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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended January 31, 2004
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 0-5449

COMARCO, INC.

(Exact name of registrant as specified in its charter)

California 95-2088894
(State or Other Jurisdiction (I.R.S. Employer
of Incorporation or Organization) Identification No.)

2 Cromwell, Irvine, California 92618
(Address of Principal Executive Offices) (Zip Code)

Registrant’s Telephone Number, Including Area Code: (949) 599-7400
Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) of the Act:

Common Stock
(Title of Class)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes M No[l

Indicate by a check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S—K is not contained herein, and will not be contained, to t

best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 1l of this Form 10-K or any amendment to this
Form 10-K.OO

Indicate by a check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act) YesOONo ™

Common Stock outstanding at April 22, 2004 — 7,284,374 shares.

Aggregate market value of
Class Shares Held by Non—-Affiliates

Common Stock $ 55,503,031

The total number of shares held by non-affiliates on the last business day of the most recently completed second fiscal quarter (July 31, 2003) was
7,002,526. This number was multiplied by $7.93 per share (the closing sale price of the Common Stock on July 31, 2003 in the NASDAQ National Market
System, as reported by NASDAQ) to determine the aggregate market value of non-affiliate shares set forth above. (The assumption is made, solely for purpc
of the above computation, that all Officers and Directors of registrant are affiliates.)

DOCUMENTS INCORPORATED BY REFERENCE

Source: COMARCO INC, 10-K, May 17, 2004



The Company intends to file with the Securities and Exchange Commission by May 25, 2004 a definitive Proxy Statement (the “2004 Proxy
Statement”) relating to its 2004 Annual Meeting of Stockholders, which meeting involves the election of directors. The 2004 Proxy Statement is
incorporated by reference in Part 1l of this Form 10-K and shall be deemed to be a part hereof.

Source: COMARCO INC, 10-K, May 17, 2004
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PART I

FORWARD-LOOKING STATEMENTS

All statements included or incorporated by reference in this annual report on Form 10-K (the “report”), other than statements or characterizations of
historical fact, are forward-looking statements. Examples of forward-looking statements include, but are not limited to, statements concerning projected
revenue, expenses, gross profit, gross margin, and income, manufacturing capacity, our accounting estimates, assumptions and judgments, the market accej
and performance of our products, the status of evolving technologies and their growth potential, the cost and success of our development projects, the timing
new product introductions, our production capacity, and the need for additional capital. These forward-looking statements are based on our current expectati
and estimates, management’s beliefs, and certain assumptions made by us. Forward-looking statements can often be identified by words such as “anticipate
“expects,” “intends,” “plans,” “predicts,” “believes,” “seeks,” “estimates,” “may,” “will,” “should,” “would,” “could,” “potential,” “continue,” similar
expressions, and variations or negatives of these words. In addition, any statements that refer to expectations, projections or other characterizations of future
events or circumstances, including any underlying assumptions, are forward-looking statements. These forward—looking statements speak only as of the dat
this report and are based upon the information known to us at this time. Such information is subject to change, and we will not necessarily inform you of such
changes. These statements are not guarantees of future performance and are subject to risks, uncertainties, and assumptions that are difficult to predict. The
our actual results could differ materially and adversely from those expressed in any forward—looking statements as a result of various factors, some of which :
listed under the section entitled “Risk Factors, Uncertainties and Other Factors that May Affect Results of Operations and Financial Condition” in Part |, ltem 1
of this report, and other risks identified from time to time in our filings with the Securities and Exchange Commission (“SEC”), press releases, and other
communications.

We file annual, quarterly, and current reports, proxy statements, and other information with the SEC. Our SEC filings are available free of charge to the
public over the Internet at the SEC’s website at http://www.sec.gov. Our SEC filings are also available on our website at http://www.comarco.com as soon as
reasonably practical following the time that they are filed with or furnished to the SEC. Any document we file with the SEC can be read at the SEC'’s public
reference room in Washington, DC. For further information on the public reference room, call the SEC at (800) SEC-0330.

ITEM 1. BUSINESS

General

Comarco, Inc., through its subsidiary Comarco Wireless Technologies, Inc. (collectively, “we,” “Comarco,” or the “Company”), is a leading provider of
wireless test solutions for the wireless industry. Comarco also designs and manufactures emergency call box systems and mobile power products for noteboc
computers, cellular telephones, PDAs, and other handheld devices. Our operations consist solely of the operations of Comarco Wireless Technologies, Inc.
(“CWT").

We have two primary businesses: wireless test solutions (“WTS") and wireless applications. Our wireless test solutions business designs and manufact
hardware and software tools for use by wireless carriers, equipment vendors, and others. Our wireless applications business designs and manufactures emel
call box systems and mobile power products for notebook computers, cellular telephones, PDAs, and other handheld devices.

References to “fiscal” years in this report refer to our fiscal years ended January 31; for example, “fiscal 2004” refers to our fiscal year ended January 3.
2004.

Source: COMARCO INC, 10-K, May 17, 2004
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Our Businesses

Wireless Test Solutions

Our WTS business designs and manufactures hardware and software tools used by wireless carriers, equipment vendors, and others. Radio engineers
network improvement professionals and technicians, and others use these test tools to design, deploy, and optimize wireless networks, and to verify the
performance and quality of service delivered by the wireless networks once deployed. As wireless carriers continue to deploy 2.5G and 3G technologies acro
their existing networks, the demand for our WTS products is expected to increase.

Products

WTS'’s product offering is based on our Seven.Five product platform. Seven.Five is a hardware and software solution that is flexible, scalable, and
modular allowing our customers to work with all 2G, 2.5G, and 3G technologies. Seven.Five can be configured in virtually any combination of test mobiles ant
multi-band, multi-technology scanning receivers. Test applications include; optimization and benchmarking of wireless networks, in—building or in-vehicle
testing, fixed or mobile, voice, data, or video.

Services

We ceased providing engineering services during the second quarter of fiscal 2003. Prior to that, WTS provided engineering services that assisted wire
carriers, equipment vendors, and others deploy, optimize, and evaluate the performance of wireless networks. When engaged, we were able to provide and
support skilled radio engineers and technicians and the test tools best suited for the engagement.

We began offering engineering services, which were complementary to our WTS products, to wireless carriers and equipment vendors during the fourth
quarter of fiscal 2000. During the subsequent two years, we were awarded several profitable multi-million dollar contracts, as well as numerous smaller
engagements. However, wireless carriers dramatically reduced their spending near the end of fiscal 2002 and the competition to provide engineering services
became more intense. Reduced contract pricing and fewer opportunities resulted in reduced revenue and profitability for all engineering services providers.
Accordingly, during the first half of fiscal 2003, we ceased our efforts to obtain additional service contracts, and completed our remaining contractual
obligations, reduced head count, and sold a portion of the assets previously used in providing engineering services.

Wireless Applications

Our wireless applications business designs and manufactures emergency call box systems and mobile power products for notebook computers, cellula
telephones, PDAs, and other handheld devices. Our call box products provide emergency communication over existing wireless networks. In addition to the c
box products, we provide system installation and long—term maintenance services. Currently, there are approximately 14,000 call boxes that we service and
maintain under long-term agreements.

ChargeSource Products

Our wireless applications business also includes the ChargeSource family of mobile power products. Designed with the needs of the traveling professio
in mind, our ChargeSource mobile power products provide a high level of functionality and compatibility in an industry—leading compact design. Our current
and planned product offering consists of universal AC/DC, AC, and DC power adapters designed for the right mix of power output and functionality for most
retail, OEM, and enterprise customers. Our ChargeSource products are also universal allowing those who use rechargeable electronic devices to carry just o
power adapter. By simply changing the compact SmartTip connected to the end of the charging cable, our universal power adapters are capable of charging
powering multiple target devices, including most notebook computers, cellular telephones, PDAs, and other handheld devices.

2
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Until recently, most notebook computers required no more than 70 watts of power to operate. However, the personal computer industry is currently
transitioning to notebook computers with increasing power requirements. As power requirements increase, so does the size of the original equipment
manufacturer (‘OEM”) power adapter sold with each notebook computer. To address this industry wide trend, we have developed a family of high—power
ChargeSource products that are compatible with most legacy, current, and planned notebook computers. These new ChargeSource products are able to deli
to 120 watts of power in a very small form factor. We believe our patented electrical designs will continue to be the basis for even higher—power universal pov
adapters that are expected to meet evolving global standards, including the planned standards of the European Union (“EU"), and the increasing power
requirements of the notebook computer OEMs, and allow us to offer customers cutting edge technology without significantly increasing the size or weight of o
products. We also expect these higher—power universal power adapters to continue to be significantly smaller and lighter than their OEM counterparts.

The ChargeSource product family consists of the following released (or to be released, as indicated) universal power adapters:

« 120-Watt Universal AC/DC Adapter — This adapter is used in the office, home, hotel, as well as the automobile and airplane and is capable of
charging most notebook computers requiring up to 120 watts of power, as well as cellular telephones, PDAs, and other handheld devices.

« 120-Watt and 70-Watt Universal DC Adapters — These adapters are used in the automobile and airplane and are capable of charging most
notebook computers, as well as cellular telephones, PDAs, and other handheld devices.

« 150-Watt Universal AC/DC Adapter — This adapter is used in the office, home, hotel, as well as the automobile and airplane and is capable of
charging most notebook computers requiring up to 150 watts of power, as well as cellular telephones, PDAs, and other handheld devices. (This
product is currently under development.)

* Low-Power AC/DC Adapter — Designed for those individuals who do not travel with a notebook computer, but have a need for a universal adapter
that can charge cellular telephones, PDAs, DVD and MP3 players, digital cameras and camcorders, and other handheld devices. This adapter is u:
in the office, home, hotel, as well as an automobile and airplane. (To be released during the second-half of fiscal 2005.)

* Universal Battery — This 60—watt hour universal battery is used to charge most notebook computers, cellular telephones, PDA’s, and other handhel
devices. (This product is currently under development.)

Marketing, Sales, and Distribution

Wireless Test Solutions. We market and sell our WTS products through a direct sales force of technically trained personnel and through independent sz
representatives, and affiliated and unaffiliated resellers. Our North American sales are made through our direct sales and marketing organizations located in
California. Sales to our customers in Latin and South America are generally made through our office located in Mexico City, assisted by the sales and market
organizations based in our California office. These offices also coordinate the marketing, sales, and support efforts of a network of representatives and
distributors responsible for sales to customers in other geographic regions.

During fiscal 2002, we purchased an equity stake in Switzerland based SwissQual AG (“SwissQual”), a developer of Quality of Service systems and
software for measuring, monitoring, and optimizing the quality of mobile, fixed, and IP-based voice and data communications. Under this alliance, SwissQual
responsible for reselling and supporting our co-branded WTS products in Europe, Middle East, and North Africa (‘EMEA”").

3
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Wireless Applications. Historically, our ChargeSource mobile power products have been distributed by Targus Group International (“Targus”). During th
fourth quarter of fiscal 2004 we terminated our relationship with Targus and entered into a strategic agreement with Belkin Corporation (“Belkin”). Under this
agreement, Belkin granted exclusive worldwide distribution rights to distribute ChargeSource products in several strategic end—market categories including
electronic retailers, specialty retailers, OEM third—party options, and Fortune 1000 corporate customers. We expect to make our final product sales to Targus
well as our initial shipments to Belkin during the first half of fiscal 2005. We market and sell our call box systems through a direct sales force located in
California.

Competition

Wireless Test Solutions. The market for our hardware and software test tools is highly competitive and is served by numerous providers. Our primary
competitors with respect to our WTS products are Agilent Technologies, Ascom, Ericsson, and Andrew Corporation. Many of our competitors are larger and
have greater financial resources.

The wireless industry is characterized by rapid technological changes, frequent new product and service introductions, and evolving industry standards.
compete successfully in our market, we believe we must:

«  properly identify customer needs;

e price our products competitively;

¢ innovate and develop new or enhanced products;

»  successfully commercialize new technologies in a timely manner;

« manufacture and deliver our products in sufficient volumes on time, and

« differentiate our offerings from our competitors’ offerings.

Wireless Applications. The market for our emergency call box systems is also served by numerous providers, including Gaitronics, Talk—A-Phone, and
other manufactures of wireless and wireline emergency and information telephones. Numerous providers, including Mobility Electronics and Fellowes, as well
the cellular telephone and personal computer OEMs, also serve the market for our ChargeSource mobile power products. Many of our competitors are larger
have greater financial resources. We believe that the patents that cover our wireless applications products provide us with a competitive advantage. However
ability to compete in these markets depends on our ability to successfully commercialize new technologies in a timely manner, and manufacture and deliver o
products in sufficient volumes.

Key Customers

We sell our products to wireless carriers, equipment vendors, and others located throughout the world. In 2004, we derived 84 percent of our revenues
from customers located in the United States and 16 percent from customers located in foreign countries. We derive a substantial portion of our revenue from:
limited number of customers. In fiscal 2004, 2003, and 2002 Targus, the former distributor of our mobile power products, provided 38 percent, 43 percent, an
22 percent of our revenue, respectively. In fiscal 2002, Nortel Networks provided 12 percent of our revenue under an engineering services contract. The spen
patterns of Belkin, our current exclusive distributor, or any of our other key customers can vary significantly during the year. Any elimination or change in the
spending patterns of these customers could negatively affect our operating results.

Research and Development

We sell our products in markets that are characterized by rapid technology changes, frequent new product introductions, and evolving technology
standards. Accordingly, we devote significant resources to design and develop new and enhanced products that can be manufactured cost effectively and sol
competitive prices. To focus these efforts, we strive to maintain close relationships with our customers and develop products that meet their needs.

As of April 22, 2004, we employed approximately 30 engineers and other technical personnel dedicated to our research and development efforts.

Generally, our research and development and other engineering efforts are managed and focused on a product—by—product basis, and can generally be
characterized as follows:

Source: COMARCO INC, 10-K, May 17, 2004
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« we collaborate closely with our customers and partners to design and manufacture new products or modify existing products to specifications requi
by our customers;

« we design and manufacture enhancements and improvements to our existing products in response to our customers’ requests or feedback, and

« we independently design and build new products in anticipation of the needs of our customers as they transition existing 2G wireless networks to
next—generation technologies.

If we fail to properly respond to the needs of our customers with the development of new or enhanced products in a timely manner, our portfolio of
products is likely to become technologically obsolete over time. We recently developed a new WTS product platform, Seven.Five, in response to the needs of
wireless carriers for flexible, scalable, and high—value mobile test tools. For additional information concerning research and development expenditures, see
“Research and Development and Software Development Costs” in note 2 of our consolidated financial statements in Part |l, Item 8 of this report.

Manufacturing and Suppliers

We maintain one manufacturing facility located in Irvine, California, which is ISO-9001:2000 certified. Our manufacturing process involves the assembl
of numerous individual component products by production technicians. The parts and materials used by us consist primarily of printed circuit boards, specializ
subassemblies, fabricated housings and chassis, cellular telephones, and small electric circuit components, such as integrated circuits, semiconductors, resis
and capacitors. Most of our components and sub—assemblies are made by third parties to our specifications and are generally delivered to us for final assemi
and testing.

Patents and Intellectual Property

We hold patents that cover key technical aspects of the products in our wireless applications business. However, we generally rely on a combination of
trade secrets, copyrights, and contractual rights to protect our intellectual property embodied in the hardware and software products of our WTS business.

Industry Practices Impacting Working Capital

Existing industry practices that affect working capital and operating cash flow include the level of variability of customer orders relative to the volume of
production, vendor lead times, materials availability for critical parts, inventory levels held to achieve rapid customer fulfillment, and provisions of extended
payment terms to certain foreign customers.

Currently, we sell our products under purchase orders that are placed with short—-term delivery requirements. As a result, we maintain significant levels
inventory and associated production and technical staff in order to meet our obligations. Delays in planned customer orders could result in higher inventory le
and negatively impact our operating results.

Our standard terms require customers to pay for our products in U.S. dollars. For those orders denominated in foreign currencies, we may limit our
exposure to losses from foreign currency transactions through forward foreign exchange contracts. To date, sales denominated in foreign currencies have no
been significant and we have not entered into any foreign exchange contracts.

Employees

As of April 22, 2004, we employed approximately 140 employees. We believe our employee relations to be good. The majority of our employees are
professional or technical personnel who possess training and experience in engineering, computer science, and management. Our future success depends ir
part on our ability to retain key technical, marketing, and management personnel, and to attract and retain qualified employees, particularly those highly skille
radio, design, process, and test engineers involved in the development of new products. Competition for such personnel can be intense, and the loss of key
employees, as well as the failure to recruit and train additional technical personnel in a timely manner, could have a material adverse effect on our operating
results.

Source: COMARCO INC, 10-K, May 17, 2004
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Our success depends to a significant extent upon the contribution of our executive officers and other key employees. We have an employee stock optio
plan whereby key employees can participate in our success.

Risk Factors, Uncertainties and Other Factors that May Affect Results of Operations and Financial Condition

A significant portion of our revenue is derived from the sale of our WTS products to customers in the wireless communications industry, which has
experienced significant problems during the past several years. If the wireless communications industry does not continue to improve, our operating results
and financial condition could suffer.

Revenue from the sale of our WTS products to customers in the wireless communications industry accounted for 32.5 percent of our revenue in fiscal
2004. These customers include national and regional wireless carriers throughout the world, equipment vendors, and others. The wireless communications
industry has historically experienced a dramatic rate of growth both in the United States and internationally. During the past several years, however, many
wireless carriers have re—evaluated their network deployment plans in response to downturns in the capital markets, changing perceptions regarding industry
growth, the adoption of new wireless technologies, increasing price competition for subscribers, and a general economic slowdown in the United States and
internationally. That trend appears to have just recently begun to change as several large carriers in the U.S., Latin America, and South America have startec
once again focus on network expansion and next—generation technology deployment. If the rate of growth slows in the wireless communications industry or
wireless carriers reduce their capital investments in wireless infrastructure and related test tools offered by our WTS business, our revenue and operating res
may be adversely affected.

A significant portion of our revenue is derived from the sale and maintenance of emergency call box systems to governmental customers that continue
to experience severe budgetary constraints. If planned projects to install or upgrade call box systems continue to be delayed, our operating results and
financial condition could suffer.

Revenue from the sale and maintenance of our emergency call box systems and upgrades accounted for 20.3 percent of our revenues in fiscal 2004.
Approximately 78% of our call box revenue is derived from state and local governmental agencies in California, which are currently experiencing severe
budgetary constraints. As a result, several of our planned projects to install or upgrade call box systems have been delayed. If the current adverse budgetary
conditions of state and local governmental agencies in California persist, we expect significant reductions in spending by our governmental customers, which
would likely adversely affect our revenue and operating results.

Failure to adjust our operations due to changing market conditions or failure to accurately estimate demand for our products could adversely affect
our operating results.

During the past several years, the spending patterns of many of our WTS customers have been volatile and unpredictable. In addition, consumer dema
for our ChargeSource mobile power products has been subject to fluctuations as a result of market acceptance of our recently released products, the timing &
size of customer orders and consumer demand for rechargeable mobile electronic devices. Accordingly, it has been difficult for us to forecast the demand for
these products. We also are limited in our ability to quickly adapt our manufacturing and related cost structures because a significant portion of our sales and
marketing, design and other engineering, and manufacturing costs are fixed. If customer demand for our WTS products or for our ChargeSource mobile powe
products declines or if we otherwise fail to accurately forecast reduced customer demand, we will likely experience excess capacity, which could adversely af
our operating results. Conversely, if market conditions improve, our manufacturing capacity may not be adequate to fill increased customer demand. As a res
we might not be able to fulfill customer orders in a timely manner, which could adversely affect our customer relationships and operating results.

6
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The products we make are complex and have short life cycles. If we are unable to rapidly and successfully develop and introduce new products, some
of our products may become obsolete and our operating results could suffer.

The wireless communications and consumer electronics industries are characterized by rapid technological changes, frequent new product introduction
and evolving industry standards. Additionally, our ChargeSource mobile power products have short life cycles, and may become obsolete over relatively shor
periods of time. Our future success depends on our ability to develop, introduce, and deliver on a timely basis and in sufficient quantity new products,
components, and enhancements. The success of any new product offering will depend on several factors, including our ability to:

« properly identify customer needs and technological trends;

« timely develop new technologies and applications;

e price our products and services competitively;

« timely manufacture and deliver our products in sufficient volume, and

« differentiate our products from those of our competitors.

Development of new products requires high levels of innovation from both our engineers and our component suppliers. Development of a new product
often requires a substantial investment before we can determine the commercial viability of the product. If we dedicate a significant amount of resources to th
development of products that do not achieve broad market acceptance, our operating results may suffer. Our operating results may also be adversely affectes
to the timing of product introductions by competitors, especially when a competitor introduces a new product before our own comparable product is ready to k
introduced.

The wireless communications and consumer electronics industries are highly competitive, and our profitability will be adversely affected if we are not
able to compete effectively.

The wireless communications and consumer electronics industries in which we sell our products are highly competitive in many areas, including the
timing of development and introduction of new products, technology, price, quality, and customer service and support. Our competitors range from some of th
respective industries’ largest corporations to many relatively small and highly specialized firms. Many of our competitors possess advantages over us, includil
greater financial and marketing resources, greater name recognition and larger and more established customer and supplier relationships. Our competitors al
may be able to respond more quickly to new or emerging technologies and changes in customer needs. If we do not have the resources or expertise or other
fail to develop successful strategies to address these competitive disadvantages, we could lose customers causing our revenue to decline.

The average selling prices of our products may decrease over their sales cycles, especially upon the introduction of new products, which may
negatively affect our revenue and operating results.

Our products may experience a reduction in the average selling prices over their respective sales cycles. Further, as we introduce new or next—generat
products, sales prices of legacy products may decline substantially. In order to sell products that have a falling average selling price and maintain margins at
same time, we need to continually reduce product and manufacturing costs. There can be no assurances we will be successful in our efforts to reduce these
In order to do so, we must carefully manage the price paid for components used in our products, as well as manage our inventory costs to reduce overall proc
costs. If we are unable to reduce the cost of legacy products as new products are introduced, our average gross margins may decline and adversely affect ou
operating results.

Source: COMARCO INC, 10-K, May 17, 2004



Table of Contents
A significant portion of our revenue is dependent in part upon our relationships with our strategic distribution partners and their performance. If we
are unable to successfully manage our relationships with the distributors of our mobile power products, our revenue and operating results could suffer.

Historically, our ChargeSource mobile power products have been distributed by Targus Group International (“Targus”). During the fourth quarter of fisca
2004 we terminated our relationship with Targus and entered into a strategic agreement with Belkin Corporation (“Belkin”). Under this agreement Belkin is
granted exclusive worldwide distribution rights to distribute our ChargeSource products in several strategic end—market categories including electronic retailel
specialty retailers, OEM third—party options and Fortune 1000 corporate customers. However, due to the exclusive nature of our agreement with Belkin, our
direct access to certain significant distribution channels has been limited. Accordingly, our success will depend in part upon Belkin's ability and willingness to
effectively and widely distribute our ChargeSource products. If Belkin does not purchase the volume of products that we anticipate, our revenue and results o
operations will suffer.

A significant portion of our revenue is derived from a limited number of customers, and any loss of, cancellation or delay in purchases by these
customers could cause a significant decrease in our revenue.

We have historically derived a significant portion of our revenue from a limited number of customers. Our three (3) key customers for the fiscal year just
completed accounted for $17.8 million of our revenue, or 52.0 percent of our revenue for fiscal 2004. For example, Targus, the former distributor of our
ChargeSource mobile power products, accounted for approximately $12.9 million, or 37.6 percent of our revenue in fiscal 2004 and $15.1 million, or 42.3
percent of our revenue in fiscal 2003. Our new distribution agreement with Belkin requires them to purchase minimum quantities from us during the first 18
months of the agreement, however, we cannot assure you that Belkin will be able to meet its purchase commitments, or meet or exceed our historical level of
sales. If Belkin or any of our other key customers reduces, cancels, or delays orders from us, and we are not able to develop other customers who purchase
products at comparable levels, our revenue could decrease significantly. In addition, any difficulty in collecting amounts due from one or more of our key
customers would negatively impact our results of operations and financial condition. We expect that a limited number of customers will continue to represent
large percentage of our revenues.

We may experience quality or safety defects in our products that could cause us to institute product recalls, require us to provide replacement products
and harm our reputation.

In the course of conducting our business, we experience and attempt to address various quality and safety issues with our products. Often product defe
are identified during our design, development, and manufacturing processes, which we are able to correct timely. Sometimes, defects are identified after
introduction and shipment of products. For example, in March 2003, we voluntarily initiated a product safety recall of our legacy 70-watt universal AC power
adapters, and accrued $0.4 million in expenses related thereto in fiscal 2003 and accrued a $3.2 million credit to Targus recorded as a reduction of revenue i
settlement of the recall. $1.1 million of which later was unused and recognized as revenue in fiscal 2004. If we are unable to timely fix defects or adequately
address quality control issues, our relationships with our customers may be impaired, our reputation may suffer and we may lose customers. Any of the foreg
could adversely affect our business and results of operations.

Economic, political and other risks associated with our international sales and operations could adversely affect our results of operations.

We currently maintain sales and support operations in the United States, Europe and Latin America. Our international operations accounted for
approximately 15.8 percent of our revenue in fiscal 2004. Accordingly, our business is subject to worldwide economic and market conditions and risks genera
associated with doing business abroad, such as fluctuating foreign currency exchange rates, weaknesses in the economic conditions in particular countries o
regions, the stability of international monetary conditions, tariff and trade policies, domestic and foreign tax policies, foreign governmental regulations, politica
unrest and disruptions and delays in shipments. These factors, among others, could adversely affect our sales of products and services in international marke
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Additionally, we have limited experience selling our products and services in markets outside the United States and Latin America. However, it is
currently our intention to expand our international operations and establish additional sales and support offices in primary international markets. If our
international sales efforts are not successful, our results of operations and financial condition could suffer.

Our failure to address laws and regulations governing our government contracts, could adversely affect our business and operating results.

We depend on contracts with state and local governmental agencies for a significant portion of our revenue, and are subject to various laws and regulat
that only apply to companies doing business with the government. For example, we supply call box products and provide system installation and long—-term
maintenance services to regional and municipal transit authorities and other governmental agencies. In fiscal 2004, we derived 20.3 percent of our revenue fr
contracts with these governmental customers. From time to time we are also subject to investigation for compliance with regulations governing our governme|
contracts. Our failure to comply with any of these laws or regulations could result in suspension of these contracts, or subject us to administrative claims.

Disruptions in our relationships with our suppliers or in our suppliers’ operations could result in shortages of necessary components and adversely
affect our operations.

We currently procure, and expect to continue to procure, certain components from single source manufacturers who provide uniqgue component designs
who meet certain quality and performance requirements. In addition, we sometimes purchase customized components from single sources in order to take
advantage of volume pricing discounts. The performance of these suppliers is largely outside our control. In the past, we have experienced, and may continue
experience, shortages of important single source components. Our suppliers may fail to timely deliver components or provide components of sufficient quality
this occurs, we may need to adjust both product designs and production schedules, which could result in delays in the production and delivery of products to
customers. These delays or defects could harm our reputation and impair our customer relationships.

Third parties may claim that we are infringing their intellectual property, and we could suffer significant litigation, settlement or licensing costs and
expenses or be prevented from selling certain products.

Third parties have claimed, and may in the future claim, that we are infringing their intellectual property rights. These intellectual property infringement
claims, whether we ultimately are found to be infringing any third party’s intellectual property rights or not, are time—consuming, costly to defend and divert
resources and management attention away from our operations. Infringement claims by third parties also could subject us to significant damage awards or fin
or require us to pay large amounts to settle such claims. Additionally, claims of intellectual property infringement might require us to enter into royalty or licen:s
agreements. If we cannot or do not license the infringed technology on acceptable terms or substitute similar technology from other sources, we could be
prevented from or restricted in selling our products containing, or manufactured with, the infringed technology.

