- free, which could place us at a
competitive disadvantage if we are unable to do so. Natural disasters or severe weather conditions could disrupt our business
and result in loss of revenue or higher expenses. Our business depends on maintaining operations at our facilities and being able
to operate at our customer facilities and project locations. A serious, prolonged interruption or damage due to power outage,
telecommunications outage, terrorist attack, earthquake, hurricane, fire, flood or other natural disaster, or other interruption
could have a material adverse effect on our business and financial results. While we insure against certain business interruption
risks, such insurance may not adequately compensate us for any losses incurred as a result of natural or other disasters. We
derive a portion of our revenues from programs with the U. S. Government that are subject to security restrictions (classified



programs) that preclude the dissemination of information that is classified for National Security purposes. We are limited in our
ability to provide details about these classified programs, their risks or any disputes or claims relating to such programs. As a
result, investors and others might have less insight into our classified programs than our other businesses and, therefore, less
ability to fully evaluate the risks related to our classified business. We do not expect to pay any cash dividends or buyback any
Kratos stock for the foreseeable future. We have not declared any cash dividends since becoming a public company. We
currently intend to retain any future earnings to finance the growth and development of the business and, therefore, we do not
anticipate that we will pay any cash dividends on shares of our common stock in the foreseeable future. We also do not expect to
buy back any of our common stock for the foreseeable future. In addition, our ability to pay dividends and buyback Kratos stock
is restricted by our Credit Agreement. Any determination to pay dividends or stock buybacks in the future will be at the
discretion of our board of directors and will be dependent upon our future financial condition, results of operations, capital
requirements, legal restrictions general business conditions and other relevant factors as determined by our board of directors.
See “ Dividend Policy. ” Certain provisions in our amended and restated certificate of incorporation and seeene-third amended
and restated bylaws jas-amended-, and of Delaware law, may prevent or delay an acquisition of our Company, which could
decrease the trading price of our common stock. Our amended and restated certificate of incorporation, our seeend-third
amended and restated bylaws ;-as-amended-, and Delaware law contain provisions that are intended to deter coercive takeover
practices and inadequate takeover bids by making such practices or bids unacceptably expensive to the raider and to encourage
prospective acquirers to negotiate with our board of directors rather than to attempt a hostile takeover. These provisions include,
among others: ¢ the inability of our stockholders to call a special meeting; ¢ rules regarding how stockholders may present
proposals or nominate directors for election at stockholder meetings; ¢ the right of our board of directors to issue preferred stock
without stockholder approval; ¢ a super- majority requirement to amend our certificate of incorporation or bylaws; and ¢ the
ability of our directors, and not stockholders, to fill vacancies on our board of directors. Delaware law also imposes some
restrictions on mergers and other business combinations between us and any holder of 15 % or more of our outstanding common
stock. We believe these provisions may help protect our stockholders from coercive or otherwise unfair takeover tactics by
requiring potential acquirers to negotiate with our board of directors and by providing our board of directors with more time to
assess any acquisition proposal. These provisions are not intended to make our Company immune from takeovers. In addition,
although we believe these provisions collectively provide for an opportunity to receive higher bids by requiring potential
acquirers to negotiate with our board, they would apply even if the offer may be considered beneficial by some stockholders.
These provisions may also frustrate or prevent any attempts by our stockholders to replace or remove our current management
team by making it more difficult for stockholders to replace members of our board, which is responsible for appointing the
members of our management. General Risk Factors The market price of our common stock may be volatile. The market price of
our common stock has been in the past, and will continue to be, subject to fluctuations as a result of a number of factors, most of
which we cannot control, including: failure of our operating results to meet market or analysts’ expectations; general fluctuations
in the stock market; actual or anticipated fluctuations in our operating results based on reduced and / or delayed government
spending or the threat thereof; fluctuations in the stock prices of companies in our industry; changes in earnings estimated by
securities analysts or our ability to meet those estimates; rumors or dissemination of false information; short selling of our
common stock; litigation and government inquiries; political and / or military events associated with current worldwide
conflicts; and domestic and foreign economic conditions. Such volatility has had a significant effect on the market prices of
many companies’ securities for reasons unrelated to their operating performance and, in the past, has led to securities class
action litigation. Securities litigation against us could result in substantial costs and a diversion of our management’ s attention
and resources, which could have an adverse effect on our business. Your percentage of ownership in us may be diluted in the
future. As with any publicly traded company, your percentage ownership in us may be diluted in the future because of equity
issuances for acquisitions, capital market transactions or otherwise, including equity awards that we expect will be granted to our
directors, officers and employees. Future sales of our common stock could cause the market price for our common stock to
decline. We cannot predict the effect, if any, that market sales of shares of our common stock or the availability of shares of our
common stock for sale will have on the market price of our common stock prevailing from time to time. Sales of substantial
amounts of shares of our common stock in the public market, or the perception that those sales will occur, could cause the
market price of our common stock to decline or be depressed. In the future, we may issue our securities if we need to raise
capital in connection with a capital expenditure, working capital requirement -, acquisition or investment . The amount of
shares of our common stock issued in connection with a capital expenditure, working capital requirement o1, acquisition or
investment could constitute a material portion of our then- outstanding shares of common stock. Any perceived excess in the
supply of our shares in the market could negatively impact our share price and any issuance of additional securities in
connection with investments or acquisitions may result in additional dilution to you. If we fail to maintain an effective system of
internal controls, we may not be able to accurately report our financial results or prevent fraud. Effective internal controls are
necessary for us to provide reliable financial reports. If we cannot provide reliable financial reports, our operating results could
be misstated, our reputation may be harmed and the market price of our common stock could be negatively affected. Our
management has concluded that there are no material weaknesses in our internal controls over financial reporting as of
December 3429 , 2623-2024 . However, although we continue to devote substantial time and resources to the documentation
and testing of our controls, there can be no assurance that our controls over financial processes and reporting will be effective in
the future or that material weaknesses or significant deficiencies in our internal controls will not be discovered in the future. Any
failure to remediate any future material weaknesses or implement required new or improved controls, or difficulties encountered
in their implementation, could harm our operating results, cause us to fail to meet our reporting obligations or result in material
misstatements in our consolidated financial statements or other public disclosures. Inferior internal controls could also cause
investors to lose confidence in our reported financial information, which could have a negative effect on the trading price of our



stock. Litigation may distract us from operating our business, and adverse judgments or settlements could adversely affect our
financial results and operations. Litigation that may be brought by or against us could cause us to incur significant expenditures
and distract our management from the operation of our business. Furthermore, there can be no assurance that we would prevail
in such litigation or resolve such litigation on terms favorable to us, which may adversely affect our financial results and
operations. See Note +5-14 of the Notes to Consolidated Financial Statements contained within this Annual Report for a further
discussion of our legal proceedings. If securities or industry analysts do not publish research or publish inaccurate or unfavorable
research about our business, our stock price and any trading volume could decline. The trading market for our securities depends
in part on the research and reports that industry or financial analysts publish about us or our business. We do not influence or
control the reporting of these analysts. If one or more of the analysts who do cover us downgrade or provide a negative outlook
on our Company or our industry, or the stock of any of our competitors, the price of our common stock could decline. If one or
more of these analysts ceases coverage of our Company, we could lose visibility in the market, which in turn could cause the
price of our common stock to decline.