Third parties may infringe our intellectual property rights, and we may be required to spend significant resources enforcing these rights or otherwise
suffer competitive injury.

Our success depends in large part on our proprietary technology. We generally rely upon patent, copyright, trademark, and trade secret laws in the Unif
States and in certain other countries, and rely on confidentiality agreements with our employees, customers, and partners to establish and maintain our intelle
proprietary rights in our proprietary technology. We are required to spend significant resources to monitor and enforce our intellectual property rights; howeve
these rights might not necessarily provide us with a sufficient competitive advantage. Our intellectual proprietary rights could be challenged, invalidated, or
circumvented by competitors or others. Our employees, customers or partners could breach our confidentiality agreements, for which we may not have an
adequate remedy available. We also may not be able to timely detect the infringement of our intellectual property
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rights, which could harm our competitive position. Finally, the rapid pace of technological change in the wireless communications and consumer electronics
industries could make certain of our key proprietary technology obsolete or provide us with less of a competitive advantage.

If we suffer the loss of our manufacturing facility due to catastrophe, our operations would be adversely affected.
We have one manufacturing facility, which is located in Irvine, California. Although we carry insurance for property damage, we do not carry insurance c
financial reserves for all possible catastrophes, including interruptions or potential losses arising from earthquakes or terrorism. Any significant disruption in o

manufacturing operation at the facility, whether due to fire, natural disaster, or otherwise, would have a material adverse effect on our financial condition and
operating results.

We depend upon the services of key personnel, and may not be able to attract and retain additional key personnel.

Our success depends to a significant extent on the continued services and experience of our key research, engineering, sales, marketing and executive
personnel. If for any reason our key personnel left our employ and we failed to replace a sufficient number of these personnel, we might not be able to mainta
or expand our business. Competition for such highly skilled personnel in our wireless communications and consumer electronics industries is intense, and we
cannot be certain that we will be able to hire or re—hire sufficiently qualified personnel in adequate numbers to meet the demand for our products and service:
we are unable to identify, hire and integrate these skilled personnel in a timely or cost-efficient manner, our operating results could suffer.

We may not be able to successfully integrate prior or future acquisitions, which could adversely affect our business, financial condition and results of
operations.

We have acquired, and are likely to acquire in the future, businesses, products, and technologies that complement or expand our current operations.
Acquisitions could require significant capital investments and require us to integrate with companies that have different cultures, management teams and bus
infrastructure. Depending on the size and complexity of an acquisition, our successful integration of the acquisition could depend on several factors, including

« (difficulties in assimilating and integrating the operations, products and workforces of an acquired business;
« the retention of key employees;

« management of facilities and employees in separate geographic areas;

« the integration or coordination of different research and development and product manufacturing facilities;
« successfully converting information and accounting systems, and

« diversion of resources and management attention from our other operations.

If market conditions or other factors require us to change our strategic direction, we may fail to realize the expected value from one or more of our
acquisitions. Our failure to successfully integrate our acquisitions or realize the expected value from past or future acquisitions could harm our business, finan
condition and results of operations.
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We may need additional capital in the future to fund the growth of our businesses, which we may not be able to obtain or obtain on acceptable terms.

We currently anticipate that our available capital resources and operating income will be sufficient to meet our expected working capital and capital
expenditure requirements for at least the next 12 months. However, we cannot assure you that such resources will be sufficient to fund the long—term growth
our business. In particular, we may experience a negative operating cash flow due to the timing of anticipated sales of our products. We may raise additional
funds through public or private debt or equity financings if such financings become available on favorable terms. Or we may seek working capital financing
under a revolving line of credit. We cannot assure you that any additional financing we may need will be available on terms favorable to us, or at all. If adeque
funds are not available or are not available on acceptable terms, we may not be able to take advantage of unanticipated opportunities, develop new products
otherwise respond to competitive pressures. In any such case, our operating results and financial condition could be adversely affected.

Our quarterly operating results are subject to significant fluctuations and, if our operating results decline or are worse than expected, our stock price
could fall.

We have experienced, and expect to continue to experience, significant quarterly fluctuations in revenue and operating results for our WTS business ar
wireless applications business. Our quarterly operating results may fluctuate for many reasons, including:

« the size and timing of customer orders and shipments;

« the degree and rate of growth in the markets in which we compete and the accompanying demand for our products;
¢ limitations in our ability to forecast our manufacturing needs;

« our ability to introduce, and the timing of our introductions of, new or enhanced products;

«  product failures and recalls, product quality control problems and associated in—field service support costs;

e warranty expenses;

« availability and cost of components, and

« changes in average sales prices.

Due to these and other factors, our past results are not reliable indicators of our future performance. In addition, a significant portion of our operating
expenses is relatively fixed due to sales, engineering and manufacturing overhead. If we experience a decline in revenue, we may be unable to reduce our fix
costs quickly enough to compensate for the decline, which would magnify the adverse impact of such revenue shortfall on our results of operations. If our
operating results decline or are below expectations of securities analysts or investors, the market price of our stock may decline significantly.

Our stock price has been and will likely remain highly volatile.

The stock market in general, and the stock prices of technology and wireless communications companies in particular, have experienced fluctuations th
have often been unrelated or disproportionate to the operating performance of these companies. Broad market and industry stock price fluctuations may adve
affect the market price of shares of our common stock. The market price of our stock has exhibited significant price fluctuations, which makes our stock
unsuitable for many investors. Our stock price may also be affected by the following factors:

e our quarterly operating results;
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¢ changes in the wireless communications and consumer electronics industries;

¢ changes in the economic outlook of the particular markets in which we sell our products and services;

« the gain or loss of significant customers;

¢ reductions in demand or expectations of future demand by our customers;

« changes in stock market analyst recommendations regarding us, our competitors, or our customers;

« the timing and announcements of technological innovations or new products by our competitors or by us, and

« other events affecting other companies that investors deem comparable to us.

Our articles of incorporation and shareholder rights plan could make a potential acquisition that is not approved by our board of directors more
difficult.

Provisions of our articles of incorporation and our shareholder rights plan could make it more difficult for a third party to acquire control of us. Our article
of incorporation prohibit the consummation of a merger, reorganization or recapitalization, sale or lease of a substantial amount of assets with, or issuance of
equity securities valued at $2.0 million to, a stockholder that owns 10 percent or more of our common stock, unless certain requirements relating to board or
shareholder approval are met. Our articles also prohibit shareholder action by written consent, which could make certain changes of control more difficult by
requiring the holding of a special meeting of shareholders for purposes of taking shareholder action.

In addition, in February 2003 we adopted a shareholder rights plan whereby, for each outstanding share of common stock, we distributed a preferred st
purchase right entitling the holder to purchase one one-hundredth of a share of preferred stock at an exercise price of $75. If any person or group acquires o|
makes an offer to acquire 15 percent or more of our common stock, the preferred stock purchase right will become exercisable by persons other than the 15
percent or more person or group, unless our board of directors timely redeems the preferred stock purchase right or has approved the offer. As a result, the
preferred stock purchase rights may cause substantial dilution to the ownership of a person or group that attempts to acquire us on terms not approved by ou
board of directors.

These provisions in our articles of incorporation and our shareholder rights plan could discourage takeover attempts which some shareholders might de
to be in their best interests or in which shareholders would receive a premium for their shares over the then existing market price of our common stock.

The trading volume of our common stock often has been limited and may depress the price for our common stock.

The trading volume of our common stock has been and may continue to be limited. Limited trading volume could depress the price for our common stoc
because fewer analysts may provide coverage for our stock and because investors might be unwilling to pay a higher market price for a stock which is less lic
In addition, limited trading volume, along with market and industry stock price fluctuations and other factors affecting our operations, could result in greater
volatility in the price of our common stock. A significant decline in our stock price, even if temporary, could result in substantial losses for individual
shareholders and could subject us to costly and disruptive securities litigation.

Future changes in financial accounting standards may cause adverse unexpected revenue fluctuations and affect our reported results of operations.

A change in accounting standards could have a significant effect on our reported results and may even affect our reporting of transactions completed
before the change is effective. The Financial Accounting Standards Board

12

Source: COMARCO INC, 10-K, May 17, 2004



Table of Contents

has announced its intention to require that companies record compensation expense in the statement of operations for employee stock options using the fair
method. Implementation of this requirement could have a significant negative effect on our reported results or impair our ability to use equity compensation to
attract and retain skilled personnel. New pronouncements and varying interpretations of pronouncements have occurred and may occur in the future. Change
existing rules or the questioning of current practices may adversely affect our reported financial results or the way we conduct our business.

Compliance with changing regulation of corporate governance and public disclosure may result in additional expenses.

Changing laws, regulations and standards relating to corporate governance and public disclosure, including the Sarbanes—Oxley Act of 2002, newly
enacted SEC regulations, and Nasdag Stock Market rules, are creating uncertainty for companies such as ours. We are committed to maintaining high stand:
of internal controls over financial reporting, corporate governance and public disclosure. As a result, we intend to invest appropriate resources to comply with
evolving standards, and this investment may result in increased general and administrative expenses and a diversion of management attention from revenue
generating activities to compliance activities.

ITEM 2. PROPERTIES

Our headquarters and primary manufacturing facility is located in Irvine, California. This leased facility consists of approximately 42,000 square feet of
office space and approximately 8,000 square feet of manufacturing/ warehouse space. The lease for this facility expires in August 2005. We also lease office
space and, in some instances, warehouse space in California, New York, and Mexico. The leases on these facilities expire at various times through June 200

ITEM 3. LEGAL PROCEEDINGS

During fiscal 2001, the Company sold a business which, among other things, provided airport management services. During the fourth quarter of fiscal
2004, the Company was sued by a tenant at an airport where the Company provided management services pursuant to a contract with the County of Los Ang
(prior to the sale of this business during the 2001 fiscal year). The claimant seeks damages of $2.0 million in addition to other unspecified damages. This mat
is in the very early stages and the outcome of this matter is not determinable or estimable. No provision has been made for losses, if any, which may result fre
the final outcome of this matter.

In addition to the matter discussed above, we are from time to time involved in various legal proceedings incidental to the conduct of our business. We

believe that the outcome of all such pending legal proceedings will not in the aggregate have a material adverse effect on our financial condition and operatin
results.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matter was submitted during the fourth quarter ended January 31, 2004 to a vote of our security holders.
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Market Information

Our common stock is traded on the Nasdag National Mankeder the symbol “CMRO.” The following table sets forth for the periods indicated the
quarterly high and low closing prices per share as reported by the Nasdaq National Market. These prices represent actual reported sales transactions.

High Low

Year ended January 31, 2004:

First Quarter $ 8.19 $6.45

Second Quarter 7.93 6.30

Third Quarter 8.40 7.07

Fourth Quarter 11.25 6.80
Year ended January 31, 2003:

First Quarter $11.95 $8.78

Second Quarter 9.65 6.55

Third Quarter 7.00 4.60

Fourth Quarter 8.78 5.84

Holders
As of April 22, 2004, there were approximately 388 holders of record of our common stock.

Dividends

We have not paid any cash dividends on our common stock in the last two fiscal years. We anticipate that dividends on our common stock will not be pe
for the foreseeable future and that all earnings will be retained for use in our business and for use in repurchasing our common stock pursuant to our stock
repurchase program.

Sales of Unregistered Securities
None.
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ITEM 6. SELECTED FINANCIAL DATA

Years Ended January 31,

2004 2003 2002 2001 2000
(Restated) (Restated) (Restated) (Restated)

(In thousands, except per share data)

Revenue:

Products $29,208 $ 30,372 $ 37,397 $ 36,981 $ 33,283

Services 5,057 5,314 12,171 11,986 5,725

34,265 35,686 49,568 48,967 39,008

Cost of revenue:

Products 18,591 26,229 18,324 17,212 16,983

Services 3,135 3,779 7,323 7,605 3,811

21,726 30,008 25,647 24,817 20,794

Gross profit 12,539 5,678 23,921 24,150 18,214
Selling, general and administrative expenses 9,848 8,686 11,195 12,027 9,203
Asset impairment charges — 205 — — —
Engineering and support expenses 5,812 5,194 5,003 4,694 3,808
Severance costs — — — 1,325 —
Operating income (loss) (3,121) (8,407) 7,723 6,104 5,203
Other income, net 237 375 909 762 274
Minority interest in (earnings) loss of subsidiary 34 141 (50) @) (46)
Income (loss) from continuing operations before income taxes (2,850) (7,891) 8,582 6,859 5,431
Income tax expense (benefit) (1,008) (2,933) 3,156 2,419 1,982
Income (loss) from continuing operations (1,842) (4,958) 5,426 4,440 3,449
Income (loss) from discontinued operations 596 (5,185) (324) 225 (262)
Net income (loss) $(1,246) $(10,143) $ 5,102 $ 4,665 $ 3,187
Basic income (loss) per share:

Income (loss) from continuing operations $ (026) $ (0.71) $ 0.77 $ 0.66 $ 052

Discontinued operations 0.09 (0.74) (0.05) 0.03 (0.04)
Net income (loss) $ (017) $ (145 $ o0.72 $ 0.69 $ 048
Diluted income (loss) per share:

Income (loss) from continuing operations $ (026) $ (0.71) $ 0.73 $ 058 $ 048

Discontinued operations 0.09 (0.74) (0.05) 0.03 (0.04)
Net income (loss) $ (017) $ (145 $ 0.68 $ 061 $ 044

Note:

The net assets of the Company’s EDX reporting unit were sold during fiscal 2004. Accordingly, the results of operations for our EDX reporting unit for fiscal
2001 (the year the division was purchased) through 2003 have been reclassified and separately presented as discontinued operations. Therefore, these amo
will not agree to the previously filed amounts. Additionally, fiscal 2000 through 2003 have been restated for various adjustments as further described in note 2
our accompanying consolidated financial statements.
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Years Ended January 31,

2003

2004 2002 2001 2000
(Restated) (Restated) (Restated) (Restated)
(In thousands, except per share data)
Working capital $25,213 $26,500 $27,046 $25337 $22,174
Total assets 52,621 50,315 67,069 67,319 44,694
Borrowing under line of credit — — — — —
Long-term debt — — — — —
Stockholders’ equity 38,891 38,186 47,937 43,653 31,925

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The discussion that follows provides analysis and information that management believes is relevant to an assessment and understanding of our
consolidated results of operations and financial condition. The following discussion and analysis should be read in conjunction with our consolidated financial
statements and accompanying notes thereto included in Part Il, Item 8 of this report, and the section entitled “Risk Factors, Uncertainties and Other Factors tt
May Affect Results of Operations and Financial Condition” included in Part |, Item 1 of this report.

Overview

Comarco, Inc., through its subsidiary Comarco Wireless Technologies, Inc. (collectively, “we,” “Comarco,” or the “Company”), is a leading provider of
wireless test solutions for the wireless industry. Comarco also designs and manufactures emergency call box systems and mobile power products for noteboc
computers, cellular telephones, PDAs, and other handheld devices. Our operations consist solely of the operations of Comarco Wireless Technologies, Inc.
(“CWT").

Our revenue is primarily derived from sales of our wireless test solutions and wireless applications products, and from services related to the maintenar
of deployed emergency call box systems. We have two reportable operating segments: wireless test solutions (“WTS”) and wireless applications. See “Segm
Reporting” in note 3 of notes to consolidated financial statements included in Part Il, Item 8 of this report.

Critical Accounting Policies

We have identified the following as critical accounting policies to our company: revenue recognition, software development costs, accounts receivable,
inventory, income taxes, valuation of goodwill, and valuation of long-lived assets.

Revenue Recognition

We recognize product revenue upon shipment of products provided there are no uncertainties regarding customer acceptance, persuasive evidence of
arrangement exists, the sales price is fixed or determinable, and collectibility is reasonably assured. For our wireless test solutions products that are integrate
with embedded software, we recognize revenue using the residual method pursuant to requirements of Statement of Position No. 97-2, “Software Revenue
Recognition,” and other applicable revenue recognition guidance and interpretations. Under the residual method, we allocate revenue to the undelivered elen
typically maintenance, based on its respective fair value, with the fair value determined by the price charged when that element is sold separately. We amorti:
the revenue allocated to the maintenance element evenly over the term of the maintenance commitment made at the time of sale. We expense as incurred th
costs associated with honoring the maintenance commitment.
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We recognize service revenue as services are performed. Maintenance revenue from extended warranty sales is deferred and recognized ratably over
term of the maintenance agreement, typically 12 months. Revenue for services under long-term contracts, for engineering services, which ceased operations
the second quarter of fiscal 2003, was recognized using the percentage—of-completion method on the basis of percentage of costs incurred to date on a cont
relative to the estimated total contract costs. Profit estimates on long-term contracts were revised periodically based on changes in circumstances and any lo
on contracts were recognized in the period in which such losses became known.

Significant management judgments must be made and used in connection with the recognition of revenue in any accounting period. Material difference:
may result in the amount and timing of our revenue for any period if our management made different judgments.

Software Development Costs

We capitalize software developed for sale or lease in accordance with Statement of Financial Accounting Standard (“SFAS”) No. 86, “Accounting for
Costs of Computer Software to be Sold, Leased, or Otherwise Marketed.” Software costs incurred subsequent to the determination of the technological feasik
of the software product are capitalized. Our policy is to capitalize the costs associated with development of new products but expense the costs associated wi
subsequent maintenance releases, if any. Significant management judgment is required in determining whether technological feasibility has been achieved fo
particular software project. Capitalization ceases and amortization of capitalized costs begins when the software product is available for general release to
customers. Capitalized software development costs, net of related amortization, are compared to management’s estimate of projected revenues quarterly to
determine if any impairment in value has occurred that would require an adjustment in the carrying value or change in expected useful lives under the guidelir
established under SFAS No. 86. We also continually evaluate the recoverability of software acquired through acquisition or by direct purchase of technology.

We had $5.5 million of capitalized software at January 31, 2004, net of accumulated amortization of $3.4 million. Capitalized software amortization
expense is included in cost of revenue. The amortization period for the software costs capitalized is the shorter of the economic life of the related product,
typically two to four years, or based on expected unit sales under the sales ratio method.

Accounts Receivable

We perform ongoing credit evaluations of our customers and adjust credit limits and related terms based upon payment history and our customers’ curr
credit worthiness. We continuously monitor collections and payments from our customers and maintain a provision for estimated credit losses based upon ou
historical experience and any specific customer collection issues that we have identified. While such credit losses have historically been within our expectatio
and the provisions established, we cannot guarantee that we will continue to experience the same credit loss rates that we have in the past. Since our accour
receivable are concentrated in a relatively few number of customers, a significant change in the liquidity or financial position of any one of these customers cc
have a material adverse effect on the collectibility of our accounts receivable and our future operating results.

Specifically, our management must make estimates of the uncollectibility of our accounts receivable. Management analyzes specific customer accounts
historical bad debt, trends, customer concentrations, customer credit-worthiness, and current economic trends when evaluating the adequacy of the allowanc
doubtful accounts. Significant management judgments and estimates must be made and used in connection with establishing the allowance for doubtful acco
in any accounting period. Material differences may result in the amount and timing of our losses for any period if management made different judgments or
utilized different estimates.

Inventory

We value our inventory at the lower of the actual cost to purchase and/or manufacture the inventory (calculated on average costs, which approximates
first=in, first—out basis) or the current estimated market value of the
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inventory. We regularly review inventory quantities on hand and record a provision for excess and obsolete inventory based primarily on our estimated foreca
of product demand and production requirements for the next twelve months. As experienced during fiscal 2003, demand for our products can fluctuate
significantly. A significant increase in the demand for our products could result in a short-term increase in the cost of inventory purchases while a significant
decrease in demand could result in an increase in the amount of excess inventory on hand. In addition, our industry is characterized by rapid technological
change, frequent new product development, and rapid product obsolescence that could result in an increase in the amount of obsolete inventory quantities or
hand. Additionally, our forecasts of future product demand may prove to be inaccurate, in which case we may have understated or overstated the provision
required for excess and obsolete inventory. In the future, if our inventory were determined to be overvalued, we would be required to recognize such costs in
cost of goods sold at the time of such determination. Therefore, although we make every effort to ensure the accuracy of our forecasts of future product deme
any significant unanticipated changes in demand or technological developments could have a significant impact on the value of our inventory and our operatir
results.

Income Taxes

We assess our deferred tax assets to determine the amount that we believe is “more likely than not” to be realized. We consider future taxable income :
prudent and feasible tax planning strategies in assessing the need for a valuation allowance. Various other indicators are also considered, including the existe
of cumulative tax losses during recent years. If the Company can not generate sufficient taxable income during the 2005 fiscal year, it may be necessary to
reserve some or all of the deferred tax assets. If we determine that we will not realize all or part of our net deferred tax assets in the future, we will establish a
valuation allowance against the deferred tax assets, which will be charged to income tax expense in the period of such determination.

Valuation of Goodwiill

Effective February 1, 2002, we implemented SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 142 establishes new standards for
goodwill acquired in a business combination, eliminates amortization of goodwill, and sets forth methods for periodically evaluating goodwill for impairment.

Under SFAS No. 142, goodwill impairment is deemed to exist if the net book value of a reporting unit exceeds its estimated fair value generally
determined using a discounted cash flow methodology applied to the particular unit. This methodology differs from our previous policy, in accordance with
accounting standards existing at that time, of using undiscounted cash flows on an enterprise-wide basis to determine recoverability. During the second quar
of fiscal 2003, we recorded a non-cash charge of $4.1 million to write down fully the carrying value of the goodwill related to our EDX reporting unit. This
reporting unit is included in our wireless test solutions segment for financial reporting purposes, and the related goodwill was generated through our acquisitic
of EDX Engineering, Inc. in December 2000. Such charge is reflected as a component of discontinued operations. Future impairments of intangible assets, if
will be recorded as operating expenses.

We assess goodwill for impairment annually during the fourth quarter of each year or on an interim basis whenever events or changes in circumstances
indicate that the carrying value may not be recoverable. Factors we consider important that could trigger an impairment review include the following:

« significant underperformance relative to expected historical or projected future operating results;

« significant changes in the manner of our use of the acquired assets or the strategy for our overall business;

« significant negative industry or economic trends;

« significant decline in our stock price for a sustained period, and

« our market capitalization relative to net book value.

The purchase method of accounting for acquisitions requires extensive use of accounting estimates and judgments to allocate the purchase price to the
value of the net tangible and intangible assets acquired. The
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amounts and useful lives assigned to intangible assets impact future amortization. If the assumptions and estimates used to allocate the purchase price are n
correct, purchase price adjustments or future asset impairment charges could be required.

Valuation of Long-Lived Assets

We evaluate long-lived assets used in operations, including purchased intangible assets, when indicators of impairment, such as reductions in demand
significant economic slowdowns that negatively impact our customers or markets, are present. Reviews are performed to determine whether the carrying valu
assets is impaired based on comparison to the undiscounted expected future cash flows. If the comparison indicates that there is impairment, the impaired as
written down to fair value, which is typically calculated using a weighted average of the market approach and the discounted expected future cash flows using
discount rate based upon our cost of capital. Impairment is based on the excess of the carrying amount over the fair value of those assets. Significant manag
judgment is required in the forecast of future operating results that is used in the preparation of expected discounted cash flows. It is reasonably possible that
estimates of anticipated future net revenue, the remaining estimated economic life of the products and technologies, or both, could differ from those used to
assess the recoverability of these assets. In that event, additional impairment charges or shortened useful lives of certain long-lived assets could be required

Results of Operations — Continuing Operations

Wireless Test Solutions

Our WTS business designs and manufactures hardware and software tools for use by wireless carriers, equipment vendors, and others. Radio enginee
network improvement professionals and technicians, and others use these test tools to design, deploy, and optimize wireless networks, and to verify the
performance of the wireless networks once deployed.

Management currently considers the following events, trends, and uncertainties to be important to understanding our WTS business:

«  The wireless communications industry has historically experienced a dramatic rate of growth both in the United States and internationally. During tf
past several years, however, many wireless carriers have re—evaluated their network deployment plans in response to downturns in the capital
markets, changing perceptions regarding industry growth, the adoption of new wireless technologies, increasing price competition for subscribers a
a general economic slowdown in the United States and internationally. That trend appears to have just recently begun to change.

«  During fiscal year 2004, in response to consumer demand for improved network coverage, quality of service, and enhanced data services, domesti
wireless carriers increased capital spending on their networks, which we believe results in increased demand for our WTS products. We expect this
trend to continue in fiscal 2005.

«  Our European operation experienced year—over—year revenue growth primarily driven by sales of our Seven.Five product platform to European
wireless carriers. We expect our European operation to continue to experience year—over-year revenue growth in fiscal 2005 based on the deman
are experiencing during the first quarter of fiscal 2005, as well as planned technology deployments by wireless carriers.

During the first half of fiscal 2004, we completed the development of our Seven.Five hardware platform and various related software applications, and
began shipping products to customers in Europe, North America and Latin America. Seven.Five is a hardware and software solution that is flexible, scalable,
modular allowing our customers to work with all 2G, 2.5G and 3G technologies.
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The Seven.Five product family consists of the following:

¢ Seven.Five Solo: Suited for network deployment activities, Solo is a single calling module product available with a family of audio and data QoS
algorithms. It is an entry—level product, capable of seamless migration to the Seven.Five Duo.

*  Seven.Five Duo: As networks mature, the power of a calling module plus a scanner is necessary to quickly and efficiently optimize networks. Duo
supports up to two calling modules, which can have mixed technologies, and one multi-band, multi-technology RF scanner. A portability kit is
available for in—building needs.

«  Seven.Five Multi: Designed for flexibility and scalability, Seven.Five Multi can house up to any combination of six calling modules or scanners in
each chassis. Multiple chassis can be combined to allow for up to 96 calling modules. The customer can mix and match technologies for
benchmarking applications or configure a system with similar technologies for optimization activities. Multi is also available with a portability kit for
in—building and pedestrian testing needs.

* Seven.Five Multi-Band, Multi-Technology RF Scanner: The most advanced scanner for field test applications. Capable of scans of over 3000
channels per second in multiple frequency bands, with multiple technologies, doing DVCC, BSIC and PN decoding simultaneously. The scanner
offers spectrum analyzer-type measurements and full baseband decoding for GSM 850/900/1800/1900, EDGE, 1S-136, CDMA2000 and WCDMA

Wireless Applications

Our wireless applications business designs and manufactures emergency call box systems and mobile power products for notebook computers, cellula
telephones, PDAs, and other handheld devices. Our call box products provide emergency communication over existing wireless networks. In addition to the ¢
box products, we provide system installation and long—term maintenance services. Currently, there are approximately 14,000 call boxes that we service and
maintain under long—term agreements which expire at various dates through February 2011.

Management currently considers the following events, trends, and uncertainties to be important to understanding our wireless applications business:

« Anticipated projects to upgrade and expand existing emergency call box systems are concentrated with several customers that are agencies of
California’s state and local governments. Due to California’s financial challenges, we are unable to forecast the timing of these projects and related
revenue.

*  We are transitioning the distribution of our ChargeSource mobile power products to a new and exclusive distributor. We expect this transition to
continue to take place through the second quarter of fiscal 2005. During this transition period, we are unable to accurately forecast the timing of the
product roll out by our new distribution partner. However, based on our past experience of sales of similar products to national electronics retailers,
and our estimated roll out timing, we expect revenue for the second half of fiscal 2005 to exceed the same for the first half of the fiscal year. We als
expect that by the fourth quarter of fiscal 2005, revenue from the sale of our ChargeSource products to be on an annual run rate of approximately
$25.0 million.

Approximately 78 percent of our call box revenue is derived from agencies of California’s state and local governments. The State of California is current
experiencing severe financial challenges. We believe these challenges have created uncertainty with respect to the spending patterns of our California—baset
customers. As a result, projects and the related contracts to upgrade and expand certain call box systems have been delayed. While we currently believe that
projects will move ahead during fiscal 2005, we are unable to forecast the timing of such events in the near-term.
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Our wireless applications business also includes the ChargeSource family of mobile power products. Designed with the needs of the traveling professio
in mind, our ChargeSource mobile power products provide a high level of functionality and compatibility in an industry—leading compact design. Our current
and planned product offering consists of universal AC/DC, AC, and DC power adapters designed for the right mix of power output and functionality for most
retail, OEM, and enterprise customers. Our ChargeSource products are also universal allowing those who use rechargeable electronic devices to carry just ol
power adapter. By simply changing the compact SmartTip connected to the end of the charging cable, our universal power adapters are capable of charging
powering multiple target devices, including most notebook computers, cellular telephones, PDAs, and other handheld devices.

Until recently, most notebook computers required no more than 70 watts of power to operate. However, the personal computer industry is currently
transitioning to notebook computers with increasing power requirements. As power requirements increase, so does the size of the OEM power adapter sold v
each notebook computer. To address this industry wide trend, we have developed a family of high—power ChargeSource products that are compatible with m
legacy, current, and planned notebook computers. These new ChargeSource products are able to deliver up to 120 watts of power in a very small form factor
believe our patented electrical designs will continue to be the basis for even higher—power universal power adapters that are expected to meet evolving globz
standards, including the planned standards of the European Union (“EU"), and the increasing power requirements of the notebook computer OEMs, and allow
to offer customers cutting edge technology without significantly increasing the size or weight of our products. We also expect these higher—power universal
power adapters to continue to be significantly smaller and lighter than their OEM counterpart.

Historically, our ChargeSource mobile power products have been distributed by Targus Group International (“Targus”). During the fourth quarter of fisca
2004 we terminated our relationship with Targus and entered into a strategic agreement with Belkin Corporation (“Belkin”). Under this agreement Belkin is
granted exclusive worldwide distribution rights to distribute our ChargeSource products in several strategic end—market categories including electronic retailel
specialty retailers, OEM third party options and Fortune 1000 corporate customers. However, due to the exclusive nature of our agreement with Belkin, our di
access to certain significant distribution channels has been limited.

On March 20, 2003 and in cooperation with the U.S. Consumer Products Safety Commission (“CPSC"), we voluntarily initiated a product safety recall o
our legacy ChargeSource 70-watt universal AC power adapters. This product safety recall impacts approximately 125,000 units that were sold in fiscal 2003.
Comarco and Targus entered into an agreement to address the impact of the recall action. Under the terms of the agreement Comarco issued a $3.2 million
to Targus in fiscal 2003 in consideration of a full release. Of the $3.2 million credit issued to Targus in the fourth quarter of fiscal 2003, qualifying product
returns totaling $2.1 million were received from Targus through October 31, 2003. During the third quarter of fiscal 2004, the remaining $1.1 million unused
credit was recorded as revenue, consistent with the expiration of the right of return and the term of the agreement. Additionally, in the fourth quarter of fiscal
2003 we accrued $183,000 in costs related to the recall action in cost of revenue. We believe that any additional product recall costs will be minor and any su
costs will be expensed as incurred.
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The following table sets forth certain items as a percentage of revenue from our audited consolidated statements of income for fiscal 2004, 2003, and 2

Years Ended January 31,

2004 2003 2002
(Restated) (Restated)
Revenue:
Products 85.2% 85.1% 75.4%
Services 14.8 14.9 24.6
100.0 100.0 100.0
Cost of revenue:
Products 54.2 73.5 36.9
Services 9.2 10.6 14.8
63.4 84.1 51.7
Gross profit:
Products 31.0 11.6 38.5
Services 5.6 43 9.8
36.6 15.9 48.3
Selling, general and administrative expenses 28.8 24.3 22.6
Asset impairment charges — 0.6 —
Engineering and support expenses 16.9 14.6 10.1
Operating income (loss) 9.1) (23.6) 15.6
Other income, net 0.7 11 1.8
Minority interest in (earnings) loss of subsidiary 0.1 0.4 (0.1)
Income (loss) from continuing operations before income taxes (8.3) (22.1) 17.3
Income tax expense (benefit) (2.9) (8.2) 6.4
Income (loss) from continuing operations 5.4)% (13.9)% 10.9%

Consolidated

Revenue

Total revenue for fiscal 2004 was $34.3 million compared to $35.7 million for fiscal 2003, a decrease of approximately $1.4 million or 4.0 percent. As
discussed below, the decrease is attributable to decreased sales of our wireless application products and services partially offset by increased sales of our W
products. Total revenue for fiscal 2003 was $35.7 million compared to $49.6 million for fiscal 2002, a decrease of approximately $13.9 million or 28.0 percent.
The decrease was due to an $18.1 million decrease in sales of our WTS products and services, partially offset by a $4.2 million increase in sales of our wirele
applications products and services.

For fiscal 2004 as compared to the prior year, revenue from products decreased 3.8 percent to $29.2 million while revenue from services decreased 4.€
percent to $5.1 million. The product revenue decrease reflects the decreased demand for our call box products, which declined $4.0 million or 67.2 percent, ©
by an increase in sales of our WTS products of $1.9 million or 21.7 percent and an increase in sales of our ChargeSource products of $0.9 million or 5.9 perc
including $1.1 million of revenue recognized in the third quarter of fiscal 2004 related to the reversal of an unused recall credit initially recognized in the fourth
quarter of fiscal 2003. The services revenue decrease was due to our exit from the engineering services business during the second quarter of fiscal 2003.
Revenue from engineering services totaled $0.9 and $7.5 million for fiscal 2003 and 2002, respectively. The fiscal 2004 services revenue decrease was offse
a $600,000 increase in call box service revenue in the current year.
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For fiscal 2003 as compared to the prior year, revenue from products decreased 18.8 percent to $30.4 million, while revenue from services decreased -
percent to $5.3 million. The product revenue decrease reflected the softness in the wireless industry and decreased demand for our legacy WTS products, w}
declined $11.5 million or 56.7 percent, offset by an increase in sales of our ChargeSource products of $3.6 million or 31.1 percent, net of a $3.2 million credit
issued to Targus in conjunction with the product safety recall of our 70-watt universal ChargeSource power adapter and a $0.9 million, or 17.9 percent, incre:
in call box product sales. See the section below titled “ChargeSource Product Safety Recall” for additional discussion. The services revenue decrease was dt
our exit from the engineering services business during the second quarter of fiscal 2003.

Cost of Revenue and Gross Margin

Total cost of revenue for fiscal 2004 decreased $8.3 million or 27.6 percent to $21.7 million. As discussed below, we recorded non-recurring charges in
the amount of $7.1 million to cost of sales in the prior fiscal year. As a percentage of revenue, gross margin increased to 36.6 percent compared to 35.8 perct
adjusted for non-recurring charges, for fiscal 2003.

Total cost of revenue for fiscal 2003 was $30.0 million compared to $25.7 million for fiscal 2002, an increase of approximately $4.4 million or 17.0
percent. Cost of revenue for fiscal 2003 included a non—cash inventory impairment charge, totaling approximately $1.3 million and a $5.6 million non—cash
write—off of software development costs. These charges are attributable to our wireless test solutions business. See the section below entitled “Asset Impairmn
Charges” for additional discussion. Cost of revenue for fiscal 2003 also included approximately $0.2 million of costs accrued in connection with the product
safety recall of our ChargeSource 70-watt universal power adapters. See the section below entitled “ChargeSource Product Safety Recall” for additional
discussion. Excluding the inventory impairment, software development write—off and product safety recall charges, total cost of revenue for fiscal 2003 was
$22.9 million. As a percentage of revenue, gross margin for fiscal 2003 decreased to 35.8 percent compared to 48.3 percent for the prior fiscal year. As discu
below, the decrease in gross margin was primarily due to a change in our mix of business, our exit from engineering services, and the negative effect of
significantly reduced sales and decreasing gross margins of our historically higher margin wireless test solution products.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased $1.2 million or 13.4 percent to $9.8 million in fiscal 2004. The increase was due to legal settlem
and related fees in the amount of $2.0 million incurred during the first half of fiscal 2004, partially offset by reductions in other indirect costs and reduced legal
fees in the third and fourth quarters of fiscal 2004.

Selling, general and administrative costs for fiscal 2003 were $8.7 million compared to $11.2 million for the prior fiscal year, a decrease of $2.5 million o
22.4 percent. This decrease was due to reduced staffing levels, selling expenses, and incentive compensation driven by significantly reduced sales of our W1
products and services. Additionally, in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” beginning in fiscal 2003, we no longer
amortized goodwill.

As a percentage of revenue, selling, general and administrative costs were 28.8 percent, 24.3 percent, and 22.6 percent for fiscal 2004, 2003, and, 200
respectively.
Asset Impairment Charges

During fiscal 2003, as a response to reduced demand for legacy WTS products in the wireless marketplace and our strategy of investing available
resources in the development of Seven.Five, we analyzed the carrying value of all assets attributable to our WTS business. Based on this analysis, we recorc
asset impairment charges totaling $12.5 million during the second quarter of fiscal 2003. The following table sets forth the impaired assets and corresponding
impairment charges (in thousands) for fiscal 2003:
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Property and equipment $ 205
Software development costs (included in cost of revenue) 5,619
Intangible assets (included in discontinued operations) 2,583
Goodwill (included in discontinued operations) 4,053

$12,460

In addition to the asset impairment charges above, an inventory impairment charge totaling $1.3 million was recorded as cost of revenue during fiscal
2003. The above impaired assets, as well as the inventory impairment charge, were exclusively related to our legacy 2G wireless test solutions products and
not include any assets related to our engineering services business, which ceased operations during the second quarter of fiscal 2003. The exit costs associc
with our exit from the engineering services business totaled $151,000.

ChargeSource Product Safety Recall

In fiscal 2004 and in cooperation with the U.S. CPSC, we announced a voluntary product safety recall of approximately 125,000 detachable plugs used
our ChargeSource 70-watt universal AC power adapter. In conjunction with the product safety recall, the Company and Targus, the exclusive distributor of th
ChargeSource products at that time, entered into an agreement addressing the impact of the recall action. Accordingly, we accrued both a $3.2 million credit
to Targus reducing sales and additional recall costs of approximately $0.2 million classified in cost of revenue in the fourth quarter of fiscal 2003. During the
third quarter of fiscal 2004 in conjunction with the expiration of the right of return and the term of the agreement, we recognized the unused portion of the crec
in the amount of $1.1 million as revenue.

Engineering and Support Expenses

We capitalize costs incurred for the development of software embedded in our wireless test solutions products subsequent to establishing technological
feasibility. These capitalized costs are subject to an ongoing assessment of recoverability based on anticipated future revenue and changes in hardware and
software technologies. Costs that are capitalized include direct labor and related overhead. Engineering and support costs for fiscal 2004 and 2003 are as foll

January 31,

2004 2003

(In thousands)

Engineering $ 7,087 $ 6,147
Less: Capitalized software development (2,769) (3,359)
Support costs 1,494 2,406

$ 5,812 $ 5,194

Engineering and support costs, net of capitalized software development costs, for fiscal 2004 were $5.8 million compared to $5.2 million for the prior
fiscal year, an increase of approximately $0.6 million. Gross engineering and support costs, before reduction for capitalized software development costs,
remained flat at $8.6 million in comparison to fiscal 2003. Engineering costs increased $0.9 million related to higher staffing levels for the development of our
newly released ChargeSource products. Support costs decreased $0.9 million related to reduced staffing levels for the wireless test solutions department,
consistent with the development and release of the Seven.Five product family, which operates under a single platform.
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Engineering and support costs for fiscal 2003 and 2002 are as follows:

January 31,
2003 2002
(In thousands)
Engineering $ 6,147 $ 8,418
Less: Capitalized software development (3,359) (5,471)
Support costs 2,406 2,056
$ 5,194 $ 5,003

Engineering and support costs, net of capitalized software development costs, for fiscal 2003 increased 3.8 percent to $5.2 million compared to fiscal 2(
Gross engineering and support costs, before reduction for capitalized software development costs, decreased $1.9 million in comparison to fiscal 2002. This
decrease is a result of our strategy of reducing the cost structure supporting our wireless test solutions business and developing a single flexible product platf
Offsetting this cash savings and consistent with the reduction in the number of on—going software development programs, capitalized software development
costs decreased $2.1 million resulting in an increase in engineering and support costs, net of capitalized software development costs, of $0.2 million for fiscal
2003 in comparison to the prior fiscal year.

Other Income, net

Other income, net, consisting primarily of interest income, decreased approximately $0.1 million to $0.2 million for fiscal 2004 compared to the prior
fiscal year. This decrease was primarily due to lower invested cash balances and reduced interest rates earned on invested cash balances. Other income de
$0.5 million to $0.4 million for fiscal 2003 compared to fiscal 2002, primarily as a result of lower invested cash balances for much of fiscal 2003.

Income Tax Expense

The effective tax rate for fiscal 2004, 2003, and 2002 was 35.4 percent, 37.2 percent, and 36.8 percent, respectively. The effective tax rate fluctuates dt
in part, to fluctuations in the minority interest in (earnings) loss of subsidiary which is not tax effected.

Wireless Test Solutions

Years Ended January 31,

2003 2002
2004 (restated) (restated)
(In thousands)
Revenue $11,150 $10,090 $28,222
Cost of revenue:
Cost of goods sold 4,192 3,862 10,470
Software development amortization 2,772 2,629 2,437
Inventory impairment and software development write—off — 6,878 —
Total cost of revenue 6,964 13,369 12,907
Gross profit (loss) $ 4,186 $(3,279) $15,315
Gross margin 37.5% (32.5)% 54.3%
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Revenue

Wireless test solutions revenue for fiscal 2004 was $11.2 million compared to $10.1 million for fiscal 2003, an increase of $1.1 million or 10.5 percent.
The increase reflects sales of our new product platform, Seven.Five, which was released in the first quarter of fiscal 2004.

Wireless test solutions revenue for fiscal 2003 was $10.1 million compared to $28.2 million for fiscal 2002, a decrease of approximately $18.1 million or
64.2 percent. This decrease primarily reflects the reduced demand for our legacy 2G wireless test solution products, as well as reduced engineering services
which we ceased providing during the second quarter of fiscal 2003. Revenue from engineering services for fiscal 2003 and 2002 totaled $0.9 million and $7.
million, respectively.

Cost of Revenue and Gross Margin

Wireless test solutions cost of revenue for fiscal 2004 was $7.0 million compared to $13.4 million for fiscal 2003, a decrease of approximately
$6.4 million or 47.9 percent. Excluding the inventory impairment charge and software development write—off of $6.9 million recorded in fiscal 2003, gross
margin increased 1.8 percent from 35.7 percent to 37.5 percent in fiscal 2004. The increase in margin is attributable to increased absorption of manufacturing
overhead expenses and reduced labor costs when viewed as a percentage of revenue, driven by increased sales of our hardware and software tools.

Wireless test solutions cost of revenue for fiscal 2003 was $13.4 million compared to $12.9 million for fiscal 2002, an increase of approximately
$0.5 million or 3.6 percent. As discussed above, during fiscal 2003, we recorded non—cash impairment charges totaling approximately $6.9 million. Excluding
this asset impairment charge, wireless test solutions cost of revenue for fiscal 2003 was $6.5 million. As a percentage of revenue, gross margin for fiscal 200:
decreased to 35.7 percent compared to 54.3 percent for the prior fiscal year. The decrease in gross margin is primarily due to decreased absorption of fixed c
attributable to dramatically lower revenue.

Wireless Applications

Years Ended January 31,

2003
2004 (restated) 2002

(In thousands)

Revenue $23,115 $25,596 $21,346
Cost of revenue:

Cost of goods sold 14,762 16,536 12,596

Software development amortization — 103 144
Total cost of revenue 14,762 16,639 12,740
Gross profit $ 8,353 $ 8,957 $ 8,606
Gross margin 36.1% 35.0% 40.3%
Revenue

Wireless applications revenue for fiscal 2004 was $23.1 million compared to $25.6 million for fiscal 2003, a decrease of $2.5 million or 9.7 percent. The
decrease is primarily due to decreased call box products revenue of $4.0 million, partially offset by increased call box service revenue of $0.6 million and
ChargeSource product sales of $0.9 million. In fiscal 2003 we completed a Text Telephony (“TTY”) call box upgrade for the hearing impaired for the County o
Orange, California, and a system expansion for the Metropolitan Transportation Commission (“MTC") in California that contributed $2.5 and $1.2 million,
respectively, to call box product sales. In fiscal 2004, we had no similar installation or upgrade projects. We believe that the current political and financial
challenges facing the State of California have adversely impacted our call box product sales.
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In the second quarter of fiscal 2004 we began shipping our newest generation of ChargeSource products, the 120-watt AC/DC and DC adapters. The
increase in ChargeSource product sales of $0.9 million includes the $1.1 million unused recall credit issued to our former distributor in conjunction with the
product safety recall of our ChargeSource 70-watt universal AC power adapter.

Wireless applications revenue for fiscal 2003 was $25.6 million compared to $21.3 million for fiscal 2002, an increase of approximately $4.3 million or
20.0 percent. This increase was primarily due to increased sales of our ChargeSource mobile power products. Our combined ChargeSource sales increased
approximately $3.6 million to $15.2 million for fiscal 2003, net of the $3.2 million credit issued to our exclusive distributor in conjunction with the product
safety recall of our ChargeSource 70-watt universal AC power adapter, as discussed above.

All ChargeSource products were distributed exclusively by Targus under non—cancelable commitments during fiscal years 2004, 2003, and 2002. For
fiscal 2004, 2003, and 2002, sales to Targus totaled approximately $15.0 million, $15.2 million, and $11.3 million, respectively. Under our new distributor
agreement with Belkin, Belkin has certain non—cancelable commitments to purchase our ChargeSource products. In the event Belkin is unable to perform un
these commitments due to its inability to take delivery of ordered products and/or pay for such products in a timely manner, we would be required to establish
alternative distribution channels. The financial impact of a material change in our relationship with Belkin cannot be precisely quantified, but we believe that a
six—to—twelve month disruption in the distribution of our ChargeSource products would have a negative impact on our revenue and operating results, which
could also result in decreased liquidity.

Cost of Revenue and Gross Margin

Wireless applications cost of revenue for fiscal 2004 was $14.8 million compared to $16.6 million for fiscal 2003, a decrease of $1.9 million or
11.3 percent. As a percentage of revenue and excluding the recall credit and costs associated with the product safety recall incurred in fiscal 2003, gross matr
for fiscal 2004 decreased to 36.1 percent from 43.0 percent. This decrease relates to ramp—up costs associated with the introduction of the ChargeSource
120-watt products.

Wireless applications cost of revenue for fiscal 2003 was $16.6 million compared to $12.7 million for fiscal 2002, an increase of $3.9 million or
30.1 percent. Excluding the cost of the product safety recall, cost of revenue for fiscal 2003 was $16.4 million. As a percentage of revenue and excluding the
credit and costs associated with the product safety recall, gross margin for fiscal 2003 increased to 43.0 percent from 40.3 percent for fiscal 2002. The increa
wireless applications gross margin is primarily attributable to several higher-margin call box upgrade projects completed during fiscal 2003.

Discontinued Operations

On January 6, 2004, we sold the assets of the reporting unit EDX. This reporting unit was formerly included in the wireless test solutions segment, and |
been classified as discontinued operations.

Income from discontinued operations was $596,000 for fiscal 2004, which includes income from operations of $258,000 on revenue of $1.1 million, plus
an after—tax gain of $319,000 on the sale of EDX. The loss from discontinued operations for fiscal 2003 and 2002 was $5.2 million and $324,000, respectivel;
The loss from discontinued operations for fiscal 2003 included the asset impairment charges in the amount of $6.6 million to write—off the goodwill and
intangible assets related to the EDX reporting unit. These charges were offset by a $1.1 million tax benefit. Excluding these items income from discontinued
operations would have been $300,000 in fiscal 2003. The loss from discontinued operations for fiscal 2002 included amortization of EDX related goodwill and
intangible assets in the amount of $700,000. Excluding amortization expense, income from discontinued operations would have been $100,000 in fiscal 2002

Restatement of Previously Issued Financial Statements
The Company has restated its previously issued financial statements for the items described below:

« Estimated employee bonuses were accrued at the end of the fiscal 2003. Prior to the filing of the Company'’s fiscal 2003 Form 10-K, the
Compensation Committee of the Board of Directors decreased the estimated bonus award by approximately $600,000 but the Company did not ad|
the bonus accrual. The fiscal 2003 operating results have been restated to reflect reduced bonus expense of $600,000. The restatement adjustmer
allocated between selling, general and administrative costs and engineering and product support costs in the amount of $400,000 and $200,000,
respectively.

«  Prior to the 2004 fiscal year, the Company allocated revenue from the sales of its wireless test solutions products between the product and first yes
maintenance using an estimate of the fair value of such maintenance as a percentage of the total sales price. The Company has determined that tt
value of the first year maintenance based on vendor specific objective evidence was higher than the previously estimated percentage, 10 percent
versus 5 percent. See note 3 for a further discussion of the Company’s revenue recognition policies. The fiscal 2003 and 2002 financial statements
have been restated using the actual fair value of the first year maintenance as a percentage of the total sales price. The effect of the restatement w
increase revenue in fiscal 2003 and 2002 by $187,000 and $216,000, respectively. The restatement attributable to this matter also decreased
January 31, 2001 retained earnings by $497,000.

« During fiscal 2001, the Company completed the sale of its defense and commercial staffing businesses. The sales and operations of the businesse
sold were reported as discontinued operations. At the time of the sale, the Company recognized liabilities for contingencies and various costs
associated with exiting these businesses. The Company has now concluded that the reserves for contingencies recognized during fiscal 2001 and
earlier periods did not satisfy the probable and reasonably estimable criteria applicable to accounting for such contingencies. Accordingly, January
2001 retained earnings has been restated and increased by $474,000, net of tax expense of $273,000. The Company also did not adjust these acc
liabilities for subsequent changes in the original estimates of the costs associated with exiting the discontinued businesses. The Company has rest:
its fiscal 2003 and 2002 financial statements to reflect changes in the estimated costs of exiting the discontinued operations. The pre—tax effect of t
restatement adjustments has been to decrease the loss from discontinued operations in fiscal 2003 and 2002 by $37,000 and $86,000, respectivel

«  During fiscal 2003, the Company recorded the costs attributable to collecting a note which was received during fiscal 2001 as partial consideration
the sale of its commercial staffing business. These costs, which included the write—off of principal and accrued interest, and legal fees, totaled
approximately $341,000 and were charged against various divestiture liabilities originally recognized at the time of the sale. The fiscal 2003 financi
statements have been restated to recognize these costs as a bad debt expense charged against continuing operations which is included in selling,
general and administrative expenses.

«  During fiscal 2003, the Company recorded estimated losses associated with the recall of its legacy ChargeSource 70-watt universal AC power
adapter. Included in the estimated loss were costs attributable to a third—party service bureau engaged to administer the Company’s recall efforts.
These specific costs should have been charged to expense as incurred. Accordingly, the fiscal 2003 financial statements have been restated to rec
the estimated cost of the recall recorded during fiscal 2003. This restatement had the effect of reducing fiscal 2003 cost of revenue by $371,000.
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During fiscal 2003, the Company recognized a $2,926,000 million transitional adjustment, net of tax of zero, for the cumulative effect of a change in
accounting principle upon the adoption of SFAS No. 142, “Goodwill and Other Intangible Assets.” This transitional adjustment was attributable to th
Company’s EDX reporting unit. The Company has since determined that the amount recognized as the cumulative effect of a change in accounting
principle should have been reported as a fiscal 2003 goodwill impairment and reflected in fiscal 2003 continuing operations. The fiscal 2003 financi
statements have been restated accordingly. During fiscal 2004, the Company sold the net assets of the EDX reporting unit. Accordingly, all of the
current and prior operations of that reporting unit have been reclassified to discontinued operations, including the aforementioned goodwill
impairment change (see note 6).

Effective the beginning of fiscal 2003 and in conjunction with the implementation of SFAS No. 142, the Company re—evaluated the useful lives of it:
identifiable intangible assets, including acquired algorithms with a net book value of $255,000 and an original historical cost basis of $1 million. Pric
to the adoption of SFAS No. 142, the software algorithms were being amortized over five years. Upon the adoption of SFAS No. 142, it was initially
concluded that the software algorithms had an indefinite useful life and therefore were not subject to amortization, but rather, a periodic evaluation 1
impairment. It has now been concluded that the original useful life of five years should have been applied after the adoption of SFAS No. 142. As a
result, fiscal 2003 results of operations are being restated to reflect additional amortization expense of $200,000. The remaining $55,000 in net boc
value of the software algorithms as of January 31, 2003 was amortized to expense during the first half of fiscal 2004.

During the fourth quarter of fiscal 2001, the Company acquired all of the outstanding stock of EDX Engineering, Inc. Approximately $3.2 million of
the purchase price was allocated to identifiable intangible assets with a tax basis of zero. At the time, the Company did not record the required
deferred tax liability of $1,268,000 related to the temporary difference between the financial reporting book value and the tax basis. Such an entry
also would have resulted in a corresponding increase to goodwill of $1,268,000. The financial statements have been restated to reflect the effects c
recording the incremental increase to deferred tax liabilities and goodwill at the time EDX was acquired. As a consequence, amortization expense ¢
deferred tax benefit have increased by $141,000 during the 2002 fiscal year. Upon the adoption of SFAS No. 142 at the beginning of fiscal 2003,
amortization of goodwill ceased. During the second quarter of fiscal 2003, the EDX goodwill and identifiable intangibles were determined to be fully
impaired and were written off. As a consequence, the restated fiscal year 2003 financial statements reflect an additional charge to write—off the
incremental net book value of goodwill of $1,127,000. This incremental charge was offset by incremental deferred tax benefit of $1,127,000. During
the 2004 fiscal year, EDX was sold and reported as a discontinued operation. Accordingly, the incremental effects of the restatements adjustments
described in this paragraph have been reclassified to discontinued operations.

During the second quarter of fiscal 2003, the Company wrote off $5,619,000 of capitalized software costs. The write off was originally recorded to a
line item labeled “Asset impairment charges.” The 2003 financial statements have been restated to reclassify the $5,619,000 write—off of capitalize
software to cost of revenue.

As a result of the foregoing adjustments, income tax expense for continuing operations for fiscal 2003 and 2002 (including the tax benefit of
$1,127,000 described in the preceding paragraph related to EDX) has been decreased by $902,000 and $62,000, respectively. Income tax expens
discontinued operations for fiscal 2003 and 2002 has been decreased by $1.1 million and $172,000, respectively. The impact of the income tax
adjustments on fiscal 2001 and prior years, decreased January 31, 2001 retained earnings by $92,000.

Presented below are tables which present the impact of these adjustments to amounts previously reported for fiscal 2003 and 2002:

Fiscal 2003 Statement of Operations

Reclassification
for

As previously Restatement discontinued
reported adjustments operations As restated
Revenue $ 36,836 $ 187 $ (1,337) $ 35,686
Cost of revenue 24,573 5,448 (13) 30,008
Gross profit 12,263 (5,261) (1,324) 5,678
Selling, general and administrative expenses 9,052 (59) (307) 8,686
Asset impairment charges 8,407 (1,566) (6,636) 205
Engineering and support expenses 5,936 (200) (542) 5,194
Operating income (loss) (11,132) (3,436) 6,161 (8,407)
Other income, net 375 — — 375
Minority interest 141 — — 141
Loss from continuing operations before income taxes (10,616) (3,436) 6,161 (7,891)
Income tax expense (benefit) (2,984) (902) 953 (2,933)
Loss from continuing operations (7,632) (2,534) 5,208 (4,958)
Discontinued operations — 23 (5,208) (5,185)
Loss before cumulative effect of accounting change (7,632) (2,511) — (20,143)
Cumulative effect of accounting change (2,926) 2,926 — —
Net loss $ (10,558) $ 415 $ = $ (10,143)
Basic income (loss) per common share:
Loss from continuing operations $ (1.09) $ (0.36) $ 0.74 $ (0.71)
Discontinued operations — — (0.74) (0.74)
Cumulative effect of accounting change (0.42) 0.42 — —

Source: COMARCO INC, 10-K, May 17, 2004



Net income (loss) $ (1.51) $ 0.06 $ = $ (145)
Diluted income (loss) per common share:

Loss from continuing operations $ (1.09) $ (0.36) $ 0.74 $ (0.71)

Discontinued operations — — (0.74) (0.74)

Cumulative effect of accounting change (0.42) 0.42 — —

Net income (loss) $ =

$ (151)

$ 0.06

Summarized below are the balance sheet accounts at January 31, 2003 which changed as a result of the restatement.

January 31, 2003 Balance Sheet

As previously

$ (1.45)

reported As restated
Other current assets $ 1,391 $ 951
Total current assets 37,621 37,188
Intangible assets, net 706 506
Total assets 50,955 50,315
Deferred Revenue 3,552 3,647
Accrued liabilities 5,845 4,243
Total current liabilities 12,093 10,688
Retained earnings 25,518 26,283
Stockholders’ equity 37,421 38,186
Total liabilities and stockholders equity 50,955 50,315

Summarized below are the changes to the fiscal 2002 statement of operations as a result of the restatement and the reclassification for discontinued

operations resulting from the disposal of EDX.

Fiscal 2002 Statement of Operations

Reclassification
for
As previously Restatement discontinued
reported adjustment operations As restated

Revenue $ 51,007 $ 216 $ (1,655) $ 49,568
Cost of revenue 25,673 — (26) 25,647
Gross profit 25,334 216 (1,629) 23,921
Selling, general and administrative expenses 12,680 141 (1,626) 11,195
Asset impairment charges — — — —
Engineering and support expenses 5,744 — (741) 5,003
Operating income 6,910 75 738 7,723
Other income, net 909 — — 909
Minority interest (50) — — (50)
Income from continuing operations before income taxes 7,769 75 738 8,582
Income tax expense (benefit) 2,859 (62) 359 3,156
Income from continuing operations 4,910 137 379 5,426
Discontinued operations — 55 (379) (324)
Net income $ 4910 $ 192 $ — $ 5,102
Basic income per common share:

Income from continuing operations $ 0.70 $ 0.02 $ 0.05 $ 077

Discontinued operations — 0.01 (0.05) (0.04)

Net income $ 0.70 $ 0.03 $ = $ 073
Diluted income per common share:

Income from continuing operations $ 0.66 $ 0.02 $ 0.05 $ 0.73

Discontinued operations — — (0.05) (0.05)

Net income $ 0.66 $ 0.02 $ — $ 0.68

Retained earnings at January 31, 2001 as previously reported was decreased by $158,000 as a result of the restatement adjustments described herein

The restatement had no effect on net cash provided by or used in operating, investing or financing activities for fiscal 2003 or 2002.

Source: COMARCO INC, 10-K, May 17, 2004
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Liquidity and Capital Resources

Our financial position remains strong, with cash and cash equivalents of $15.0 million as of January 31, 2004 and no outstanding debt.

Cash Flows from Operating Activities

Cash used in operating activities was $6.4 million for the year ended January 31, 2004 compared to cash provided by operating activities of $10.3 millic
for the year ended January 31, 2003. Our loss from continuing operations was $1.8 million in fiscal 2004, coupled with the fact that sales increased in the sec
half of the fiscal year, causing accounts receivable to increase $8.3 million. Additionally, inventory increased $2.1 million reflecting increased purchases to fill
our back log of orders. These uses of cash were offset by increases in current liabilities of $3.2 million.

Cash provided by operating activities is primarily derived from the sale of our products. Cash provided by operating activities was $10.3 million and $8.1
million for the years ended January 31, 2003 and 2002, respectively.

Early in fiscal 2004 and in cooperation with the U.S. CPSC, we announced a voluntary product safety recall of approximately 125,000 detachable plugs
used on our ChargeSource 70-watt universal AC power adapter. The detachable AC plug can crack if the plug’s swivel connector is extended beyond the 90
degrees of allowed rotation, creating the potential for electric shock. To date, no injuries have been reported.

In conjunction with the product safety recall, the Company and Targus entered into an agreement addressing the impact of the recall action. Due to the
recall action and the agreement with Targus, we accrued a $3.2 million credit to Targus as a reduction of sales and additional recall costs of approximately $C
million classified in cost of revenue in the fourth quarter of fiscal 2003. The credit to Targus was based on unsold and unopened units in the distribution chanr
expected to be returned to us within a six-month period. The accrued additional recall costs were related to replacing AC plugs in the hands of consumers.
Cash Flows from Investing Activities

Net cash used in investing activities was $4.4 million for fiscal 2004 compared to $6.2 million for fiscal 2003 and $8.7 million for fiscal 2002. In all
periods, capital expenditures for property and equipment, acquisitions, and software development constituted substantially all of our cash used in investing
activities. The development of software is critical to our products currently under development.

On January 6, 2004, we sold the assets of the reporting unit EDX for $0.6 million in cash and recognized a gain of $0.5 million.
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On July 31, 2001, we acquired an 18 percent equity stake in SwissQual for $1.0 million in cash. Based in Zuchwil, Switzerland, SwissQual is a develope
of voice quality systems and software for measuring, monitoring, and optimizing the quality of mobile, fixed, and IP-based voice and data communications.
Under this alliance, Comarco and SwissQual will jointly develop, sell, and support wireless network quality of service and optimization products for the
European marketplace. In addition to expanding our access to European wireless carriers, SwissQual will provide domain expertise and development guidan
the evolution of 2.5G and 3G system test solutions.

Cash Flows from Financing Activities

Net cash provided by financing activities was $0.5 million for fiscal 2004 and $0.2 million for fiscal 2003 compared to net cash used in financing activitie
of $2.2 million for fiscal 2002. In all periods, proceeds from the sales of common stock issued through employee and director stock option plans, offset by the
repurchase of our common stock, constituted substantially all of our cash flows from financing activities.

During 1992, our Board of Directors authorized a stock repurchase program of up to 3.0 million shares of our common stock. From program inception
through January 31, 2004, we repurchased approximately 2.6 million shares for an average price of $8.22 per share. During fiscal 2004, we repurchased
approximately 26,000 shares in the open market for an average price of $7.61 per share.

We believe that our existing cash and cash equivalent balances will provide us sufficient funds to satisfy our cash requirements for at least the next twe
months. In addition to our cash and cash equivalent balances, we expect to derive a portion of our liquidity from our cash flows from operations. As discussec
above, certain factors and events could negatively affect our cash flows from operations, including:

« Due to the uncertainties associated with the spending patterns of our customers and the corresponding demand for our WTS products, we have
experienced and expect to continue to experience significant fluctuations in demand. Such fluctuations have caused and may continue to cause
significant reductions in revenue and operating results,

« Inthe event Targus or Belkin, the distributors of our ChargeSource products, are unable to perform under their non—-cancelable commitments due t
their inability to take delivery of the products and/or pay for such products in a timely manner, we would be required to establish alternative
distribution channels.

We are focused on preserving our cash balances by continuously monitoring expenses, identifying cost savings, and investing only in those developme
programs and products most likely to contribute to our profitability.

Contractual Obligations

In the course of our business operations, we incur certain commitments to make future payments under contracts such as operating leases and purcha:
orders. Payments under these contracts are summarized as follows as of January 31, 2004 (in thousands):

Payments due by Period

Less than 1t03 3t05

1 year years years

Operating lease obligations $ 601 $365 $ 11
Purchase obligations 1,383 — —

$1,984 $365 $ 11

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities, an interpretation of ARB No. 51.” This Interpretatiot
addresses the consolidation by business enterprises of variable interest entities as defined in the Interpretation. The Interpretation applies immediately to vari
interests in variable interest entities created after January 31, 2003, and to variable interests in variable interest entities obtained after January 31, 2003. The
application of this Interpretation did not have a material effect on our consolidated financial statements. The Interpretation requires certain disclosures in
financial statements issued after January 31, 2003 if it is reasonably possible that we will consolidate or disclose information about variable interest entities w
the Interpretation becomes effective. In October, 2003 the FASB deferred the effective date of this Interpretation for pre-existing variable interest entities to n
later than February 2004. The Company has no variable interest entities that would require disclosure or consolidations under FIN No. 46.

In December 2003, the FASB issued a revision to FIN No. 46 (FIN No. 46—-R), which incorporated the October 2003 deferral provisions and clarified anc
revised accounting guidance for all variable interest entities. All variable interest entities, regardless of when created, are required to be evaluated under FIN
46-R no later than the first interim or annual reporting period ending after March 15, 2004. The Company does not expect the adoption of FIN No. 46—-R will
have a material impact on its consolidated financial statements. The Company has no variable interest entities that would require consolidation or disclosure.

In May 2003, FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity.” SFAS No.
150 establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of both debt and equity and requires ar
issuer to classify the following instruments as liabilities in its balance sheet:
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« Afinancial instrument issued in the form of shares that is mandatorily redeemable and embodies an unconditional obligation that requires the issue
redeem it by transferring its assets at a specified or determinable date or upon an event that is certain to occur;

« Afinancial instrument, other than an outstanding share, that embodies an obligation to repurchase the issuer’s equity shares, or is indexed to such
obligation, and requires the issuer to settle the obligation by transferring assets; and

¢ Afinancial instrument that embodies an unconditional obligation that the issuer must settle by issuing a variable number of its equity shares if the
monetary value of the obligation is based solely or predominantly on (1) a fixed monetary amount, (2) variations in something other than the fair
value of the issuer’s equity shares, or (3) variations inversely related to changes in the fair value of the issuer’s equity shares.

Certain provisions of SFAS No. 150 are effective immediately. However, generally SFAS No. 150 is effective for financial instruments as of the first
interim period beginning after December 15, 2004. SFAS No. 150 is to be implemented by reporting the cumulative effect of a change in accounting principle.
The Company does not expect the adoption of SFAS No. 150 will have a material impact on its consolidated financial statements.
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ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Currency Risk

We are exposed to the risk of changes in currency exchange rates. As of January 31, 2004, we had no material accounts receivable denominated in for
currencies. Our standard terms require customers to pay for our products and services in U.S. dollars. For those orders denominated in foreign currencies, wi
may limit our exposure to losses from foreign currency transactions through forward foreign exchange contracts. To date, sales denominated in foreign currer
have not been significant and we have not entered into any foreign exchange contracts.

Interest Rate Sensitivity

The primary objective of our investment activities is to preserve principal while at the same time maximizing the income we receive from our investment
without significantly increasing risk. Some of the securities that we have invested in may be subject to market risk. This means that a change in prevailing
interest rates may cause the principal amount of the investment to fluctuate. For example, if we hold a security that was issued with a fixed interest rate at the
then—prevailing rate and the prevailing interest rate later rises, the principal amount of our investment will probably decline in value. To minimize this risk, we
maintain a significant portion of our cash balances in money market funds. In general, money market funds are not subject to interest rate risk because the
interest paid on such funds fluctuates with the prevailing interest rate.

We do not hold any derivative financial instruments.
Our cash and cash equivalents have maturities dates of three months or less and the fair value approximates the carrying value in our financial stateme

Equity Price Risk

Our short-term investments consist of balances maintained in a non—qualified deferred compensation plan funded by our executives and directors. We
value these investments using the closing market value for the last day of each month. These investments are subject to market price volatility. We reflect the
investments on our balance sheet at their market value, with the unrealized gains and losses excluded from earnings. We have also invested in equity instrun
of SwissQual, a privately held company. We evaluate whether any decline in value of certain public and non—public equity investments was other than
temporary. We had no such impairments during fiscal 2004.

Due to the inherent risk associated with some of our investments, and in light of current stock market conditions, we may incur future losses on the sale
write—downs, or write—offs of our investments. We do not currently hedge against equity price changes.

31

Source: COMARCO INC, 10-K, May 17, 2004



Table of Contents

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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All other schedules are omitted because the required information is not present in amounts sufficient to require submission of the schedule or because |
information required is included in the consolidated financial statements or the notes thereto.
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INDEPENDENT AUDITORS’' REPORT

The Board of Directors and Stockholders
Comarco, Inc.:

We have audited the consolidated financial statements of Comarco, Inc. and subsidiaries as of January 31, 2004 and 2003, and the related consolidate
statements of operations, stockholders’ equity and cash flows for each of the years in the three-year period ended January 31, 2004. In connection with our ¢
of the consolidated financial statements, we also have audited the financial statement schedule as listed in the accompanying index. These consolidated finau
statements and the financial statement schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements and the financial statement schedule based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Comarco, Inc. and
subsidiaries as of January 31, 2004 and 2003, and the results of their operations and their cash flows for each of the years in the three—year period ended Ja
31, 2004, in conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, the related financial statement
schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the information
forth therein.

As discussed in Note 2 to the consolidated financial statements, the 2003 and 2002 consolidated financial statements have been restated.

As discussed in Note 3 to the consolidated financial statements, effective February 1, 2002, Comarco, Inc. and subsidiaries adopted the provisions of S
No. 142, “Goodwill and Other Intangible Assets” as required for the accounting for goodwill and other intangible assets.

/sl KPMG LLP

Costa Mesa, California
May 9, 2004

33

Source: COMARCO INC, 10-K, May 17, 2004



Table of Contents

ASSETS

Current Assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, net
Amounts due from affiliate
Inventory
Deferred tax assets, net
Assets of discontinued operations
Other current assets

Total current assets
Property and equipment, net
Software development costs, net
Deferred tax assets, net
Intangible assets, net
Goodwill
Other assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable
Deferred revenue
Liabilities of discontinued operations
Deferred compensation
Accrued liabilities

Total current liabilities
Deferred tax liabilities, net
Minority interest

Commitments and contingencies

Stockholders’ Equity:

COMARCO, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

Preferred stock, no par value, 10,000,000 shares authorized; no shares outstanding at January 31, 2004 and 2003, respectively —
Common stock, $0.10 par value, 50,625,000 shares authorized; 7,284,374 and 7,049,565 shares outstanding at January 31, 2004

and 2003, respectively
Additional paid—in capital
Retained earnings

Total stockholders’ equity

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

Source: COMARCO INC, 10-K, May 17, 2004
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January 31,
2003

2004 (Restated)
$15,047 $ 25,385
2,251 2,386
8,982 1,194
2,627 673
6,150 3,656
3,502 2,748
— 195
199 951
38,758 37,188
3,131 3,525
5,536 5,558
181 —
1,488 506
2,394 2,394
1,133 1,144
$52,621 $ 50,315
$ 537 $ 307
5,476 3,647
— 105
2,251 2,386
5,281 4,243
13,545 10,688
— 877
185 564
728 705
13,126 11,198
25,037 26,283
38,891 38,186
$52,621 $ 50,315
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COMARCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Years Ended January 31,

2003

2002
2004 (Restated) (Restated)
Revenue:
Products $29,208 $ 30,372 $ 37,397
Services 5,057 5,314 12,171
34,265 35,686 49,568
Cost of revenue:
Products 18,591 26,229 18,324
Services 3,135 3,779 7,323
21,726 30,008 25,647
Gross profit 12,539 5,678 23,921
Selling, general and administrative expenses 9,848 8,686 11,195
Asset impairment charges — 205 —
Engineering and support expenses 5,812 5,194 5,003
Operating income (loss) (3.121) (8,407) 7,723
Other income, net 237 375 909
Minority interest in (earnings) loss of subsidiary 34 141 (50)
Income (loss) from continuing operations before income taxes (2,850) (7,891) 8,582
Income tax expense (benefit) (1,008) (2,933) 3,156
Income (loss) from continuing operations (1,842) (4,958) 5,426
Discontinued operations 596 (5,185) (324)
Net income (loss) $(1,246) $(10,143) $ 5,102
Basic income (loss) per share:
Income (loss) from continuing operations $ (0.26) $ (0.71) $ 0.77
Discontinued operations 0.09 (0.74) (0.05)
Net income (loss) $ (0.17) $ (1.45) $ 072
Diluted income (loss) per share:
Income (loss) from continuing operations $ (0.26) $ (0.71) $ 0.73
Discontinued operations 0.09 (0.74) (0.05)
Net income (loss) $ (0.17) $ (1.45) $ 0.68

The accompanying notes are an integral part of these consolidated financial statements.
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COMARCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(In thousands, except share data)

Accumulated

Common Additional Other Retained
Stock Paid-in Comprehensive Earnings
Par Value Capital Income (Restated) Total
Balance at January 31, 2001, as restated, 7,066,560 shares $ 707 $ 11,619 $ 3 $ 31,324 $ 43,653
Net income, as restated — — — 5,102 5,102
Exercise of stock options, 24,375 shares 2 282 — — 284
Tax benefit from exercise of stock options — 657 — — 657
Purchase and retirement of common stock, 208,700 shares (22) (2,657) — — (2,678)
Minority interest resulting from exercise of subsidiary
options — (280) — — (280)
Issuance of common stock to acquire subsidiary minority
interest, 95,779 shares 10 1,192 — — 1,202
Recognition of unrealized holding loss on available for sale
securities — — ?3) — ?3)
Balance at January 31, 2002, as restated, 6,978,014 shares 698 10,813 — 36,426 47,937
Net loss, as restated — — — (10,143) (10,143)
Exercise of stock options, 53,625 shares 5 247 — — 252
Tax benefit from exercise of stock options — 586 — — 586
Purchase and retirement of common stock, 43,943 shares 4) (398) — — (402)
Minority interest resulting from exercise of subsidiary
options — (564) — — (564)
Issuance of common stock to acquire subsidiary minority
interest, 61,869 shares 6 514 — — 520
Balance at January 31, 2003, as restated, 7,049,565 shares 705 11,198 — 26,283 38,186
Net loss — — — (1,246) (1,246)
Exercise of stock options, 71,250 shares 7 299 — — 306
Tax benefit from exercise of stock options — 348 — — 348
Purchase and retirement of common stock, 25,640 shares 3) (292) — — (195)
Minority interest resulting from exercise of subsidiary
options — 1) — — 1)
Issuance of common stock to acquire subsidiary minority
interest, 189,199 shares 19 1,474 — — 1,493
Balance at January 31, 2004, 7,284,374 shares $ 728 $ 13,126 $ — $ 25,037 $ 38,891

The accompanying notes are an integral part of these consolidated financial statements.
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COMARCO, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended January 31,

2003 2002
2004 (Restated) (Restated)

CASH FLOWS FROM OPERATING ACTIVITIES:
Income (loss) from continuing operations $ (1,842) $(4958) $ 5,426
Adjustments to reconcile net income from continuing operations to net cash provided by operating activities:

Asset impairment charges — 5,824 —
Depreciation and amortization 5,190 4,864 5,671
Loss (gain) on disposal of property and equipment 58 154 (16)
Tax benefit from exercise of stock options 348 586 657
Deferred income taxes (1,812) (2,665) 1,521
Provision for doubtful accounts receivable 559 24 310
Provision for obsolete inventory (344) 3,585 340
Minority interest in earnings of subsidiary (34) (141) 50
Changes in operating assets and liabilities, net of acquisitions:
Accounts receivable (8,347) 8,331 (1,700)
Amounts due from Affiliate (1,954) (673) —
Inventory (2,150) (2,239) (1,065)
Other assets 764 (125) 1,182
Deferred compensation — — (174)
Accounts payable 230 111 (842)
Deferred revenue 1,829 (1,934) (1,702)
Accrued liabilities 1,099 (1,449) (1,509)
Net cash provided by (used in) continuing operations (6,406) 10,295 8,149
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments 72

Purchases of property and equipment (1,749) (2,125) (2,167)
Proceeds from sales of property and equipment 12 131 20

Investment in SwissQual — — (2,073)
Software development costs (2,769) (3,770) (5,471)
Acquired intangible assets (520) (451) —
Cash paid for acquisition of minority interest — — (118)
Cash received from sale of business 600 — —
Net cash used in investing activities (4,426) (6,215) (8,737)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from issuance of common stock 306 252 284
Proceeds from issuance of subsidiary common stock 359 370 240
Purchase and retirement of common stock (195) (402) (2,678)
Net cash provided by (used in) financing activities 470 220 (2,154)
Net increase (decrease) in cash and cash equivalents—continuing operations (10,362) 4,300 (2,742)
Net increase (decrease) in cash and cash equivalents—discontinued operations 24 (199) (840)
Net increase (decrease) in cash and cash equivalents (10,338) 4,101 (3,582)
Cash and cash equivalents, beginning of period 25,385 21,284 24,866
Cash and cash equivalents, end of period $ 15,047 $ 25,385 $ 21,284

The accompanying notes are an integral part of these consolidated financial statements.
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COMARCO, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization

Comarco, Inc., through its subsidiary Comarco Wireless Technologies, Inc. (collectively, “Comarco” or the “Company”), is a leading provider of wireless
test solutions for the wireless industry. Comarco also designs and manufactures emergency call box systems and mobile power products for notebook compt
cellular telephones, PDAs, and other handheld devices. Comarco Wireless Technologies, Inc. (“CWT”") was incorporated in the State of Delaware in Septemb
1993.

2. Restatement of Previously Issued Financial Statements
The Company has restated its previously issued financial statements for the items described below:

« Estimated employee bonuses were accrued at the end of the fiscal 2003. Prior to the filing of the Company'’s fiscal 2003 Form 10-K, the
Compensation Committee of the Board of Directors decreased the estimated bonus award by approximately $600,000 but the Company did not ad|
the bonus accrual. The fiscal 2003 operating results have been restated to reflect reduced bonus expense of $600,000. The restatement adjustmer
allocated between selling, general and administrative costs and engineering and product support costs in the amount of $400,000 and $200,000,
respectively.

«  Prior to the 2004 fiscal year, the Company allocated revenue from the sales of its wireless test solutions products between the product and first yes
maintenance using an estimate of the fair value of such maintenance as a percentage of the total sales price. The Company has determined that tf
value of the first year maintenance based on vendor specific objective evidence was higher than the previously estimated percentage, 10 percent
versus 5 percent. See note 3 for a further discussion of the Company’s revenue recognition policies. The fiscal 2003 and 2002 financial statements
have been restated using the actual fair value of the first year maintenance as a percentage of the total sales price. The effect of the restatement w
increase revenue in fiscal 2003 and 2002 by $187,000 and $216,000, respectively. The restatement attributable to this matter also decreased Janu
31, 2001 retained earnings by $497,000.

«  During fiscal 2001, the Company completed the sale of its defense and commercial staffing businesses. The sales and operations of the businesse
sold were reported as discontinued operations. At the time of the sale, the Company recognized liabilities for contingencies and various costs
associated with exiting these businesses. The Company has now concluded that the reserves for contingencies recognized during fiscal 2001 and
earlier periods did not satisfy the probable and reasonably estimable criteria applicable to accounting for such contingencies. Accordingly, January
2001 retained earnings has been restated and increased by $474,000, net of tax expense of $273,000. The Company also did not adjust these acc
liabilities for subsequent changes in the original estimates of the costs associated with exiting the discontinued businesses. The Company has rest
its fiscal 2003 and 2002 financial statements to reflect changes in the estimated costs of exiting the discontinued operations. The pre-tax effect of t
restatement adjustments has been to decrease the loss from discontinued operations in fiscal 2003 and 2002 by $37,000 and $86,000, respectivel

« During fiscal 2003, the Company recorded the costs attributable to collecting a note which was received during fiscal 2001 as partial consideration
the sale of its commercial staffing business. These costs, which included the write—off of principal and accrued interest, and legal fees, totaled
approximately $342,000 and were charged against various divestiture liabilities originally recognized at the time of the sale. The fiscal 2003 financiz
statements have been restated to recognize these costs as a bad debt expense charged against continuing operations which is included in selling,
general and administrative expenses.

« During fiscal 2003, the Company recorded estimated losses associated with the recall of its legacy ChargeSource 70-watt universal AC power
adapter. Included in the estimated loss were costs attributable to a third—party service bureau engaged to administer the Company’s recall efforts.
These specific costs should have been charged to expense as incurred. Accordingly, the fiscal 2003 financial statements have been restated to rec
the estimated cost of the recall recorded during fiscal 2003. This restatement had the effect of reducing fiscal 2003 cost of revenue by $371,000.

*  During fiscal 2003, the Company recognized a $2,926,000 million transitional adjustment, net of tax of zero, for the cumulative effect of a change in
accounting principle upon the adoption of SFAS No. 142, “Goodwill and Other Intangible Assets.” This transitional adjustment was attributable to th
Company’s EDX reporting unit. The Company has since determined that the amount recognized as the cumulative effect of a change in accounting
principle should have been reported as a fiscal 2003 goodwill impairment and reflected in fiscal 2003 continuing operations. The fiscal 2003 financi
statements have been restated accordingly. During fiscal 2004, the Company sold the net assets of the EDX reporting unit. Accordingly, all of the
current and prior operations of that reporting unit have been reclassified to discontinued operations, including the aforementioned goodwill
impairment change (see note 6).

«  Effective the beginning of fiscal 2003 and in conjunction with the implementation of SFAS No. 142, the Company re—evaluated the useful lives of its
identifiable intangible assets, including acquired algorithms with a net book value of $255,000 and an original historical cost basis of $1 million. Pric
to the adoption of SFAS No. 142, the software algorithms were being amortized over five years. Upon the adoption of SFAS No. 142, it was initially
concluded that the software algorithms had an indefinite useful life and therefore were not subject to amortization, but rather, a periodic evaluation 1
impairment. It has now been concluded that the original useful life of five years should have been applied after the adoption of SFAS No. 142. As a
result, fiscal 2003 results of operations are being restated to reflect additional amortization expense of $200,000. The remaining $55,000 in net boc
value of the software algorithms as of January 31, 2003 was amortized to expense during the first half of fiscal 2004.

«  During the fourth quarter of fiscal 2001, the Company acquired all of the outstanding stock of EDX Engineering, Inc. Approximately $3.2 million of
the purchase price was allocated to identifiable intangible assets with a tax basis of zero. At the time, the Company did not record the required
deferred tax liability of $1,268,000 related to the temporary difference between the financial reporting book value and the tax basis. Such an entry
also would have resulted in a corresponding increase to goodwill of $1,268,000. The financial statements have been restated to reflect the effects c
recording the incremental increase to deferred tax liabilities and goodwill at the time EDX was acquired. As a consequence, amortization expense ¢
deferred tax benefit have increased by $141,000 during the 2002 fiscal year. Upon the adoption of SFAS No. 142 at the beginning of fiscal 2003,
amortization of goodwill ceased. During the second quarter of fiscal 2003, the EDX goodwill and identifiable intangibles were determined to be fully
impaired and were written off. As a consequence, the restated fiscal year 2003 financial statements reflect an additional charge to write—off the
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incremental net book value of goodwill of $1,127,000. This incremental charge was offset by incremental deferred tax benefit of $1,127,000. During
the 2004 fiscal year, EDX was sold and reported as a discontinued operation. Accordingly, the incremental effects of the restatements adjustments
described in this paragraph have been reclassified to discontinued operations.

«  During the second quarter of fiscal 2003, the Company wrote off $5,619,000 of capitalized software costs. The write off was originally recorded to a
line item labeled “Asset impairment charges.” The 2003 financial statements have been restated to reclassify the $5,619,000 write—off of capitalizet
software to cost of revenue.

« As aresult of the foregoing adjustments, income tax expense for continuing operations for fiscal 2003 and 2002 (including the tax benefit of
$1,127,000 described in the preceding paragraph related to EDX) has been decreased by $902,000 and $62,000, respectively. Income tax expens
discontinued operations for fiscal 2003 and 2002 has been decreased by $1.1 million and $172,000, respectively. The impact of the income tax
adjustments on fiscal 2001 and prior years decreased January 31, 2001 retained earnings by $92,000.

Presented below are tables which present the impact of these adjustments to amounts previously reported for fiscal 2003 and 2002:

Fiscal 2003 Statement of Operations

Reclassification
for

As previously Restatement discontinued
reported adjustments operations As restated

Revenue $ 36,836 $ 187 $ (1,337) $ 35,686
Cost of revenue 24,573 5,448 (13) 30,008
Gross profit 12,263 (5,261) (1,324) 5,678
Selling, general and administrative expenses 9,052 (59) (307) 8,686
Asset impairment charges 8,407 (1,566) (6,636) 205
Engineering and support expenses 5,936 (200) (542) 5,194
Operating income (loss) (11,132) (3,436) 6,161 (8,407)
Other income, net 375 — — 375
Minority interest 141 — — 141
Loss from continuing operations before income taxes (10,616) (3,436) 6,161 (7,891)
Income tax expense (benefit) (2,984) (902) 953 (2,933)
Loss from continuing operations (7,632) (2,534) 5,208 (4,958)
Discontinued operations — 23 (5,208) (5,185)
Loss before cumulative effect of accounting change (7,632) (2,511) — (10,143)
Cumulative effect of accounting change (2,926) 2,926 — —
Net loss $ (10,558) $ 415 $ = $(10,143)
Basic income (loss) per common share:

Loss from continuing operations $ (1.09) $ (0.36) $ 0.74 $ (0.71)

Discontinued operations — — (0.74) (0.74)

Cumulative effect of accounting change (0.42) 0.42 — —

Net income (loss) $ (1.51) $ 0.06 $ — $ (145
Diluted income (loss) per common share:

Loss from continuing operations $ (1.09) $ (0.36) $ 0.74 $ (0.71)

Discontinued operations — — (0.74) (0.74)

Cumulative effect of accounting change (0.42) 0.42 — —

Net income (loss) $ (1.51) $ 0.06 $ — $ (1.45)

Summarized below are the balance sheet accounts at January 31, 2003 which changed as a result of the restatement.

January 31, 2003 Balance Sheet

As previously

reported As restated
Other current assets $ 1,391 $ 951
Total current assets 37,621 37,188
Intangible assets, net 706 506
Total assets 50,955 50,315
Deferred Revenue 3,552 3,647
Accrued liabilities 5,845 4,243
Total current liabilities 12,093 10,688
Retained earnings 25,518 26,283
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Stockholders’ equity 37,421 38,186
Total liabilities and stockholders equity 50,955 50,315

Summarized below are the changes to the fiscal 2002 statement of operations as a result of the restatement and the reclassification for discontinued
operations resulting from the disposal of EDX.

Fiscal 2002 Statement of Operations

Reclassification
for
As previously Restatement discontinued
reported adjustments operations As restated
Revenue $ 51,007 $ 216 $ (1,655) $ 49,568
Cost of revenue 25,673 — (26) 25,647
Gross profit 25,334 216 (1,629) 23,921
Selling, general and administrative expenses 12,680 141 (1,626) 11,195
Engineering and support expenses 5,744 — (741) 5,003
Operating income 6,910 75 738 7,723
Other income, net 909 — — 909
Minority interest (50) — — (50)
Income from continuing operations before income taxes 7,769 75 738 8,582
Income tax expense (benefit) 2,859 (62) 359 3,156
Income from continuing operations 4,910 137 379 5,426
Discontinued operations — 55 (379) (324)
Net income $ 4910 $ 192 $ — $ 5,102
Basic income per common share:
Income from continuing operations $ 0.70 $ 0.02 $ 0.05 $ 077
Discontinued operations — 0.01 (0.05) (0.04)
Net income $ 0.70 $ 0.03 $ — $ 073
Diluted income per common share:
Income from continuing operations $ 0.66 $ 0.02 $ 0.05 $ 0.73
Discontinued operations — — (0.05) (0.05)

Net income $ 0.66 $ 0.02 $ — $ 0.68

Retained earnings at January 31, 2001 as previously reported was increased by $158,000 as a result of the restatement adjustments described herein.

The restatement had no effect on net cash provided by or used in operating, investing or financing activities for fiscal 2003 or 2002.

3. Summary of Significant Accounting Policies

Principles of Consolidation:

The consolidated financial statements of the Company include the accounts of Comarco, Inc. and CWT. All material intercompany balances, transactior
and profits have been eliminated.

Use of Estimates:

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the United States of America require
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities &
date of the consolidated financial statements and the reported amounts of revenue and expenses during the period reported. Actual results could differ from t
estimates.

Certain accounting principles require subjective and complex judgments to be used in the preparation of financial statements. Accordingly, a different
financial presentation could result depending on the judgments, estimates, or assumptions that are used. Such estimates and assumptions include, but are n
specifically limited to, those required in the valuation of long-lived assets, allowance for doubtful accounts, and valuation allowances for deferred tax assets.

Revenue Recognition:

Revenue from product sales is recognized upon shipment of products provided there are no uncertainties regarding customer acceptance, persuasive
evidence of an arrangement exists, the sales price is fixed or determinable, and collectibility is reasonably assured. For our wireless test solutions products th
are integrated with embedded software, the Company’s revenue is recognized using the residual method pursuant to the requirements of Statement of Positic
No. 97-2, “Software Revenue Recognition,” and other applicable revenue recognition guidance and interpretations. Under the residual method, revenue is
allocated to the undelivered element, typically maintenance, based on its respective fair value, with the fair value determined by the price charged when that
element is sold separately. The revenue allocated to the maintenance element is amortized to revenue evenly over the term of the maintenance commitment
at the time of the sale. The costs associated with honoring the maintenance commitment are charged to expense as incurred. The revenue attributable to the
delivered product is the
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residual amount after subtracting the revenue allocated to the un—delivered element from the sales price. The revenue attributable to the delivered product is
recognized following the policy for product sales described above.

Revenue from services is recognized as the services are performed. Maintenance revenue from extended warranty sales is deferred and recognized ra
over the term of the maintenance agreement, typically 12 months. Revenue for services under long—term contracts from our engineering services business, w
ceased operations in the second quarter of fiscal 2003, was recognized using the percentage—of-completion method on the basis of percentage of costs incu
to date on a contract, relative to the estimated total contract costs. Profit estimates on fixed price contracts were revised periodically based on changes in
circumstances and any anticipated losses on contracts were recognized in the period that such losses become known.

Cash and Cash Equivalents:

All highly liquid investments with original maturity dates of three months or less are classified as cash and cash equivalents. The fair value of cash and
cash equivalents approximates the amounts shown in the financial statements.

Short-Term Investments:

Short-term investments consist of balances maintained in a non—qualified deferred compensation plan funded by Company executives and directors.
These investments are tradable at the discretion of the funding executives and directors and are subject to claims by the Company’s general creditors.
Accordingly, these investments are classified as trading securities. Trading securities are recorded at market value based on current market quotes and totale
$2.3 million and $2.4 million as of January 31, 2004 and 2003, respectively. Unrealized holding gains (losses) on these short—term investments recognized fo
the years ended January 31, 2004, 2003, and 2002, were $627,000, ($384,000), and ($170,000), respectively, and are reflected as adjustments to both short
investments and the deferred compensation liability.

Inventory:
Inventory is valued at the lower of cost (calculated on average cost, which approximates first=in, first—out basis) or market value.

Property and Equipment:

Property and equipment are stated at cost less accumulated depreciation. Additions, improvements, and major renewals are capitalized; maintenance,
repairs, and minor renewals are expensed as incurred. Depreciation and amortization is calculated on a straight-line basis over the expected useful lives of ti
property and equipment. The expected useful lives of office furnishings and fixtures are five to seven years, and of equipment and purchased software are tw
five years.

Research and Development and Software Development Costs:

Research and development costs are charged to expense as incurred and have been included in engineering and support costs. Costs incurred for the
development of software embedded in the Company’s wireless test solutions products that will be sold are capitalized when technological feasibility has been
established. These capitalized costs are subject to an ongoing assessment of recoverability based on anticipated future revenue and changes in hardware ar
software technologies. Costs that are capitalized include direct labor and related overhead.

Amortization of software development costs begins when the product is available for general release. Amortization is provided on a product-by—produc
basis on the shorter of the straight-line method over periods ranging from two to five years or the sales ratio method that is based on expected unit sales and
estimated life of the product. Unamortized software development costs determined to be in excess of net realizable value of the related product is expensed
immediately. During fiscal 2003, the Company recorded a non—cash impairment charge totaling $5.6 million included in cost of revenue related to capitalized
software development costs related to the strategy the Company developed to invest available resources in the development of Seven.Five, a new product
platform.
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Goodwill and Acquired Intangible Assets:
Goodwill, which represents the excess of purchase price over fair value of net assets acquired in a business combination, is recorded at cost.

Effective February 1, 2002, the Company implemented SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 142 established new standar
for goodwill acquired in a business combination, eliminated amortization of goodwill, and set forth methods for periodically evaluating goodwill for impairment.
Under SFAS No. 142, goodwill impairment is deemed to exist if the net book value of a reporting unit exceeds its estimated fair value generally determined
using a discounted cash flow methodology applied to the particular unit. This methodology differs from the Company’s previous policy, in accordance with
accounting standards existing at that time, of using undiscounted cash flows on an enterprise-wide basis under SFAS No. 121, “Accounting for the Impairme
of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of" to determine recoverability. An annual impairment review is performed during the fourth
quarter of each year.

Long-Lived Assets:

In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” the Company evaluates long-lived assets,
including intangible assets other than goodwill, for impairment when indicators of impairment are present and the undiscounted cash flows estimated to be
generated by those assets are less than the assets’ carrying amounts. Factors considered important which could trigger an impairment review include, but ar
limited to, significant underperformance relative to expected historical or projected future operating results, significant changes in the manner of use of the as
or the strategy for the Company’s overall business, and significant negative industry or economic trends. If such assets are identified to be impaired, the
impairment to be recognized is the amount by which the carrying value of the asset exceeds the fair value of the asset.

Assets to be disposed of are separately presented in the balance sheet and reported at the lower of the carrying amount or fair value less costs to sell,
are no longer depreciated. The assets and liabilities of a disposed group classified as held for sale are presented separately in the appropriate asset and liabi
sections of the balance sheet.

Investment in SwissQual:

On July 31, 2001, the Company acquired an 18 percent equity stake in SwissQual for $1.0 million in cash. Based in Zuchwil, Switzerland, SwissQual is
developer of voice quality systems and software for measuring, monitoring, and optimizing the quality of mobile, fixed, and IP-based voice and data
communications. This investment is accounted for under the cost method and is included in other assets in the accompanying consolidated balance sheets.

Income Taxes:

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases and for operating loss and tax credit carryforwards. Deferred tax assets and liabilities
measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or set
The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. The Company
records a valuation allowance where it is “more likely than not” that the deferred tax assets will not be realized.
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Minority Interest:

During the years ended January 31, 2004 and 2003, the Company issued 69,000 and 128,000 shares of CWT stock, respectively, from the exercise of
stock options, which resulted in the creation of a minority interest. The option holder is required to hold the CWT stock purchased from the exercise of the sto
options for at least six months.

In 2004, the Company acquired 130,000 minority shares of CWT by the issuance of 189,199 shares of Company common stock.
In 2003, the Company acquired 39,000 minority shares of CWT by the issuance of 61,869 shares of Company common stock.

Under the purchase method of accounting, the excess purchase price of $788,000 of the minority interest in CWT over the fair value of the proportionat
share of the identifiable net assets of CWT has been recognized as definite-lived intangible assets attributable to intellectual property rights.

Concentrations of Credit Risk and Major Customers:

The Company’s cash and cash equivalents are principally on deposit in a short—term asset management account at a large financial institution. Accoun
receivable potentially subject the Company to concentrations of credit risk. The Company’s customer base is comprised primarily of large companies. The
Company generally does not require collateral for accounts receivable. When required, the Company maintains allowances for credit losses, and to date suct
losses have been within management’s expectations.

One customer accounted for 38 percent and 43 percent of total revenue in 2004 and 2003, respectively. Two customers each accounted for between 1.
percent and 22 percent of total revenue in 2002,

Segment Reporting:

The Company follows Statement of Financial Accounting Standards (“SFAS”) No. 131, “Disclosures About Segments of an Enterprise and Related
Information,” which establishes standards for the manner in which public companies report information about operating segments in annual and interim financ
statements. It also establishes standards for related disclosures about products and services, geographic areas, and major customers. The method for detern
what information to report is based on the way management organizes the operating segments within a company for making operating decisions and assessi
financial performances. The Company organizes its segment reporting on the basis of product/service type.

The Company'’s chief executive officer (“CEQ”) is its chief operating decision—maker. The financial information that the CEO reviews to manage and
evaluate the business and allocate resources is similar to the information presented in the accompanying statements of income focusing on revenues and grc
profit for each segment. The Company operates in two business segments: wireless test solutions and wireless applications.

Earnings (Loss) Per Common Share:

Basic earnings (loss) per share is computed by dividing net income (loss) by the weighted average number of common shares outstanding during the
period excluding the dilutive effect of potential common stock, which consists of stock options and convertible securities. Diluted earnings per share gives effe
to all dilutive potential common stock outstanding during the period. The effect of such potential common stock is computed using the treasury stock method
the if-converted method, as applicable.
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Stock-Based Compensation:

The Company grants stock options for a fixed number of shares to employees with an exercise price equal to the fair value of the shares at the date of
grant. The Company accounts for stock option grants using the intrinsic method in accordance with Accounting Principles Board (“APB”) Opinion No. 25,
“Accounting for Stock Issued to Employees” and related interpretations in accounting for its stock—based compensation plans. The Company has adopted the
disclosure—only provisions of SFAS No. 123, “Accounting for Stock—-Based Compensation.” Accordingly, no compensation expense is recognized for the stoc
option grants. Had compensation cost for the Company’s stock option plans been determined based on the fair value at the grant date for awards during the
ended January 31, 2004, 2003, and 2002 consistent with the provisions of SFAS No. 123, the Company’s Net Income (Loss), Basic Earnings (Loss) Per Shai
and Diluted Earnings (Loss) Per Share would have been reduced to the pro forma amounts as follows:

Years ended January 31,

2003 2002
2004 (restated) (restated)
Net income (loss):
As reported $(1,246)  $(10,143) $ 5,102
Deduct: Total stock—based employee compensation expense determined under fair value based method for all
awards, net of related tax effects (632) (621) (585)
Pro forma $(1,878) $(10,764) $ 4,517
Earnings (loss) per common share—basic:
As reported $©017) $ (145 $ 0.73
Pro forma (0.26) (2.53) 0.64
Earnings (loss) per common share—diluted:
As reported $ (0.17) $ (1.45) $ 0.68
Pro forma (0.26) (1.53) 0.58

The per share weighted—average fair value of employee and director stock options granted during the years ended January 31, 2004, 2003, and 2002 v
$3.62, $3.77, and $6.64, respectively, on the date of grant using the Black Scholes option—pricing model with the following weighted—average assumptions:

Years ended January 31,

2004 2003 2002
Expected dividend yield 0.0% 0.0% 0.0%
Expected volatility 46.2% 43.2% 43.9%
Risk—free interest rate 3.0% 4.1% 4.6%
Expected life 6 years 6 years 6 years

Fair Value of Financial Instruments:

The estimated fair values of the Company’s financial instruments have been determined using available market information. The estimates are not
necessarily indicative of the amounts the Company could realize in a current market exchange. The use of different market assumptions and/or estimation
methodologies may have an effect on the estimated fair value amounts. The fair value of current financial assets, current liabilities, and other assets are estin
to be equal to their carrying amounts.

Reclassifications:

Certain prior period balances have been reclassified to conform to the current period presentation.

Comprehensive Income:

SFAS No. 130, “Reporting Comprehensive Income,” requires additional disclosures in the consolidated financial statements to reflect net unrealized gai
(losses) on available for sale securities, net of income tax. The Company had no unrealized gains (losses) on available for sale securities and therefore there
no difference between net income (loss) and comprehensive income (loss) for the years ended January 31, 2004, 2003, and 2002.
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4. Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities, an interpretation of ARB No. 51.” This Interpretatiot
addresses the consolidation by business enterprises of variable interest entities as defined in the Interpretation. The Interpretation applies immediately to vari
interests in variable interest entities created after January 31, 2003, and to variable interests in variable interest entities obtained after January 31, 2003. The
application of this Interpretation did not have a material effect on our financial statements. The Interpretation requires certain disclosures in financial statemer
issued after January 31, 2003 if it is reasonably possible that we will consolidate or disclose information about variable interest entities when the Interpretatior
becomes effective. In October 2003, the FASB deferred the effective date of this Interpretation for pre—existing variable interest entities to no later than Febru
2004. The Company has no variable interest entities that would require disclosure or consolidations under FIN No. 46.

In December 2003, the FASB issued a revision to FIN No. 46 (FIN No. 46—-R), which incorporated the October 2003 deferral provisions and clarified anc
revised accounting guidance for all variable interest entities. All variable interest entities, regardless of when created, are required to be evaluated under FIN
46-R no later than the first interim or annual reporting period ending after March 15, 2004. The Company does not expect the adoption of FIN No. 46-R will
have a material impact on its consolidated financial statements. The Company has no variable interest entities that would require consolidation or disclosure.

In May 2003, FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity.” SFAS No.
150 establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of both debt and equity and requires ar
issuer to classify the following instruments as liabilities in its balance sheet:

« Afinancial instrument issued in the form of shares that is mandatorily redeemable and embodies an unconditional obligation that requires the issue
redeem it by transferring its assets at a specified or determinable date or upon an event that is certain to occur;

« Afinancial instrument, other than an outstanding share, that embodies an obligation to repurchase the issuer’s equity shares, or is indexed to such
obligation, and requires the issuer to settle the obligation by transferring assets; and

« Afinancial instrument that embodies an unconditional obligation that the issuer must settle by issuing a variable number of its equity shares if the
monetary value of the obligation is based solely or predominantly on (1) a fixed monetary amount, (2) variations in something other than the fair
value of the issuer’s equity shares, or (3) variations inversely related to changes in the fair value of the issuer’s equity shares.

Certain provisions of SFAS No. 150 are effective immediately. However, generally SFAS No. 150 is effective for financial instruments as of the first
interim period beginning after December 15, 2004. SFAS No. 150 is to be implemented by reporting the cumulative effect of a change in accounting principle.
The Company does not expect the adoption of SFAS No. 150 will have a material impact on its consolidated financial statements.

5.  Asset Impairment Charges

During fiscal 2003, the Company experienced reduced demand for its legacy wireless test solutions products in the wireless marketplace. The Compan
developed a strategy of investing available resources in the development of Seven.Five, a new product platform, and management analyzed the carrying valt
all assets attributable to the Company’s wireless test solutions business. Based on this analysis, the Company recorded asset impairment charges totaling $1
million during the second quarter of fiscal 2003. The following table sets forth the impaired assets and corresponding impairment charges (in thousands):
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(Restated)
Property and equipment $ 205
Software development costs (included in cost of revenue) 5,619
Intangible assets (included in discontinued operations) 2,583
Goodwill (included in discontinued operations) 4,053

$ 12,460

During the 2004 fiscal year, the reporting unit (EDX) that gave rise to the goodwill and intangible asset impairment charges was sold. As a consequence
all of the current and prior operations of that reporting unit have been reclassified to discontinued operations, including the aforementioned goodwill and
intangible asset impairment charge (see note 6).

In addition to the asset impairment charges above, an inventory impairment charge, totaling $1.3 million was recorded as cost of revenue in fiscal 2003.
The above asset impairment charges, as well as the inventory impairment charge are exclusively related to the Company’s legacy 2G wireless test solution
products and do not include any assets related to the Company’s engineering services business, which ceased operations during the second quarter of fiscal
The exit costs associated with our exit from the engineering services business totaled $151,000.

6. Discontinued Operations
On January 6, 2004, Comarco sold the assets of the reporting unit EDX. This reporting unit was formerly included in the wireless test solutions segmen

Pursuant to SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” the consolidated financial statements of Comarco have
been reclassified to segregate the revenue, costs and expenses, assets and liabilities, and cash flows of EDX. The net operating results, assets, liabilities, an
cash flows of EDX have been reported as “discontinued operations.” Gross proceeds from the sale totaled $600,000.

Additionally, during fiscal 2001, the Company sold its defense and commercial staffing businesses, the non-wireless businesses. Adjustments made to
estimated exit costs of these businesses are recorded as discontinued operations.
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Following is summarized financial information for the discontinued operations (in thousands):

Years Ended January 31,

2004 2003 2002
Revenue $1,068 $ 1,337 1,654
Income from discontinued operations of EDX (net of income tax expense (benefit) of $148, ($954),

and ($360), respectively) $ 258 $(5,209) $ (379)
Income from discontinued operations of non—wireless businesses (net of income tax expense

(benefit) of $11, $13 and ($31), respectively) 19 24 55
Gain on disposal of EDX business (net of income tax expense of $183) 319 — —
Income (loss) from discontinued operations $ 596 $(5,185) $ (324)

7. Accounts Receivable
Accounts receivable consist of the following (in thousands):

January 31,

2004 2003

Trade accounts receivable

$9,576 $1,411
Less: Allowances for doubtful accounts

(594) (217)

$8,982 $1,194

During the fourth quarter of fiscal 2003, the Company recognized a credit to one of our customers in the amount of $3.2 million, applied as a reduction c

receivables and revenue. The credit was issued to our ChargeSource product line distributor in conjunction with a voluntary product safety recall of our 70-w:
AC power adapters.

During the third quarter of fiscal 2004, the remaining $1.1 million unused credit was recognized as revenue, upon the expiration of the right of return in
accordance with the recall agreement with Targus Group International (“Targus”).

8. Inventory
Inventory consists of the following (in thousands):

January 31,

2004 2003

Raw materials
Work—-in—process
Finished goods

$4,022 $2,483
599 352
1,529 821

$6,150 $3,656

During fiscal 2003, the Company recorded as cost of revenue a non-cash inventory impairment charge, totaling $1.3 million. As discussed in Note 5, th
inventory impairment charge was related to the Company'’s legacy 2G wireless test solutions products.
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9. Property and Equipment
Property and equipment consist of the following (in thousands):

January 31,

2004 2003
Office furnishings and fixtures $ 1,758 $ 1,648
Equipment 8,586 9,046
Purchased software 377 432
10,721 11,126
Less: Accumulated depreciation and amortization (7,590) (7,601)
$ 3,131 $ 3,525

During the second quarter of fiscal 2004, equipment and purchased software with a cost basis of $1.8 million and $116,000 and accumulated depreciat
of $1.8 million and $106,000, respectively, were retired upon completion of a fixed asset physical inventory.

During the second quarter of fiscal 2003, the Company recorded a non-cash property and equipment impairment charge in the amount of $205,000,

relating to assets with a cost basis of $1.7 million. As discussed in Note 5, the property and equipment impairment charge was related to the Company’s lega
2G wireless test solutions products.

10. Software Development Costs
Software development costs consist of the following (in thousands):

January 31,
2004 2003
Capitalized software development costs $ 8,978 $ 9,362
Less: Accumulated amortization (3,442) (3,804)
$ 5,536 $ 5,558

Capitalized software development costs for the years ended January 31, 2004, 2003, and 2002 totaled $2.8 million, $3.8 million, and $5.5 million,
respectively. Included in the capitalized software development costs for the year ended January 31, 2003 is approximately $0.4 million paid to SwissQual, an
affiliate of the Company, for software development services related to Seven.Five, the Company’s new product platform, released in the first quarter of fiscal
2004. Amortization of software development costs for the years ended January 31, 2004, 2003, and 2002 totaled $2.8 million, $2.7 million, and $2.6 million,
respectively, and have been reported in cost of revenue in the accompanying consolidated financial statements.

During the first quarter of fiscal 2004, fully amortized software development costs totaling $3.2 million and the corresponding accumulated amortization
were retired.

During the second quarter ended July 31, 2002, the Company recorded a non—cash impairment charge included in cost of revenue totaling $5.6 million

related to capitalized software development costs. As noted in Note 5, the asset impairment charge was attributable to the Company’s legacy 2G wireless tes
solutions products.
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11. Goodwill and Acquired Intangible Assets
Goodwill and acquired intangible assets consist of the following (in thousands):

January 31,
2003
2004 (restated)
Goodwill $2,394 $ 2,394
Acquired intangible assets:
Definite-lived intangible assets:
Software algorithms $ 255 $ 255
License rights 971 451
Intellectual property rights 788 —
2,014 706
Less: accumulated amortization (526) (200)
Total acquired intangible assets, net $1,488 $ 506
The following table presents goodwill by reportable segment:
Wireless Wireless Test
Applications Solutions Total
Balance as of January 31, 2003 $ 496 $ 1,898 $2,394

Balance as of January 31, 2004 $ 496 $ 1,898 $2,394

The following table presents the future expected amortization of the definite-lived intangible assets (in thousands):

Amortization

Expense

Fiscal year:

2005 $ 422

2006 360

2007 293

2008 126

2009 113

Thereafter 174
Total estimated amortization expense $ 1,488

The Company ceased amortizing goodwill and indefinite-lived intangible assets beginning February 1, 2002 upon adoption of SFAS No. 142.
Amortization of definite-lived acquired intangible assets for the years ended January 31, 2004, 2003, and 2002 amounted to $326,000, $200,000, and $331,(
respectively.

As discussed in Notes 2 and 5, $4.1 million of goodwill and $2.6 million of intangible assets including purchased technology and customer base were
written—off in fiscal 2003. During fiscal 2004, the Company acquired $520,000 in license rights related to mobile phone technologies. Additionally, the
Company recognized $788,000 of intellectual property rights through the purchase of 189,199 minority shares of CWT. During fiscal 2003, the Company
acquired $451,000 in license rights that will enable the wireless test solutions business unit to increase its product offerings.
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As required by SFAS No. 142, the Company ceased amortizing goodwill and other intangible assets deemed to have indefinite lives beginning Februar
2002. The Company recognized $420,000 of goodwill amortization in fiscal 2002 that will not recur in future years.

The following supplemental pro forma information presents the Company’s net income (loss) and net income (loss) per share information as if the
Company had been accounting for its goodwill under SFAS No. 142 for all periods presented (in thousands):

Years Ended January 31,

2003 2002

2004 (restated) (restated)

Net income (loss)—as reported $(1,246) $(10,143) $ 5,102
Adjustments:

Amortization of goodwill — — 420

Net income (loss)—as adjusted $(1,246) $(10,143) $ 5,522

Adjusted basic net income (loss) per share $ (0.17) $ (1.45) $ 0.78

Adjusted diluted net income (loss) per share $ (0.17) $ (1.45) $ 074

12. Accrued Liabilities
Accrued liabilities consist of the following (in thousands):
January 31,
2003

2004 (restated)

Accrued payroll and related expenses $1,403 $ 1,710

Accrued divestiture liabilities 213 275

Uninvoiced receipts 1,383 765

Accrued product safety recall costs — 183

Accrued legal and professional fees 548 534

Accrued federal and state income taxes 496 14

Accrued travel expenses 42 177

Accrued temporary labor 108 31

Due to affiliate 352 —

Other 736 554

$5,281 $ 4,243

13. ChargeSource Product Recall

In cooperation with the U.S. Consumer Products Safety Commission, on March 20, 2003, Comarco voluntarily initiated a product safety recall of certain
of its ChargeSource AC power adapters. This product safety recall impacts approximately 125,000 units that were sold in fiscal 2003. Comarco and Targus, tl
Company'’s former distributor of ChargeSource products, entered into an agreement to address the potential impact of the recall action on Targus. Under the
terms of the agreement Comarco issued a $3.2 million credit to Targus in fiscal 2003 in consideration of a full release. Additionally, of the $3.2 million credit
issued to Targus in the fourth quarter of fiscal 2003, qualifying product returns totaling $2.1 million were received from Targus through September 14, 2003, tl
date through which returns were allowed under the terms of the agreement. The remaining unused portion of the credit in the amount of $1.1 million was
recognized as revenue during the third quarter ended October 31, 2003.

Additionally, in fiscal 2003 the Company accrued $183,000 in costs related to the recall action.
The following table presents a reconciliation of the use of the product recall accrual (in thousands):
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Product Recall Product

Liability Recall

1/31/03 Liability
(restated) Adjustments Payments 01/31/04

$ 183 $ (67) $ (116) $ —
Any additional product recall costs will be charged to expense as incurred and the Company believes that any additional recall costs will be minor.

14. Warranty Arrangements

Standard Warranty

The Company records an accrual for estimated warranty costs as products are sold. Warranty costs are estimated based on periodic analysis of historic
experience. Changes in the estimated warranty accruals are recorded when the change in estimate is identified. A summary of the standard warranty accrual
activity is shown in the table below (in thousands):

January 31,
2004 2003
Beginning balance $ 313 $ 278
Accruals for warranties issued during the period 511 638
Utilization (542) (603)
$ 282 $ 313

Extended Warranty

Revenue for our extended warranty contracts is deferred and recognized on a straight line basis over the contract period. Costs incurred under separatt
priced extended warranty arrangements are expensed as incurred. A summary of the extended warranty activity is shown in the table below (in thousands):

January 31,
2004 2003
Beginning balance $ 2,265 $ 3,861
Recognition of revenue (2,094) (2,541)
Deferral of revenue for new contracts 1,733 945
$ 1,904 $ 2,265
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15. Income Taxes

Income taxes from continuing operations consist of the following amounts (in thousands):

Years Ended January 31,

2003 2002
2004 (restated) (restated)

Federal:
Current $ 415 $ (295) $ 1,523
Deferred (1,049) (2,159) 1,432

State:
Current 417 (111) 3)
Deferred (791) (368) 204

$(1,008) $(2,933) $ 3,156

During the years ended January 31, 2004, 2003, and 2002, the Company recognized a credit to additional paid—in capital corresponding to the reductio

income taxes payable in the amounts of $348,000, $586,000, and $657,000, respectively, as a result of the tax benefit from exercises of Company nonqualifie
stock options.

The effective income tax rate on income from continuing operations differs from the United States statutory income tax rates for the reasons set forth in
table below (dollars in thousands).

Years Ended January 31,

2003 2002
2004 (restated) (restated)
Percent Percent Percent
Pretax Pretax Pretax
Amount Income Amount Income Amount Income
Computed “expected” tax on income (loss) from continuing operations
before income taxes $ (969) (34.0)% $(2,683) (34.0)% $2,918 34.0%

State tax, net of federal benefit (198) (6.9) (253) (3.2) 515 6.0
Research credit (170) (6.0) a74) (2.2) (476) (5.5)
MIC credit — — (30) (0.4) (176) (2.1)
Goodwill — — — — 404 4.7
Other, net 329 11.5 207 2.6 (29) (0.3)
Income tax expense (benefit) $(1,008) (35.4)% $(2,933) (37.2)% $3,156 36.8%

The total income tax expense (benefit) recorded for the years ended January 31, 2004, 2003 and 2002 was recorded as follows (in thousands):

Years Ended January 31,

2003 2002
2004 (restated) (restated)
Tax expense (benefit) from continuing operations $(1,008) $(2,933) $ 3,156
Tax expense (benefit) from discontinued operations 342 (941) (391)

$ (666) $ (3,874) $ 2,765
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities at January 31, 2004 and 2003 are &
follows (in thousands):

January 31,
2003
2004 (restated)
Deferred tax assets:

Accounts receivable $ 321 $ 158
Inventory 1,795 1,848
Property and equipment, principally due to differing depreciation methods 86 82
Employee benefits, principally due to accrual for financial reporting purposes 1,253 1,207
Accrued liabilities for financial reporting purposes 440 213
Research and manufacturer investment credit carry forwards 1,533 729
Deferred revenue 1,123 —
Other (233) 191
Total gross deferred tax assets 6,318 4,428
Less valuation allowance — (225)

Net deferred tax assets $6,318 $ 4,203

Deferred tax liabilities:

Software development costs 2,309 2,223
Property and equipment, principally due to differing depreciation methods 326 109
Total deferred tax liabilities $2,635 $ 2,332

Net deferred tax asset $3,683 $ 1,871

The Company has federal and state research and experimentation credit carry forwards of $637,000 and $881,000, which expire through 2022 and
indefinitely, respectively. Additionally, for state tax purposes, the Company has a manufacturer investment credit carryforward of $15,000, which expires
through 2010.

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion or all of the deferred tax
assets will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income. There was a $225,000
valuation allowance for deferred tax assets as of January 31, 2003, relating to state research and experimentation credits which are not “more likely than not”
be realized, and no valuation allowance for the year ended January 31, 2004.

16. Stock Compensation

Comarco, Inc. has stock—based compensation plans under which outside directors and certain employees receive stock options. The employee stock o
plans and a director stock option plan provide that officers, key employees, and directors may be granted options to purchase up to 2,704,337 shares of comt
stock of the Company at not less than 100 percent of the fair market value at the date of grant, unless the optionee is a 10 percent shareholder of the Compa
which case the price must not be less than 110 percent of the fair market value. Figures for these plans reflect a 3—for-2 stock split declared during the year
ended January 31, 2001. The options are exercisable in installments determined by the compensation committee of the Company’s Board of Directors; howe:
no employee option may be exercised prior to one year following the grant of the option. The options expire as determined by the committee, but no later thar
ten years and one week after the date of grant (five years for
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10 percent shareholders). These plans expire through December 2010. Transactions and other information relating to these plans for the three years ended
January 31, 2004 are summarized below:

Outstanding Options

Number of Weighted—-Average
Shares Exercise Price
Balance, January 31, 2001 849,170 $ 14.02
Options granted 200,500 13.58
Options canceled or expired (86,400) 17.47
Options exercised (24,375) 11.64
Balance, January 31, 2002 938,895 13.66
Options granted 82,500 7.92
Options canceled or expired (117,500) 17.04
Options exercised (53,625) 4.71
Balance, January 31, 2003 850,270 13.21
Options granted 123,000 7.54
Options canceled or expired (97,000) 16.14
Options exercised (71,250) 4.30
Balance, January 31, 2004 805,020 $ 12.77
The following table summarizes information about stock options outstanding at January 31, 2004:
Options Outstanding Options Exercisable
Weighted—Avg. Weighted—Avg. Weighted—Avg.
Range of Number Remaining Exercise Number Exercise
Exercise Prices Outstanding Contractual Life Price Exercisable Price
$ 3.42t05.75 45,000 0.9 years $ 5.36 45,000 $ 5.36
6.91 to 9.67 250,500 7.7 8.05 71,250 9.00
10.00 to 12.41 131,145 5.3 11.51 99,145 11.48
13.21t0 17.50 235,875 5.0 14.52 201,125 14.52
19.33 to 23.67 142,500 6.3 21.63 106,875 21.63

$ 3.42t0 23.67 805,020 5.9 years 12.77 523,395 13.86

Stock options exercisable at January 31, 2004, 2003, and 2002 were 523,395, 600,895, and 561,707, respectively, at weighted—average exercise price
$13.86, $12.63, and $11.50, respectively. Shares available under the plans for future grants at January 31, 2004, 2003, and 2002 were 197,437, 223,437, an
188,437, respectively.
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CWT also has a subsidiary stock option plan. Under this plan, officers and key employees of CWT may be granted options to purchase up to 600,000
shares of common stock of CWT at not less than 100 percent of the fair market value at the date of grant.

As of January 31, 2004, the Company owned 3,287,000 out of the 3,308,000 outstanding shares of CWT common stock. The fair market value of the
shares and the exercise dates of the options are determined by the compensation committee of the Company’s Board of Directors; however, no option may b
exercised prior to one year following the grant of the option. The options expire as determined by the compensation committee, but not later than ten years ar
one week after the date of grant.

In years ended January 31, 2004, 2003, and 2002, no options were granted. In the year ended January 31, 2002, 61,000 options were exercised at a
weighted—-average exercise price of $3.93 per share, and 6,000 options were canceled at a weighted—average exercise price of $14.68 per share. In the year
January 31, 2003, 128,000 options were exercised at a weighted—average exercise price of $2.89 per share, and 6,000 options were canceled at a
weighted-average exercise price of $17.62 per share. In the year ended January 31, 2004, 69,000 options were exercised at a weighted—average exercise p
$5.20. Stock options exercisable at January 31, 2004, 2003, and 2002 were 79,000, 148,000, and 282,000, respectively, at weighted—average exercise price:
$9.29, $7.38, and $5.56, respectively. Shares available under the plan for future grants at January 31, 2004, 2003, and 2002 were 198,000, 198,000, and 19

respectively.

The following table summarizes information about CWT stock options outstanding at January 31, 2004:

Options Outstanding Options Exercisable

Weighted-Avg.

Range of Number Remaining Weighted—Avg. Number Weighted—Avg.
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price
$ 4.30 30,000 0.9 years $ 4.30 30,000 $ 4.30
11.97 to 13.22 46,000 1.9 12.00 46,000 12.00
17.62 3,000 3.1 17.62 3,000 17.62
$4.30to0 17.62 79,000 1.6 years $ 9.29 79,000 $ 9.29
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17. Earnings (Loss) Per Share

The Company calculates basic earnings (loss) per share by dividing net income (loss) by the weighted average number of common shares outstanding
during the reporting period. Diluted earnings per share reflect the effects of potentially dilutive securities. Since the Company incurred a net loss for fiscal 200
and 2003, basic and diluted net loss per share were the same because the inclusion of 29,008 and 38,858 potentially dilutive securities, respectively, would h
been anti—dilutive. The reconciliation of the basic and diluted earnings per share computations is as follows (in thousands, except per share data):

Years Ended January 31,

2003 2002
2004 (restated) (restated)

Basic:
Income (loss) from continuing operations $(1,842) $ (4958) $ 5,426
Weighted average shares outstanding 7,139 6,993 7,035
Basic earnings (loss) per share from continuing operations $ (0.26) $ (0.71) $ 077
Income (loss) from discontinued operations $ 596 $ (5,185) $ (324)
Weighted average shares outstanding 7,139 6,993 7,035
Basic earning (loss) per share from discontinued operations $ 0.09 $ (0.74) $ (0.05)
Net income (loss) $(1,246) $(10,143) $ 5,102
Weighted average shares outstanding 7,139 6,993 7,035
Basic earnings (loss) per share $ (0.17) $ (1.45) $ 0.72
Diluted:
Income (loss) from continuing operations $(1,842) $ (4,958) $ 5,426
Effect of subsidiary options — — (228)
Income (loss) used in calculation of diluted earnings per share from continuing operations $(1,842) $ (4,958) $ 5,198
Weighted average shares outstanding 7,139 6,993 7,035
Effect of dilutive securities—stock options — — 93
Weighted average shares used in calculation of diluted earnings per share from continuing operations 7,139 6,993 7,128
Diluted earnings (loss) per share from continuing operations $ (0.26) $ (0.71) $ 0.73
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Years Ended January 31,

2003 2002

2004 (restated) (restated)
Net income (loss) from discontinued operations $ 596 $ (5185) $ (324
Effect of subsidiary options @) — —
Net earnings (loss) used in calculation of diluted loss per share from discontinued operations $ 589 $ (5,185) $ (324)
Weighted average shares outstanding 7,139 6,993 7,035
Effect of dilutive securities—stock options 29 — —
Weighted average shares used in calculation of diluted loss per share from discontinued operations 7,168 6,993 7,035
Diluted earnings (loss) per share from discontinued operations $ 0.09 $ (0.74) $ (0.05)
Net income (loss) $(1,246)  $(10,143) $ 5,102
Effect of subsidiary options — — (228)
Net income (loss) used in calculation of diluted earnings per share $(1,246) $(10,143) $ 4,874
Weighted average shares outstanding 7,139 6,993 7,035
Effect of dilutive securities—stock options — — 93
Weighted average shares used in calculation of diluted earnings (loss) per share 7,139 6,993 7,128
Diluted earnings (loss) per share $ (0.17) $ (1.45) $ 0.68

18. Related Party Transactions

On July 31, 2001, the Company acquired an 18 percent equity stake in SwissQual for $1.0 million in cash. Based in Zuchwil, Switzerland, SwissQual is
developer of voice quality systems and software for measuring, monitoring, and optimizing the quality of mobile, fixed, and IP-based voice and data
communications. This investment is accounted for under the cost method and is included in other assets on the consolidated balance sheets.

Shipments to SwissQual for the years ended January 31, 2004, 2003 and 2002 totaled $3.4 million, $1.6 million, and $0, respectively. Accounts receiva
balances due from SwissQual at January 31, 2004 and 2003 were $2.6 million and $0.7 million, respectively. Additionally, shipments to SwissQual during the
last two fiscal years have been deferred until receipt of payment. The amount deferred at January 31, 2004 and 2003 was $2.7 million and $0.6 million,
respectively, included in deferred revenue on the accompanying consolidated balance sheets.
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During the second quarter of fiscal 2004, the Company entered into a revenue sharing agreement with SwissQual whereby SwissQual receives 10% of
revenue on all Seven.Five product sales, less associated hardware costs. At January 31, 2004, the Company had accrued $352,000 relating to amounts pay:
SwissQual under the revenue sharing agreement. As of January 31, 2004, no amounts had been paid to SwissQual under the revenue sharing agreement.

During fiscal 2003, the Company entered into a software development agreement whereby SwissQual will develop software to be integrated into
Seven.Five. In fiscal 2003 we paid SwissQual $400,000 under the software development agreement to convert existing SwissQual software to operate in the
environment. Because technological feasibility had been established, software development costs were capitalized.

19. Employee Benefit Plans

The Company has a Savings and Retirement Plan (the “Plan”) that provides benefits to eligible employees. Under the Plan, as restated effective Janual
2001, employees are eligible to participate on the first of the month following 30 days of employment, provided they are at least 18 years of age, by contributir
between 1 percent and 20 percent of pre—tax earnings. Company contributions match employee contributions at levels as specified in the Plan document. In
addition, the Company may contribute a portion of its net profits as determined by the Board of Directors. Company contributions, which consist of matching
contributions, with respect to the Plan for the years ended January 31, 2004, 2003, and 2002 were approximately $398,000, $511,000, and $699,000,
respectively. During fiscal 2004, the Company made $165,000 of matching contributions through forfeited matching funds previously contributed to the plan.

The Company also maintains a non—qualified deferred compensation plan funded by Company executives and directors. See note 3 for further discussi

20. Supplemental Disclosures of Cash Flow Information and Noncash Investing and Financing Activities

Years Ended January 31,

2004 2003 2002

(In thousands)
Cash paid during the year for:
Interest $1 $ 23 $ 21
Income taxes 2 594 1,429

In fiscal 2004, the Company issued 189,199 shares of the Company’s common stock with a fair value of $1,493,000 in connection with the purchase of
CWT shares held by minority interests.

In fiscal 2003, the Company issued 61,869 shares of the Company’s common stock with a fair value of $520,000 in connection with the purchase of CW
shares held by minority interests.

In December 2001, the Company issued 95,779 shares of the Company’s common stock with a fair value of $1,202,000 in connection with the purchas
CWT shares held by minority interests.
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21. Business Segment Information

The Company has two reportable operating segments: wireless test solutions and wireless applications. Wireless test solutions designs and manufactu
hardware and software tools for use by wireless carriers, equipment vendors, and others. Radio frequency engineers, professional technicians, and others us
these tools to design, deploy, and optimize wireless networks, and to verify the performance of the wireless networks once deployed.

Wireless applications designs and manufactures call box systems and mobile power products for notebook computers, cellular telephones, PDAs, and «
handheld devices. Call box products provide emergency communication over existing wireless networks. In addition to the call box products, the Company
provides system installation and long—term maintenance services. Currently, there are approximately 14,000 call boxes that we service and maintain under
long-term agreements.

Performance measurement and resource allocation for the reportable segments are based on many factors. The primary financial measures used are

revenue and gross profit. The revenue, gross profit, gross margin, income (loss) from continuing operations before income taxes, and total assets attributable
these segments are as follows (in thousands):

Year Ended January 31, 2004

Wireless Test Wireless
Solutions Applications Corporate Total
Revenue $ 11,150 $ 23,115 $ — $34,265
Cost of revenue 6,964 14,762 — 21,726
Gross profit $ 4,186 $ 8,353 $ = $12,539
Gross margin 37.5% 36.1% — 36.6%
Income (loss) from continuing operations before income taxes $ (2,265) $ (804) $ 219 $(2,850)

Assets $ 18,160 $ 12,252 $ 22,209 $52,621

Year Ended January 31, 2003

(restated)
Wireless
Test Wireless
Solutions Applications Corporate Total
Revenue $ 10,090 $ 25,596 $ — $35,686
Cost of revenue 13,369 16,639 — 30,008
Gross profit (loss) $ (3,279) $ 8,957 $ = $ 5,678
Gross margin (32.5)% 35.0% — 15.9%
Income (loss) from continuing operations before income taxes $(10,890) $ 3,152 $ (153) $(7,891)
Assets $ 14,914 $ 12,002 $ 23,399 $50,315
Year Ended January 31, 2002
(restated)
Wireless
Test Wireless
Solutions Applications Corporate Total
Revenue $ 28,222 21,346 $ — $49,568
Cost of revenue 12,907 12,740 — 25,647
Gross profit $ 15,315 $ 8,606 $ — $23,921
Gross margin 54.3% 40.3% — 48.2%

Income from continuing operations before income taxes $ 4,171 $ 3,633 $ 778 $ 8,582

Source: COMARCO INC, 10-K, May 17, 2004



Assets $ 31,876 $ 10,725 $ 24,468 $67,069
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Revenue by geographic area consisted of the following (in thousands):

Years Ended January 31,

2003 2002
2004 (restated) (restated)
North America $28,853 $29,543 $45,544
Europe 3,113 4,252 549
Asia 261 1,120 1,318
Latin America 2,038 771 2,157

$34,265 $35,686 $49,568

Long-lived assets outside of North America were not significant at January 31, 2004, 2003, and 2002.

22. Commitments and Contingencies

Rental commitments under non—cancelable operating leases, principally on the Company’s office space and equipment, were $1.0 million at January 3:
2004, payable as follows (in thousands):

Operating
Leases

Fiscal Year:
2005 $ 601
2006 312
2007 53
2008 11
2009 —
Thereafter —
Total minimum lease payments $ 977

Certain of the rental commitments are subject to increases based on the change in the Consumer Price Index. Rental expense for the years ended Jan
31, 2004, 2003, and 2002 was $0.9 million, $0.8 million, and $0.8 million, respectively.

Purchase Commitments with Suppliers

We generally issue purchase orders to our suppliers with delivery dates from four to six weeks from the purchase order date. In addition, we regularly
provide significant suppliers with rolling six-month forecasts of material and finished goods requirements for planning and long-lead time parts procurement
purposes only. We are committed to accept delivery of materials pursuant to our purchase orders subject to various contract provisions which allow us to dele
receipt of such order or allow us to cancel orders beyond certain agreed lead times. Such cancellations may or may not include cancellation costs payable by
In the past, we have been required to take delivery of materials from our suppliers that were in excess of our requirements and we have previously recognize
charges and expenses related to such excess material. If we are unable to adequately manage our suppliers and adjust such commitments for changes in de
we may incur additional inventory expenses related to excess and obsolete inventory. Such expenses could have a material adverse effect on our business, 1
of operations, and financial position.

Legal Contingencies

During fiscal 2001, the Company sold a business which, among other things, provided airport management services. During the fourth quarter of fiscal
2004, the Company was sued by a tenant at an airport where the Company provided management services pursuant to a contract with the County of Los Anc
(prior to the sale of this business during the 2001 fiscal year). The claimant seeks damages of $2.0 million in addition to other unspecified damages. This mat
is in the very early stages and the outcome of this matter is not determinable or estimable. No provision has been made for losses, if any, which may result fra
the final outcome of this matter.

In addition to the matter discussed above, the Company is from time to time involved in various legal proceedings incidental to the conduct of our
business. We believe that the outcome of all such pending legal proceedings will not in the aggregate have a material adverse effect on our consolidated rest
operations and financial position.
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COMARCO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

23. Quarterly Financial Data (Unaudited)
Unaudited summarized financial data by quarter for 2004 and 2003 are as follows (in thousands, except per share data):
Fiscal Year Quarters
First Second Third
(As previously First (As previously Second (As previously Third Fourth
reported) (As restated) reported) (As restated) reported) (As restated)
Year ended January 31, 2004
Revenue $ 6,456 $ 6,220 $ 5,525 $ 5321 $ 11,222 $ 10,873 $11,851
Gross profit 2,502 2,218 1,217 1,011 4,993 4,646 4,664
Operating income (loss) (2,361) (1,488) (3,652) (3,727) 1,528 1,294 800
Income (loss) from continuing operations (818) (899) (2,254) (2,301) 985 836 522
Discontinued operations — 22 — 30 — 82 462
Net income (loss) (818) 877) (2,254) (2,271) 985 918 984
Basic earnings (loss) per share $ (0.12) $ (0.12) $ (0.31) $ (0.32) $ 0.14 $ 013 $ 014
Diluted earnings (loss) per share $ (0.12) $ (0.12) $ (0.31) $ (0.32) $ 0.14 $ 013 $ 014
Fiscal Year Quarters
First Fi Second Third A Fourt'h |
(As previously Irst (As previously Second (As previously Third (As previously Fourth
Year ended January 31 reported) (As restated) reported) (As restated) reported) (As restated) reported) (As restated)
2003

Revenue $ 7,765 $ 7,524 $ 10,009 $ 9,662 $ 13,033 $ 12,619 $ 6,029 $ 5,881
Gross profit 2,785 2,495 2,792 (3,222) 6,340 5,879 346 526
Operating income

(loss) (967) (994) (9,313) (6,930) 2,268 1,996 (3,120) (2,479)
Income (loss) from

continuing

operations (537) (562) (6,725) (4,261) 1,486 1,313 (1,856) (1,448)
Discontinued

operations — 42 — (5,391) — 161 — 3
Net income (loss) (3,463) (520) (6,725) (9,652) 1,486 1,474 (1,856) (1,445)
Basic earnings (loss)

per share $ (0.50) $ (0.07) $ (0.96) $ (1.39) $ 0.21 $ 021 $ (0.26) $ (0.20)
Diluted earnings

(loss) per share $ (0.50) $ (0.07) $ (0.96) $ (1.38) $ 0.21 $ 021 $ (0.26) $ (0.20)

The amounts above reflect the effects of the restatement described in note 2. The restatement also impacts the previously reported results for the first, secon
third quarters of fiscal 2004. The Company does not anticipate amending its prior filings on Form 10-Q for the quarterly periods above which are being restat
Instead, future quarterly filings on Form 10-Q will reflect the comparative balances as restated. The affect of the restatement adjustments on the quarterly re:

for fiscal 2004 and 2003 are summarized below:

Estimated employee bonuses were accrued at the end of the fiscal 2003. Prior to the filing of the Company’s 10-K, the Company and the Compensatio
Committee of the Board of Directors decreased the bonus award by approximately $600,000 but did not adjust the bonus accrual. Operating results for
fourth quarter of fiscal 2003 have been restated to reflect the reversal of this amount. The restatement adjustment was allocated between selling, gener

and administrative costs and engineering and product support costs in the amount of $400,000 and $200,000, respectively.

Prior to the fourth quarter of fiscal 2004, the Company allocated revenue from the sales of its wireless test solution products between the product and fi
year maintenance using an estimate of the fair value of such maintenance as a percentage of the total sales price. The Company has determined that tl
actual fair value of the first year maintenance as a percentage of the total sales price based on vendor specific objective evidence was higher than the
estimated percentage, 10 percent versus 5 percent. The quarterly results for the first three quarters of fiscal 2004 and each of the quarters in fiscal 200:
have been restated using the actual fair value of the first year maintenance as a percentage of the total sales price. The effect of the restatement was tc
increase (decrease) revenue during the first, second and third quarters of fiscal 2004 by $6,000, $26,000, and ($57,000), respectively. Also, the effect ¢
restatement was to increase revenue during the first, second, third and fourth quarters of fiscal 2003 by $89,000, $37,000, $32,000, and $29,000,

respectively.
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During the fourth quarter of fiscal 2003, the Company recorded the costs attributable to collecting a note which was received during fiscal 2001 as partic
consideration for the sale of its commercial staffing business. These costs, which included the write—off of principal and accrued interest, and legal fees
totaled approximately $341,000 and were charged against various divestiture liabilities originally recorded at the time of the sale. The financial statemer
for the fourth quarter of fiscal 2003 have been restated to record these costs as a general and administrative expense charged against continuing opere

| During fiscal 2001, the Company completed the sale of its defense and commercial staffing businesses. The sales and operations of the businesses so
were reported as discontinued operations. At the time of the sale, the Company accrued liabilities for contingencies and various costs associated with
exiting these businesses. The Company has now concluded that the reserves for contingencies recorded during fiscal 2001 and earlier periods did not
satisfy the probable and reasonably estimable criteria applicable to accounting for contingencies. Accordingly, January 31, 2001 retained earnings has |
restated and increased by $474,000, net of tax expense of $273,000. The Company also did not adjust these accrued liabilities for subsequent changes
the original estimates of the costs associated with exiting the discontinued businesses. The Company has restated its financial statements for the fourth
quarter of fiscal 2003 to reflect changes in the estimated costs of exiting the discontinued operations. The pre—tax effect of the restatement adjustments
decreased the loss from discontinued operations in the fourth quarter of fiscal 2003 by $37,000.

] During the fourth quarter of fiscal 2003, the Company recorded estimated losses associated with the recall of its legacy ChargeSource 70-watt univers:
AC power adapter. Included in the estimated loss were costs attributable to a third—party service bureau engaged to administer the Company'’s recall
efforts. These specific costs should have been charged to expense as incurred. Accordingly, the financial statements for the fourth quarter of fiscal 200:
have been restated to reduce the estimated cost of the recall recorded during fiscal 2003. This restatement had the effect of reducing cost of revenue fc
fourth quarter of fiscal 2003 by $371,000. Selling, general and administrative costs reported in the first, second, and third quarters of fiscal 2004 have al
been restated to increase the selling, general and administrative costs by $48,000 in each of the first three quarters.

u During the first quarter of fiscal 2003, the Company recorded a $2.9 million transitional adjustment for the cumulative effect of a change in accounting
principle upon the adoption of SFAS No. 142, “Goodwill and Other Intangible Assets.” This transitional adjustment was attributable to the Company’s
EDX reporting unit. The Company has since determined that the amount recorded as the cumulative effect of a change in accounting principle should h
been reported during the second quarter of fiscal 2003 as a goodwill impairment and charged against continuing operations. The financial statements fc
the second quarter of fiscal 2003 have been restated accordingly. During fiscal 2004, the Company sold the net assets of the EDX reporting unit.
Accordingly, all of the current and prior operations of that reporting unit have been reclassified to discontinued operations, including the aforementioned
goodwill impairment change.

u Effective the beginning of fiscal 2003 and in conjunction with the implementation of SFAS No. 142, the Company re—evaluated the useful lives of its
identifiable intangible assets, including acquired algorithms with a net book value of $255,000 and an original historical cost basis of $1 million. Prior to
the adoption of SFAS No. 142, the software algorithms were being amortized over five years. Upon the adoption of SFAS No. 142, it was concluded tha
the software algorithms had an indefinite useful life and therefore were not subject to amortization, but rather, a periodic evaluation for impairment. It ha
now been concluded that the original useful life of five years should have been applied after the adoption of SFAS No. 142. As a result, fiscal 2003 resu
of operations were restated to reflect additional amortization expense of $50,000 in each fiscal quarter. Fiscal 2004 results of operations have been
adjusted to include additional amortization expense of $50,000 in the first quarter and $5,000 in the second quarter. The amortization expense is
recognized in cost of revenue.

] During the fourth quarter of fiscal 2001, the Company acquired all of the outstanding stock of EDX Engineering, Inc. Approximately, $3.2 million of the
purchase price was allocated to identifiable intangible assets, consisting primarily of completed technology and acquired customer base. The tax basis
these assets was zero and a $1.3 million deferred tax liability should have been recorded by the Company at the time of acquisition. This also means th
recorded goodwill would have increased by $1.3 million. The corresponding consolidated financial statements have been restated to record deferred ta
liabilities for the temporary differences between the book and tax bases of the recorded assets and liabilities at the date of the EDX acquisition. As a re:
amortization expense and deferred tax benefit have been increased by approximately $141,000 during fiscal 2002. Upon the adoption of SFAS No. 142
the beginning of fiscal 2003, amortization of the identifiable intangible assets ceased. During the second quarter of fiscal 2003 and upon determination 1
the underlying identifiable intangibles were impaired, an additional charge to write of the net goodwill of $1.1 million was recorded and was offset in the
statement of operations by a like amount of deferred tax benefit.

u During the second quarter of fiscal 2003, the Company wrote off $5,619,000 of capitalized software costs. The write off was originally recorded to a line
item labeled “Asset Impairment Charges.” The financial statements for the second quarter of fiscal 2003 have been restated to reclassify the $5,619,00(
write—off of capitalized software to cost of revenue.

] As a result of the restatement adjustments, income tax expense for continuing operations for the first, second, and third quarters of fiscal 2004 been
increased (decreased) by $46,000, $27,000, and $(86,000), respectively. Additionally, income tax expense for continuing operations for the first, secon
third, and fourth quarters of fiscal 2003 (including the tax benefit of $1.1 million described in the preceding paragraph related to EDX) was increased
(decreased) by $10,000, ($1,046,000), $99,000, and ($233,000).
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedures

The Company’s management, with the participation of the Company’s Chief Executive Officer (“‘CEO”) and Chief Financial Officer (“CFO”),
has evaluated the effectiveness of the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Sect
Exchange Act of 1934, as amended (the “Exchange Act”) as of the end of the period covered by this report. Based upon this evaluation, the Compar
CEO and CFO have concluded that our disclosure controls and procedures are effective as of the end of the period covered by this report.

(b) Internal Control Over Financial Reporting

The Company’s management, with the participation of the Company’s Chief Executive Officer and Chief Financial Officer, also conducted an
evaluation of the Company'’s internal control over financial reporting to determine whether any changes occurred during the Company'’s fourth fiscal
quarter that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting. Based on th
evaluation, the Company’s Chief Executive Officer and Chief Financial Officer have concluded that there have been no such changes during the
Company'’s fourth fiscal quarter.

However, as described in note 2 of the notes to the consolidated financial statements included in Part | — Item 8 of this report, the Company’s
management has restated the consolidated financial statements as of and for its fiscal years ended January 31, 2000, 2001, 2002, and 2003. The
Company has been advised by KPMG LLP (“KPMG"), the Company’s independent auditors, that KPMG has identified the following internal control
issues that KPMG considers to be material weaknesses (as defined under standards established by the American Institute of Certified Public
Accountants):

. a lack of suitable documentation or analysis of reserves for contingencies which consider the application of the “probable” and “reasonably
estimable” criteria of Statement of Financial Accounting Standards (“FASB”) No. 5, “Accounting For Contingencies.”

. a lack of suitable documentation or analysis to support the Company’s estimate of the percentage of wireless test system revenues which
should be deferred for first year maintenance.

. a failure to follow the subsequent event rules with respect to Company’s bonus accruals.

In response to the foregoing, the Company will take the following actions:

. The Company will institute procedures to evaluate vendor specific objective evidence as part of its quarterly closing process to ensure sales
the Company’s WTS products are recorded in accordance with Statement of Position (“SOP”) No. 97-2 “Software Revenue Recognition.”

. In the future, the meeting of the Compensation Committee of the Company’s Board of Directors to determine annual bonuses will be
scheduled prior to completion of each year’s audit of the Company’s financial statements.

. In addition, following each meeting of the Compensation Committee, the Company will review all decisions of the Compensation Committee
regarding bonuses or other compensation to confirm that the accounting treatment for such actions is consistent with applicable accounting
principles.

. The Company is continuing its evaluation of the issues noted above but has not yet determined what additional action the Company should
take to strengthen its controls and procedures to address these concerns.
PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this Item 10 is included in our definitive proxy statement for our 2004 annual meeting of shareholders to be held on June 22
2004 and is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is included in our definitive proxy statement for our 2004 annual meeting of shareholders to be held on June 22
2004 and is incorporated herein by reference.

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

The information required by this Item 12 is included in our definitive proxy statement for our 2004 annual meeting of shareholders to be held on June 22
2004 and is incorporated herein by reference.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item 13 is included in our definitive proxy statement for our 2004 annual meeting of shareholders to be held on June 22
2004 and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item 14 is included in our definitive proxy statement for our 2004 annual meeting of shareholders to be held on June 22
2004 and is incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(@ 1. Financial Statements (See Item 8)

2. Financial Statement Schedule:
The following additional information for the years ended January 31, 2004, 2003, and 2002 is submitted herewith:
Il Valuation and Qualifying Accounts

All other schedules are omitted because the required information is not present in amounts sufficient to require submission of the schedule
or because the information required is included in the consolidated financial statements or the notes thereto.

3. Exhibits

3.1 Articles of Incorporation. The Articles of Incorporation are incorporated herein by reference from the Company’s report on Form 10-Q
filed with the Securities and Exchange Commission on December 12, 2000.

3.2 By-Laws. The By-Laws are incorporated by reference from the Company’s report on Form 10-Q for the quarter ended July 31, 1986.

3.3 Certificate of Determination of Series A Participating Preferred Stock. The Certificate of Determination is incorporated herein by
reference from the Company’s Registration Statement on Form 8-A filed with the Securities and Exchange Commission on February 6,
2003.

4. Instruments defining the rights of security holders

4.1 Rights Agreement, dated February 5, 2003, between Comarco, Inc. and U.S. Stock Transfer Corporation, as rights agent. The Rights
Agreement is incorporated herein by reference from the Company’s Registration Statement on Form 8-A filed with the Securities and
Exchange Commission on February 6, 2003.

10. Material Contracts

10.1 1982 Stock Option Plan. The restated 1982 Stock Option Plan is incorporated herein by reference from Exhibit C to the Company’s
definitive Proxy Materials filed with the Securities and Exchange Commission on June 25, 1986.

10.2 Director Stock Option Plan dated July 1, 1987 is incorporated by reference from the Company’s report on Form 10-K for the year ended
January 31, 1988.
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10.3 Nonqualified Employee Stock Option Plan for Comarco Wireless Technologies, Inc. dated August 1994 is incorporated by reference fromn
the Company’s report on Form 10-Q for the quarter ended October 30, 1994.

10.4 1995 Employee Stock Option Plan is incorporated by reference from the Company’s report on Form S-8 filed with the Securities and
Exchange Commission on October 5, 1995.
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10.5

10.6

10.7

10.8

10.9

Severance Compensation Agreement dated September 9, 2003 between the Company and Craig Hayes, Vice President, regarding
severance compensation in the event of a change in control of the Company incorporated herewith.

Severance Compensation Agreement dated September 9, 2003 between the Company and Gregory Maton, Senior Vice President,
regarding severance compensation in the event of a change in control of the Company incorporated herewith.

Severance Compensation Agreement dated September 9, 2003 between the Company and Daniel R. Luz, Vice President and Chief
Financial Officer, regarding severance compensation in the event of a change in control of the Company incorporated herewith.

Severance Compensation Agreement dated September 9, 2003 between the Company and Thomas A. Franza, President and Chief
Executive Officer, regarding severance compensation in the event of a change in control of the Company incorporated herewith.

Severance Compensation Agreement dated September 9, 2003 between the Company and Peggy Vessell, Vice President and Secretan
regarding severance compensation in the event of a change in control of the Company incorporated herewith.

64

Source: COMARCO INC, 10-K, May 17, 2004



Table of Contents

21.1 Subsidiaries of the Company
23.1 Independent Auditors’ Consent
31.1 Certification of Chief Executive Officer Pursuant to Section 302 of Sarbanes-Oxley Act of 2002
31.2 Certification of Chief Financial Officer Pursuant to Section 302 of Sarbanes—Oxley Act of 2002
32.1 Certification of Chief Executive Officer Pursuant to Section 906 of Sarbanes—Oxley Act of 2002
32.2 Certification of Chief Financial Officer Pursuant to Section 906 of Sarbanes—Oxley Act of 2002
99.1 Undertakings of Registrant

(b) Reports on Form 8-K

None.
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COMARCO, INC. AND SUBSIDIARIES

SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on:
behalf by the undersigned, thereunto duly authorized, on May 17, 2004.

Comarco, Inc.

Is/ '|'HOMAS A. FRANZA

Thomas A. Franza
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf by the
Registrant and in the capacities and on the dates so indicated.

Signature Title Date

[s] THOMAS A FRANZA President and Chief Executive Officer May 17, 2004
(Principal Executive Officer)

Thomas A. Franza

/s/ DMWELR, VT2 Vice President and Chief Financial Officer (Principal May 17, 2004
Financial and Accounting Officer)
Daniel R. Lutz
/s/ PN M. BAILEY Chairman of the Board May 17, 2004
Don M. Bailey
/s/ GRALD D, GRIFFIN Director May 17, 2004

Gerald D. Griffin

/s| FFFREYR, HULTMAN Director May 17, 2004

Jeffrey R. Hultman

/sl ERIKVANDER KAAY Director May 17, 2004

Erik van der Kaay

66

Source: COMARCO INC, 10-K, May 17, 2004



Table of Contents
COMARCO, INC. AND SUBSIDIARIES

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Three Years Ended January 31, 2004
(In thousands)

Balance at Charged to
Beginning of Cost and
Year Expense Deductions
Year ended January 31, 2004:
Allowance for doubtful accounts and provision for unbilled
receivables (deducted from accounts receivable) $ 217 $ 559 $ 186y
Year ended January 31, 2003:
Allowance for doubtful accounts and provision for unbilled
receivables (deducted from accounts receivable) $ 256 $ 24 $ 63
Year ended January 31, 2002:
Allowance for doubtful accounts and provision for unbilled
receivables (deducted from accounts receivable) $ 80 $ 310 $ 160y
@ write—off of uncollectible receivables.
@ Collection of previously written—off receivables.
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Other Changes
Add

$

$

(Deduct)

42

26(2)

Balance at
End of Year

$ 594

$ 217

$ 256



EXHIBIT 10.5

SEVERANCE COMPENSATION AGREEMENT
Dated as of September 9, 2003
COMARCO, Inc. corporation (the “Company”)
and
Craig Hayes (the “Executive”)

The Company’s Board of Directors (the “Board”) has determined that it is appropriate to reinforce and encourage the continued attention and dedication
members of the Company’s management, including the Executive, to their assigned duties without distraction in potentially disturbing circumstances arising
from the possibility of a change in control of the Company.

This Agreement sets forth the severance compensation which the Company agrees it will pay to the Executive if the Executive’s employment with the
Company terminates under one of the circumstances described herein following a “Change in Control” of the Company (as defined in Section 2).

I._Term. The term (“Term”) of this Agreement shall commence on the date hereof and, subject to earlier termination pursuant to Section 3(b), 3(c) or 3(d
hereof, shall end three (3) years following the date on which notice of non-renewal or termination of this Agreement is given by either the Company or the
Executive to the other. Thus, this Agreement shall be renewable automatically on a daily basis so that the outstanding Term is always three (3) years followin
any effective notice of non-renewal or of termination given by the Company or the Executive.

2._Change in Control. No compensation shall be payable under this Agreement unless and until (a) there has been a Change in Control of the Company
while the Executive is still an employee of the Company and (b) the Executive’'s employment by the Company terminates in the circumstances specified in
Section 3(a). For purposes of this Agreement, a “Change in Control” of the Company shall be deemed to have occurred if (i) there shall be consummated (x)
consolidation or merger of the Company (whether or not the Company is the continuing or surviving entity) other than a consolidation or merger of the Compa
in which the holders of the Company’s Common Stock immediately prior to the consolidation or merger continue to have proportionate ownership of at least
50.1% of capital stock of the surviving corporation eligible to vote in the election of directors immediately after the consolidation or merger, or (y) any sale,
lease, exchange or other transfer (in one transaction or a series of related transactions) of all, or substantially all, of the assets of the Company other than to :
corporation in which the holders of the Company’s Common Stock immediately prior to such transaction continue to have proportionate ownership of at least
50.1% of the capital stock of such corporation eligible to vote in the election of directors, or (ii) the stockholders of the Company approve any plan or proposa
for the liquidation or dissolution of the Company, or (iii) any person (as such term is used in Section 13(d) and 14(d)(2) of the Securities Exchange Act of 1934,
amended (the “Exchange Act”)), shall become the beneficial owner (within the meaning of Rule 13d-3 under the Exchange Act) of more than 25% of the
Company'’s outstanding shares of Common Stock, or (iv) during any period of two consecutive years during the term of this Agreement, individuals who at the
beginning of the two year period constituted the entire Board do not for any constitute a majority thereof unless the election, or the nomination for election by
Company’s stockholders, of each new director was approved by a vote of at least a majority of the directors then still in office who were directors at the
beginning of the period or who were elected or nominated for election in the manner provided herein.

3. Termination Following Change in Control.

(a)_Termination. If a Change in Control of the Company shall have occurred while the Executive is still an employee of the Company, the Executiv
shall be entitled to the compensation provided in Section 4 upon the subsequent termination of the Executive’s employment with the Company within
twenty—four (24) months of such Change in Control, whether requested by the Executive or by the Company, unless such termination is as a result of (i
the Executive’s death; (ii) the Executive’s Disability (as defined in Section (3)(b) below); (iii) the Executive’s Retirement (as defined in Section 3(c)
below); (iv) the Executive’s decision to terminate employment other than for Good Reason (as defined in Section 3(e) below).

(b)_Disability or Death. If, as a result of the Executive’s incapacity due to physical or mental illness, the Executive is absent from his duties with the
Company on a full-time basis for six months, the Company may elect to terminate the Executive for “Disability’ by written notice to the Executive and
without liability to the Executive pursuant to this Agreement; provided, however, that any such termination shall be effective only at the end of thirty (30)
days following the delivery of such notice and only if the Executive fails to return to the full-time performance of duties by the end of such 30—day notice
period. In addition, this Agreement shall terminate immediately in the event of the death of the Executive occurring at any time during the Term hereof,
and in such event the Company shall have no liability by reason of such termination.
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(c)_Retirement. The Executive shall be deemed terminated automatically, without liability to Executive pursuant to this Agreement, upon Retireme
(as hereinafter defined) of Executive without liability to the Company pursuant to this Agreement. “Retirement” as used in this Agreement shall be deem
to occur upon the Executive’s having reached such age as shall have been fixed in any arrangement mutually established by the Company and the
Executive.

(d)_Cause. The Company may terminate the Executive, without liability to the Executive pursuant to this Agreement, if the Executive’s employmen
with the Company is terminated for Cause. For purposes solely of determining whether the Company may terminate the Executive pursuant to this Sect
3(d) without liability to the Executive, the Executive shall be deemed to have been terminated for “Cause” only if the Executive (1) has engaged in fraud
misappropriation or embezzlement involving the Company, (2) is convicted of or admits a felony or other offense involving dishonesty or moral turpitude
or (3) willfully refuses to carry out a lawful written instruction of the Board that is consistent with the Executive’s position and duties, which refusal
continues for a period of 30 days after the Executive has received a written notice describing in reasonable detail the circumstances deemed by the Boz
to constitute such refusal. Notwithstanding the foregoing, the Executive shall not be deemed, for purposes of this Agreement, to have been terminated f
Cause unless and until there shall have been delivered to the Executive a copy of a resolution duly adopted by the affirmative vote of not less than majc
of the entire membership of the Company’s Board at a meeting of the Board called and held for that purpose (after reasonable notice to the Executive a
an opportunity for the Executive, together with the Executive’s counsel, to be heard before the Board), finding that in the good faith opinion of the Board
the Executive engaged in the conduct set forth in the second sentence of this Section 3(d) and specifying the particulars thereof in reasonable detail.

(e)_Good Reason. The Executive may terminate the Executive’s employment for Good Reason at any time after a Change in Control during the
Term. For purposes of this Agreement, “Good Reason” shall mean any of the following:

(i) The Company has materially changed the Executive’s position, duties, responsibilities, status, or offices as in effect immediately prior to ¢
Change in Control of the Company, or has removed the Executive from or failed to reelect the Executive to any of such positions;

(i) A reduction by the Company in the Executive’s base salary as in effect on the date hereof or as the same may be increased from time to
time during the Term;

(iii) Any failure by the Company to continue in effect any benefit plan or arrangement (including, without limitation, the Company’s life
insurance, accident, disability and health insurance plans, 40I(k) and bonus plans, stock options, and all other similar plans which are from time tc
time made generally available to senior executives/officers of the Company) and in which the Executive is participating at the time of a Change in
Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits
(hereinafter referred to as “Benefit Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation
in or materially reduce the Executive’s benefits under any such Benefit Plan or deprive the Executive of any material fringe benefit enjoyed by the
Executive at the time of a Change in Control of the Company;

(iv) Any failure by the Company to continue in effect any incentive plan or arrangement (including, without limitation, the Company’s plans
enumerated in subparagraph (iii) above and similar incentive compensation benefits) in which the Executive is participating at the time of a Chanc
in Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benef
(hereinafter referred to as “Incentive Plans”), or taking of any action by the Company which would adversely affect the Executive’s participation in
any such Incentive Plan or reduce the Executive’s potential benefits under any such Incentive Plan, expressed as a percentage of his base salary
more than 10 percentage points in any fiscal year as compared to the immediately preceding fiscal year;

(v) Any failure by the Company to continue in effect any plan or arrangement to receive securities of the Company (including, without
limitation, the Company'’s stock option and purchase plans and any other plan or arrangement to receive the exercise stock options, stock
appreciation rights, restricted stock or grants thereof) in which the Executive is participating at the time of a Change in Control of the Company,
unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits (hereinafter referred to a
“Securities Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation in or materially reduce
the Executive’s benefits under any such Securities Plan;
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(vi) The Executive’s relocation to a principal office more than 25 miles from the location at which the Executive performed the Executive’s
duties prior to a Change in Control of the Company, except for required travel by the Executive on the Company’s business to an extent
substantially consistent with the Executive’s business travel obligations during the 12 months immediately preceding a Change of Control of the
Company.

(vii) Any failure by the Company to provide the Executive with the number of paid vacation days to which the Executive is entitled at the
time of a Change of Control of the Company;

(viii) Any material breach by the Company of any provision of this Agreement;
(ix) Any failure by the Company to obtain the assumption of this Agreement by any successor or assignee of the Company; or

(x) Any purported termination of the Executive’s employment that is not effected pursuant to a Notice of Termination satisfying the
requirements of Section 3(f), and for purposes of this Agreement, no such purported termination shall be effective.

() Notice of Termination. Any termination of the Executive by the Company for Disability pursuant to Section 3(b) or for Cause pursuant to Sectiol
3(d) shall be communicated by a Notice of Termination. For purposes of this Agreement, a “Notice of Termination” shall mean a written notice which
shall indicate those specific termination provisions in this Agreement relied upon and which set forth in reasonable detail the facts and circumstances
claimed to provide a basis for termination of the Executive’s employment under the provisions so indicated. For purposes of this Agreement, no such
purported termination by the Company shall be effective without such Notice of Termination.

(g)_Date of Termination. “Date of Termination” shall mean (i) if the Executive is terminated by the Company for Disability, 30 days after Notice of
Termination is given to the Executive (provided that the Executive shall not have returned to the performance of the Executive’s duties on a full-time
basis during such 30-day period) or (ii) if the Executive is terminated by the Company for any other reason, the date on which a Notice of Termination i
given.

4. _Severance Compensation upon Termination of Employment. Subject to Section 4(e) below, if within twenty—four (24) months following a Change in
Control, the Company shall terminate the Executive’s employment other than pursuant to Section 3(b), 3(c) or 3(d), or if the Executive terminates his
employment for Good Reason pursuant to Section 3(e), then:

(a) Severance Payment.

(i) The Company shall pay to the Executive as severance pay a lump sum (the “Severance Payment”), in cash, in full as soon as practicable
but in no event later than the fifth day following the Date of Termination of an amount equal to (x) the Executive’s highest annual base salary in
effect during the 12-month period immediately preceding the Date of Termination, and (y) the Executive’s incentive compensation bonus that
would otherwise be payable to the Executive under the Company’s Bonus Plan then in effect for the year in which the Date of Termination occurre
assuming one hundred percent (I100%) satisfaction of all performance goals established under such Bonus Plan for the Executive, multiplied by 1.

(i) In the event that the Company asserts that the Executive has been terminated for Disability pursuant to Section 3(b) or for Cause pursua
to Section 3(d), the Executive may, within 30 days after Notice of Termination is given to the Executive, notify the Company in writing that he
disputes the basis for the termination. After such notice has been timely given by the Executive, if either (x) the Executive prevails in his position ¢
(y) the Company changes its position and voluntarily pays the Severance Payment to the Executive, then in either case the Company shall also p
to the Executive together with the Severance Payment an additional amount equal to the Executive’s highest annual base salary in effect during tl
12-month period immediately preceding the Date of Termination, pro rated on a daily basis for the period (not to exceed 6 months) from the Date
Termination until the date on which the Company actually pays the Severance Payment to the Executive.

(i) The foregoing payments shall be in addition to any payments or other compensation that would otherwise be payable to the Executive

under any other then existing Severance Plan of the Company. All payments hereunder shall be made net of withholdings required by applicable
federal, state or local laws.
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(b)_Stock Options. To the extent permitted by the plans or programs under which the same were granted or awarded, all stock options not current
exercisable held by the Executive will accelerate and become exercisable as of the Date of Termination.

(c)_Restricted Stock. To the extent permitted by the plans or programs under which the same were granted or awarded, all restrictions on any
restricted stock, including without limitation any vesting requirements on any unvested stock, held by the Executive as of the Date of Termination shall t
removed.

(d)_Continuation of Benefits. The Company shall continue for a period of one year from the Date of Termination to provide the following benefits tc
the Executive on the same terms as provided to the Executive on the Date of Termination:

(i) Participation in the Company’s medical, dental and vision plans;
(ii) Long—term disability insurance;
(iii) Life Insurance.

Notwithstanding the foregoing, any benefits payable under this subsection 4(d) shall terminate at such time as the Executive becomes eligible for simila
benefits from any subsequent employer; provided, however, that at the end of the period of coverage hereinabove provided for, the Executive shall hav
option to have assigned to the Executive at no cost and with no apportionment of prepaid premiums, any assignable insurance owned by the Company
relating to specifically to the Executive.

(e)_Limitation. To the extent that any or all of the payments and benefits provided for in this Agreement constitute “parachute payments” within the
meaning of Section 280G of the Internal Revenue Code (the “Code”) and, but for this Section 4(e), would be subject to the excise tax imposed by Sectic
4999 of the code, then the aggregate amount of such payments and benefits shall be reduced such that the present value thereof (as determined undel
Code and applicable regulations) is equal to 2.99 times the Executive’s “base amount” (as defined in the Code).

The determination of any reduction or increase of any payment or benefits under this Section 4 Pursuant to the foregoing provision shall be made by a
nationally recognized public accounting firm chosen by the Company in good faith, and such determination shall be conclusive and binding on the
Company and the Executive.

5._No Obligation to Mitigate Damages; No Effect on Other Contractual Rights; Release.

(a)_No Obligation to Mitigate. The Executive shall not be required to mitigate damages or the amount of any payment provided for under this
Agreement by seeking other employment or otherwise, nor, except as set forth in Section 4(d), shall the amount of any payment provided for under this
Agreement be reduced by any compensation earned by the Executive as the result of employment by another employer after the Date of Termination, c
otherwise.

(b)_No Effect on Other Contractual Rights. The provisions of this Agreement, and any payment provided for hereunder, shall not reduce any amot
otherwise payable, or in any way diminish the Executive’s existing rights, or rights which would accrue solely as a result of the passage of time, under a
Benefit Plan, Incentive Plan or Securities Plan, employment agreement or other contract, plan or arrangement.

(c)Release. The Executive’s entitlement to receive the payments and other benefits specified in Section 4 shall be conditioned on his execution a
delivery of a General Release in the form attached as Exhibit A to this Agreement.

6._Successors and Assigns.

(a)_The Company. As used in this Agreement, “Company” shall mean the Company as hereinbefore defined and any successor or assignee to its
business and/or assets as aforesaid which assumes the obligations of the Company under this Agreement or which otherwise becomes bound by all of
terms and provisions of this Agreement by operation of law. If at any time during the term of this Agreement the Executive is employed by any
corporation a majority of the voting securities of which is then owned by the Company, such indirect employment of the Executive by the Company shal
not excuse the Company from performing its obligations under this Agreement as if the Executive were directly employed by the Company, and the
Company agrees that it shall pay or shall cause such employer to pay any amounts owed to the Executive pursuant to Section 4 hereof, notwithstandin
any such indirect employment relationship.

(b)_The Executive. This Agreement shall inure to the benefit of and be enforceable by the Executive’s personal and legal representatives, executc
administrators, successors, heirs, distributees, devisees and legatees. If the Executive should die while any amounts are still payable to him hereunder,
such amounts, unless otherwise provided herein, shall be paid in accordance with the terms of this Agreement to the Executive’s devisee, legatee, or of
designee or, if there is no such designee, to the Executive’s estate.
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7._Notice. For purposes of this Agreement, notices and all other communications provided for in the Agreement shall be in writing and shall be deemed
have been duly given when delivered, one business day after being sent for overnight delivery by a nationally recognized overnight courier or three business
after being mailed by United States registered mail, return—receipt requested, postage—prepaid, addressed as follows:

If to the Company:

Thomas A. Franza

President and Chief Executive Officer
Comarco, Inc.

2 Cromwell

Irvine, California 92618

If to the Executive:
Craig Hayes

or such other address as either party may have furnished to the other in writing in accordance herewith, except that notices of change of address shall be effe
only upon receipt.

8._Miscellaneous. No provisions of this Agreement may be modified, waived or discharged unless such waiver, modification or discharge is agreed to in
writing signed by the Executive and the Company. No waiver by either party hereto at any time of any breach by the other party hereto of, or compliance with
any condition or provision of this Agreement to be performed by such other party shall be deemed a waiver of similar or dissimilar provision or conditions at th
same or at any prior or subsequent time. No agreements or representations, oral or otherwise, express or implied, with respect to the subject matter hereof h:
been made by either party which are not set forth expressly in this Agreement. This Agreement shall be governed by and construed in accordance with the la
of the State of California.

9. Validity. The invalidity or unenforceability of any provisions of this Agreement shall not affect the validity or enforceability of any other provision of
this Agreement, which shall remain in full force and effect.

10_Counterparts. This Agreement may be executed in one or more counterparts, each of which shall be deemed to be an original but all of which togett
will constitute one and the same instrument.

11_Arbitration, Leqgal Fees and Expenses. In the event of any controversy, claim or dispute between the parties hereto arising out of or relating to this

Agreement, the matter shall be determined by arbitration, which shall take place in Orange County, California, under the rules of the American Arbitration
Association; and a judgment upon such award may be entered in any court having jurisdiction thereof. Any decision or award of such arbitrator shall be final
binding upon the parties and shall not be appealable. The parties hereby consent to the jurisdiction of such arbitrator and or any court having jurisdiction to er
judgment upon and enforce any action taken by such arbitrator. The Company shall pay all reasonable legal fees and expenses (including any fees or expen:s
incurred in any appeals) that the Executive may incur (i) as a result of the Company’s contesting the validity, enforceability of, or the Executive’s interpretatior
of, or determinations under, this Agreement, or (ii) in seeking to recover his reasonable legal fees and expenses to which he is entitled as provided herein. Th
Executive’s reasonable legal fees and expenses shall be paid by the Company whether or not the Executive prevails in any such contest or dispute, and shal
promptly paid by the Company as they are incurred upon submission by the Executive of documentation thereof in reasonable detail.

12 _Confidentiality. The Executive shall retain in confidence any and all confidential information known to the Executive concerning the Company and its
business so long as such information is not otherwise publicly disclosed.

13_Entire Agreement. This Agreement contains all of the terms agreed upon between the Executive and the Company with respect to the subject matte
hereof and replaces and supercedes all prior severance agreements between the Executive and the Company. The Executive and the Company agree that n
provision or condition of this Agreement shall be held to be altered, amended, changed or waived in any respect except as evidenced by written agreement o
Executive and the Company.

Source: COMARCO INC, 10-K, May 17, 2004



IN WITNESS WHEREOF, the parties have executed this Agreement as of the date and year first above written.

“COMPANY” “EXECUTIVE”

COMARCO, INC.

By: /s/ THOMAS A FRANZA /s/] (RAIG HAYES
Name: Thomas A. Franza Name: Craig Hayes
Title: President and Chief

Executive Officer
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EXHIBIT 10.6

SEVERANCE COMPENSATION AGREEMENT
Dates as of September 9, 2003
COMARCO, Inc. corporation (the “Company”)
and
Gregory Maton (the “Executive”)

The Company’s Board of Directors (the “Board”) has determined that it is appropriate to reinforce and encourage the continued attention and dedication
members of the Company’s management, including the Executive, to their assigned duties without distraction in potentially disturbing circumstances arising
from the possibility of a change in control of the Company.

This Agreement sets forth the severance compensation which the Company agrees it will pay to the Executive if the Executive’s employment with the
Company terminates under one of the circumstances described herein following a “Change in Control” of the Company (as defined in Section 2).

1._Term. The term (“Term”) of this Agreement shall commence on the date hereof and, subject to earlier termination pursuant to Section 3(b), 3(c) or 3(
hereof, shall end three (3) years following the date on which notice of non-renewal or termination of this Agreement is given by either the Company or the
Executive to the other. Thus, this Agreement shall be renewable automatically on a daily basis so that the outstanding Term is always three (3) years followin
any effective notice of non-renewal or of termination given by the Company or the Executive.

2._Change in Control. No compensation shall be payable under this Agreement unless and until (a) there has been a Change in Control of the Company
while the Executive is still an employee of the Company and (b) the Executive’'s employment by the Company terminates in the circumstances specified in
Section 3(a). For purposes of this Agreement, a “Change in Control” of the Company shall be deemed to have occurred if (i) there shall be consummated (x)
consolidation or merger of the Company (whether or not the Company is the continuing or surviving entity) other than a consolidation or merger of the Compa
in which the holders of the Company’s Common Stock immediately prior to the consolidation or merger continue to have proportionate ownership of at least
50.1% of capital stock of the surviving corporation eligible to vote in the election of directors immediately after the consolidation or merger, or (y) any sale,
lease, exchange or other transfer (in one transaction or a series of related transactions) of all, or substantially all, of the assets of the Company other than to :
corporation in which the holders of the Company’s Common Stock immediately prior to such transaction continue to have proportionate ownership of at least
50.1% of the capital stock of such corporation eligible to vote in the election of directors, or (ii) the stockholders of the Company approve any plan or proposa
for the liquidation or dissolution of the Company, or (iii) any person (as such term is used in Section 13(d) and 14(d)(2) of the Securities Exchange Act of 1934,
amended (the “Exchange Act”)), shall become the beneficial owner (within the meaning of Rule 13d-3 under the Exchange Act) of more than 25% of the
Company'’s outstanding shares of Common Stock, or (iv) during any period of two consecutive years during the term of this Agreement, individuals who at the
beginning of the two year period constituted the entire Board do not for any constitute a majority thereof unless the election, or the nomination for election by
Company’s stockholders, of each new director was approved by a vote of at least a majority of the directors then still in office who were directors at the
beginning of the period or who were elected or nominated for election in the manner provided herein.

3._Termination Following Change in Control.

(a)_Termination. If a Change in Control of the Company shall have occurred while the Executive is still an employee of the Company, the Executiv
shall be entitled to the compensation provided in Section 4 upon the subsequent termination of the Executive’s employment with the Company within
twenty—four (24) months of such Change in Control, whether requested by the Executive or by the Company, unless such termination is as a result of (i
the Executive’s death; (ii) the Executive’s Disability (as defined in Section (3)(b) below); (iii) the Executive’s Retirement (as defined in Section 3(c)
below); (iv) the Executive’s decision to terminate employment other than for Good Reason (as defined in Section 3(e) below).

(b)_Disability or Death. If, as a result of the Executive’s incapacity due to physical or mental illness, the Executive is absent from his duties with the
Company on a full-time basis for six months, the Company may elect to terminate the Executive for “Disability’ by written notice to the Executive and
without liability to the Executive pursuant to this Agreement; provided, however, that any such termination shall be effective only at the end of thirty (30)
days following the delivery of such notice and only if the Executive fails to return to the full-time performance of duties by the end of such 30—day notice
period. In addition, this Agreement shall terminate immediately in the event of the death of the Executive occurring at any time during the Term hereof,
and in such event the Company shall have no liability by reason of such termination.
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(c)_Retirement. The Executive shall be deemed terminated automatically, without liability to Executive pursuant to this Agreement, upon Retireme
(as hereinafter defined) of Executive without liability to the Company pursuant to this Agreement. “Retirement” as used in this Agreement shall be deem
to occur upon the Executive’s having reached such age as shall have been fixed in any arrangement mutually established by the Company and the
Executive.

(d)_Cause. The Company may terminate the Executive, without liability to the Executive pursuant to this Agreement, if the Executive’s employmen
with the Company is terminated for Cause. For purposes solely of determining whether the Company may terminate the Executive pursuant to this Sect
3(d) without liability to the Executive, the Executive shall be deemed to have been terminated for “Cause” only if the Executive (1) has engaged in fraud
misappropriation or embezzlement involving the Company, (2) is convicted of or admits a felony or other offense involving dishonesty or moral turpitude
or (3) willfully refuses to carry out a lawful written instruction of the Board that is consistent with the Executive’s position and duties, which refusal
continues for a period of 30 days after the Executive has received a written notice describing in reasonable detail the circumstances deemed by the Boz
to constitute such refusal. Notwithstanding the foregoing, the Executive shall not be deemed, for purposes of this Agreement, to have been terminated f
Cause unless and until there shall have been delivered to the Executive a copy of a resolution duly adopted by the affirmative vote of not less than majc
of the entire membership of the Company’s Board at a meeting of the Board called and held for that purpose (after reasonable notice to the Executive a
an opportunity for the Executive, together with the Executive’s counsel, to be heard before the Board), finding that in the good faith opinion of the Board
the Executive engaged in the conduct set forth in the second sentence of this Section 3(d) and specifying the particulars thereof in reasonable detail.

(e)_Good Reason. The Executive may terminate the Executive’s employment for Good Reason at any time after a Change in Control during the
Term. For purposes of this Agreement, “Good Reason” shall mean any of the following:

(i) The Company has materially changed the Executive’s position, duties, responsibilities, status, or offices as in effect immediately prior to ¢
Change in Control of the Company, or has removed the Executive from or failed to reelect the Executive to any of such positions;

(i) A reduction by the Company in the Executive’s base salary as in effect on the date hereof or as the same may be increased from time to
time during the Term;

(iii) Any failure by the Company to continue in effect any benefit plan or arrangement (including, without limitation, the Company’s life
insurance, accident, disability and health insurance plans, 40I(k) and bonus plans, stock options, and all other similar plans which are from time tc
time made generally available to senior executives/officers of the Company) and in which the Executive is participating at the time of a Change in
Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits
(hereinafter referred to as “Benefit Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation
in or materially reduce the Executive’s benefits under any such Benefit Plan or deprive the Executive of any material fringe benefit enjoyed by the
Executive at the time of a Change in Control of the Company;

(iv) Any failure by the Company to continue in effect any incentive plan or arrangement (including, without limitation, the Company’s plans
enumerated in subparagraph (iii) above and similar incentive compensation benefits) in which the Executive is participating at the time of a Chanc
in Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benef
(hereinafter referred to as “Incentive Plans”), or taking of any action by the Company which would adversely affect the Executive’s participation in
any such Incentive Plan or reduce the Executive’s potential benefits under any such Incentive Plan, expressed as a percentage of his base salary
more than 10 percentage points in any fiscal year as compared to the immediately preceding fiscal year;

(v) Any failure by the Company to continue in effect any plan or arrangement to receive securities of the Company (including, without
limitation, the Company'’s stock option and purchase plans and any other plan or arrangement to receive the exercise stock options, stock
appreciation rights, restricted stock or grants thereof) in which the Executive is participating at the time of a Change in Control of the Company,
unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits (hereinafter referred to a
“Securities Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation in or materially reduce
the Executive’s benefits under any such Securities Plan;
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(vi) The Executive’s relocation to a principal office more than 25 miles from the location at which the Executive performed the Executive’s
duties prior to a Change in Control of the Company, except for required travel by the Executive on the Company’s business to an extent
substantially consistent with the Executive’s business travel obligations during the 12 months immediately preceding a Change of Control of the
Company.

(vii) Any failure by the Company to provide the Executive with the number of paid vacation days to which the Executive is entitled at the
time of a Change of Control of the Company;

(viii) Any material breach by the Company of any provision of this Agreement;
(ix) Any failure by the Company to obtain the assumption of this Agreement by any successor or assignee of the Company; or

(x) Any purported termination of the Executive’s employment that is not effected pursuant to a Notice of Termination satisfying the
requirements of Section 3(f), and for purposes of this Agreement, no such purported termination shall be effective.

() Notice of Termination. Any termination of the Executive by the Company for Disability pursuant to Section 3(b) or for Cause pursuant to Sectiol
3(d) shall be communicated by a Notice of Termination. For purposes of this Agreement, a “Notice of Termination” shall mean a written notice which
shall indicate those specific termination provisions in this Agreement relied upon and which set forth in reasonable detail the facts and circumstances
claimed to provide a basis for termination of the Executive’s employment under the provisions so indicated. For purposes of this Agreement, no such
purported termination by the Company shall be effective without such Notice of Termination.

(g)_Date of Termination. “Date of Termination” shall mean (i) if the Executive is terminated by the Company for Disability, 30 days after Notice of
Termination is given to the Executive (provided that the Executive shall not have returned to the performance of the Executive’s duties on a full-time
basis during such 30-day period) or (ii) if the Executive is terminated by the Company for any other reason, the date on which a Notice of Termination i
given.

4. _Severance Compensation upon Termination of Employment. Subject to Section 4(e) below, if within twenty—four (24) months following a Change in
Control, the Company shall terminate the Executive’s employment other than pursuant to Section 3(b), 3(c) or 3(d), or if the Executive terminates his
employment for Good Reason pursuant to Section 3(e), then:

(a)_Severance Payment.

(i) The Company shall pay to the Executive as severance pay a lump sum (the “Severance Payment”), in cash, in full as soon as practicable
but in no event later than the fifth day following the Date of Termination of an amount equal to (x) the Executive’s highest annual base salary in
effect during the 12-month period immediately preceding the Date of Termination, and (y) the Executive’s incentive compensation bonus that
would otherwise be payable to the Executive under the Company’s Bonus Plan then in effect for the year in which the Date of Termination occurre
assuming one hundred percent (I100%) satisfaction of all performance goals established under such Bonus Plan for the Executive, multiplied by 1.

(i) In the event that the Company asserts that the Executive has been terminated for Disability pursuant to Section 3(b) or for Cause pursua
to Section 3(d), the Executive may, within 30 days after Notice of Termination is given to the Executive, notify the Company in writing that he
disputes the basis for the termination. After such notice has been timely given by the Executive, if either (x) the Executive prevails in his position ¢
(y) the Company changes its position and voluntarily pays the Severance Payment to the Executive, then in either case the Company shall also p
to the Executive together with the Severance Payment an additional amount equal to the Executive’s highest annual base salary in effect during tl
12-month period immediately preceding the Date of Termination, pro rated on a daily basis for the period (not to exceed 6 months) from the Date
Termination until the date on which the Company actually pays the Severance Payment to the Executive.

(i) The foregoing payments shall be in addition to any payments or other compensation that would otherwise be payable to the Executive

under any other then existing Severance Plan of the Company. All payments hereunder shall be made net of withholdings required by applicable
federal, state or local laws.
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(b)_Stock Options. To the extent permitted by the plans or programs under which the same were granted or awarded, all stock options not current
exercisable held by the Executive will accelerate and become exercisable as of the Date of Termination.

(c)_Restricted Stock. To the extent permitted by the plans or programs under which the same were granted or awarded, all restrictions on any
restricted stock, including without limitation any vesting requirements on any unvested stock, held by the Executive as of the Date of Termination shall t
removed.

(d)_Continuation of Benefits. The Company shall continue for a period of one year from the Date of Termination to provide the following benefits tc
the Executive on the same terms as provided to the Executive on the Date of Termination:

(i) Participation in the Company’s medical, dental and vision plans;
(ii) Long—term disability insurance;
(iii) Life Insurance.

Notwithstanding the foregoing, any benefits payable under this subsection 4(d) shall terminate at such time as the Executive becomes eligible for simila
benefits from any subsequent employer; provided, however, that at the end of the period of coverage hereinabove provided for, the Executive shall hav
option to have assigned to the Executive at no cost and with no apportionment of prepaid premiums, any assignable insurance owned by the Company
relating to specifically to the Executive.

(e)_Limitation. To the extent that any or all of the payments and benefits provided for in this Agreement constitute “parachute payments” within the
meaning of Section 280G of the Internal Revenue Code (the “Code”) and, but for this Section 4(e), would be subject to the excise tax imposed by Sectic
4999 of the code, then the aggregate amount of such payments and benefits shall be reduced such that the present value thereof (as determined undel
Code and applicable regulations) is equal to 2.99 times the Executive’s “base amount” (as defined in the Code).

The determination of any reduction or increase of any payment or benefits under this Section 4 Pursuant to the foregoing provision shall be made by a
nationally recognized public accounting firm chosen by the Company in good faith, and such determination shall be conclusive and binding on the
Company and the Executive.

5._No Obligation to Mitigate Damages; No Effect on Other Contractual Rights; Release.

(a)_No Obligation to Mitigate. The Executive shall not be required to mitigate damages or the amount of any payment provided for under this
Agreement by seeking other employment or otherwise, nor, except as set forth in Section 4(d), shall the amount of any payment provided for under this
Agreement be reduced by any compensation earned by the Executive as the result of employment by another employer after the Date of Termination, c
otherwise.

(b)_No Effect on Other Contractual Rights. The provisions of this Agreement, and any payment provided for hereunder, shall not reduce any amot
otherwise payable, or in any way diminish the Executive’s existing rights, or rights which would accrue solely as a result of the passage of time, under a
Benefit Plan, Incentive Plan or Securities Plan, employment agreement or other contract, plan or arrangement.

(c)Release. The Executive’s entitlement to receive the payments and other benefits specified in Section 4 shall be conditioned on his execution a
delivery of a General Release in the form attached as Exhibit A to this Agreement.

6._Successors and Assigns.

(a)_The Company. As used in this Agreement, “Company” shall mean the Company as hereinbefore defined and any successor or assignee to its
business and/or assets as aforesaid which assumes the obligations of the Company under this Agreement or which otherwise becomes bound by all of
terms and provisions of this Agreement by operation of law. If at any time during the term of this Agreement the Executive is employed by any
corporation a majority of the voting securities of which is then owned by the Company, such indirect employment of the Executive by the Company shal
not excuse the Company from performing its obligations under this Agreement as if the Executive were directly employed by the Company, and the
Company agrees that it shall pay or shall cause such employer to pay any amounts owed to the Executive pursuant to Section 4 hereof, notwithstandin
any such indirect employment relationship.

(b)_The Executive. This Agreement shall inure to the benefit of and be enforceable by the Executive’s personal and legal representatives, executc
administrators, successors, heirs, distributees, devisees and legatees. If the Executive should die while any amounts are still payable to him hereunder,
such amounts, unless otherwise provided herein, shall be paid in accordance with the terms of this Agreement to the Executive’s devisee, legatee, or of
designee or, if there is no such designee, to the Executive’s estate.
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7._Notice. For purposes of this Agreement, notices and all other communications provided for in the Agreement shall be in writing and shall be deemed
have been duly given when delivered, one business day after being sent for overnight delivery by a nationally recognized overnight courier or three business
after being mailed by United States registered mail, return—receipt requested, postage—prepaid, addressed as follows:

If to the Company:

Thomas A. Franza

President and Chief Executive Officer
Comarco, Inc.

2 Cromwell

Irvine, California 92618

If to the Executive:
Gregory Maton

or such other address as either party may have furnished to the other in writing in accordance herewith, except that notices of change of address shall be effe
only upon receipt.

8._Miscellaneous. No provisions of this Agreement may be modified, waived or discharged unless such waiver, modification or discharge is agreed to in
writing signed by the Executive and the Company. No waiver by either party hereto at any time of any breach by the other party hereto of, or compliance with
any condition or provision of this Agreement to be performed by such other party shall be deemed a waiver of similar or dissimilar provision or conditions at th
same or at any prior or subsequent time. No agreements or representations, oral or otherwise, express or implied, with respect to the subject matter hereof h:
been made by either party which are not set forth expressly in this Agreement. This Agreement shall be governed by and construed in accordance with the la
of the State of California.

9. Validity. The invalidity or unenforceability of any provisions of this Agreement shall not affect the validity or enforceability of any other provision of
this Agreement, which shall remain in full force and effect.

10_Counterparts. This Agreement may be executed in one or more counterparts, each of which shall be deemed to be an original but all of which togett
will constitute one and the same instrument.

11_Arbitration, Leqgal Fees and Expenses. In the event of any controversy, claim or dispute between the parties hereto arising out of or relating to this

Agreement, the matter shall be determined by arbitration, which shall take place in Orange County, California, under the rules of the American Arbitration
Association; and a judgment upon such award may be entered in any court having jurisdiction thereof. Any decision or award of such arbitrator shall be final
binding upon the parties and shall not be appealable. The parties hereby consent to the jurisdiction of such arbitrator and or any court having jurisdiction to er
judgment upon and enforce any action taken by such arbitrator. The Company shall pay all reasonable legal fees and expenses (including any fees or expen:s
incurred in any appeals) that the Executive may incur (i) as a result of the Company’s contesting the validity, enforceability of, or the Executive’s interpretatior
of, or determinations under, this Agreement, or (ii) in seeking to recover his reasonable legal fees and expenses to which he is entitled as provided herein. Th
Executive’s reasonable legal fees and expenses shall be paid by the Company whether or not the Executive prevails in any such contest or dispute, and shal
promptly paid by the Company as they are incurred upon submission by the Executive of documentation thereof in reasonable detail.

12 _Confidentiality. The Executive shall retain in confidence any and all confidential information known to the Executive concerning the Company and its
business so long as such information is not otherwise publicly disclosed.

13_Entire Agreement. This Agreement contains all of the terms agreed upon between the Executive and the Company with respect to the subject matte
hereof and replaces and supercedes all prior severance agreements between the Executive and the Company. The Executive and the Company agree that n
provision or condition of this Agreement shall be held to be altered, amended, changed or waived in any respect except as evidenced by written agreement o
Executive and the Company.
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IN WITNESS WHEREOF, the parties have executed this Agreement as of the date and year first above written.

“COMPANY” “EXECUTIVE”

COMARCO, INC.

By: /s/ Thomas A. FRanzA /sl GReGoORY MATON

Name: Thomas A. Franza Name: Gregory Maton
Title: President and Chief
Executive Officer
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EXHIBIT 10.7

SEVERANCE COMPENSATION AGREEMENT
Dates as of September 9, 2003
COMARCO, Inc. corporation (the “Company”)
and
Daniel R. Lutz (the “Executive”)

The Company’s Board of Directors (the “Board”) has determined that it is appropriate to reinforce and encourage the continued attention and dedication
members of the Company’s management, including the Executive, to their assigned duties without distraction in potentially disturbing circumstances arising
from the possibility of a change in control of the Company.

This Agreement sets forth the severance compensation which the Company agrees it will pay to the Executive if the Executive’s employment with the
Company terminates under one of the circumstances described herein following a “Change in Control” of the Company (as defined in Section 2).

1._Term. The term (“Term”) of this Agreement shall commence on the date hereof and, subject to earlier termination pursuant to Section 3(b), 3(c) or 3(
hereof, shall end three (3) years following the date on which notice of non-renewal or termination of this Agreement is given by either the Company or the
Executive to the other. Thus, this Agreement shall be renewable automatically on a daily basis so that the outstanding Term is always three (3) years followin
any effective notice of non-renewal or of termination given by the Company or the Executive.

2._Change in Control. No compensation shall be payable under this Agreement unless and until (a) there has been a Change in Control of the Company
while the Executive is still an employee of the Company and (b) the Executive’s employment by the Company terminates in the circumstances specified in
Section 3(a). For purposes of this Agreement, a “Change in Control” of the Company shall be deemed to have occurred if (i) there shall be consummated (x) -
consolidation or merger of the Company (whether or not the Company is the continuing or surviving entity) other than a consolidation or merger of the Compa
in which the holders of the Company’s Common Stock immediately prior to the consolidation or merger continue to have proportionate ownership of at least
50.1% of capital stock of the surviving corporation eligible to vote in the election of directors immediately after the consolidation or merger, or (y) any sale,
lease, exchange or other transfer (in one transaction or a series of related transactions) of all, or substantially all, of the assets of the Company other than to :
corporation in which the holders of the Company’s Common Stock immediately prior to such transaction continue to have proportionate ownership of at least
50.1% of the capital stock of such corporation eligible to vote in the election of directors, or (ii) the stockholders of the Company approve any plan or proposa
for the liquidation or dissolution of the Company, or (iii) any person (as such term is used in Section 13(d) and 14(d)(2) of the Securities Exchange Act of 1934,
amended (the “Exchange Act”)), shall become the beneficial owner (within the meaning of Rule 13d-3 under the Exchange Act) of more than 25% of the
Company'’s outstanding shares of Common Stock, or (iv) during any period of two consecutive years during the term of this Agreement, individuals who at the
beginning of the two year period constituted the entire Board do not for any constitute a majority thereof unless the election, or the nomination for election by
Company’s stockholders, of each new director was approved by a vote of at least a majority of the directors then still in office who were directors at the
beginning of the period or who were elected or nominated for election in the manner provided herein.

3._Termination Following Change in Control.

(a)_Termination. If a Change in Control of the Company shall have occurred while the Executive is still an employee of the Company, the Executiv
shall be entitled to the compensation provided in Section 4 upon the subsequent termination of the Executive’s employment with the Company within
twenty—four (24) months of such Change in Control,
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whether requested by the Executive or by the Company, unless such termination is as a result of (i) the Executive’s death; (ii) the Executive’s Disability
(as defined in Section (3)(b) below); (iii) the Executive’s Retirement (as defined in Section 3(c) below); (iv) the Executive’s decision to terminate
employment other than for Good Reason (as defined in Section 3(e) below).

(b)_Death or Disability. If, as a result of the Executive’s incapacity due to physical or mental iliness, the Executive is absent from his duties with the
Company on a full-time basis for six months, the Company may elect to terminate the Executive for “Disability’ by written notice to the Executive and
without liability to the Executive pursuant to this Agreement; provided, however, that any such termination shall be effective only at the end of thirty (30)
days following the delivery of such notice and only if the Executive fails to return to the full-time performance of duties by the end of such 30—-day notice
period. In addition, this Agreement shall terminate immediately in the event of the death of the Executive occurring at any time during the Term hereof,
and in such event the Company shall have no liability by reason of such termination.

(c)_Retirement. The Executive shall be deemed terminated automatically, without liability to Executive pursuant to this Agreement, upon Retireme
(as hereinafter defined) of Executive without liability to the Company pursuant to this Agreement. “Retirement” as used in this Agreement shall be deem
to occur upon the Executive’s having reached such age as shall have been fixed in any arrangement mutually established by the Company and the
Executive.

(d)_Cause. The Company may terminate the Executive, without liability to the Executive pursuant to this Agreement, if the Executive’s employmer
with the Company is terminated for Cause. For purposes solely of determining whether the Company may terminate the Executive pursuant to this Sect
3(d) without liability to the Executive, the Executive shall be deemed to have been terminated for “Cause” only if the Executive (1) has engaged in fraud
misappropriation or embezzlement involving the Company, (2) is convicted of or admits a felony or other offense involving dishonesty or moral turpitude
or (3) willfully refuses to carry out a lawful written instruction of the Board that is consistent with the Executive’s position and duties, which refusal
continues for a period of 30 days after the Executive has received a written notice describing in reasonable detail the circumstances deemed by the Bo:
to constitute such refusal. Notwithstanding the foregoing, the Executive shall not be deemed, for purposes of this Agreement, to have been terminated f
Cause unless and until there shall have been delivered to the Executive a copy of a resolution duly adopted by the affirmative vote of not less than majc
of the entire membership of the Company’s Board at a meeting of the Board called and held for that purpose (after reasonable notice to the Executive a
an opportunity for the Executive, together with the Executive’s counsel, to be heard before the Board), finding that in the good faith opinion of the Board
the Executive engaged in the conduct set forth in the second sentence of this Section 3(d) and specifying the particulars thereof in reasonable detail.

(e)_Good Reason. The Executive may terminate the Executive’'s employment for Good Reason at any time after a Change in Control during the
Term. For purposes of this Agreement, “Good Reason” shall mean any of the following:

(i) The Company has materially changed the Executive’s position, duties, responsibilities, status, or offices as in effect immediately prior to
Change in Control of the Company, or has removed the Executive from or failed to reelect the Executive to any of such positions;

(i) A reduction by the Company in the Executive’s base salary as in effect on the date hereof or as the same may be increased from time to
time during the Term;

(iii) Any failure by the Company to continue in effect any benefit plan or arrangement (including, without limitation, the Company’s life
insurance, accident, disability and health insurance plans, 40I(k) and bonus plans, stock options, and all other similar plans which are from time tc
time made generally available to senior executives/officers of the Company) and in which the Executive is participating at the time of a Change in
Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits
(hereinafter referred to as “Benefit Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation
in or materially reduce the Executive’s benefits under any such Benefit Plan or deprive the Executive of any material fringe benefit enjoyed by the
Executive at the time of a Change in Control of the Company;

(iv) Any failure by the Company to continue in effect any incentive plan or arrangement (including, without limitation, the Company’s plans
enumerated in subparagraph (iii) above and similar incentive compensation benefits) in which the Executive is participating at the time of a Chang
in Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benef
(hereinafter referred to as “Incentive Plans”), or taking of any action by the Company which would adversely affect the Executive’s participation in
any such Incentive Plan or reduce the Executive’s potential benefits under any such Incentive Plan, expressed as a percentage of his base salary
more than 10 percentage points in any fiscal year as compared to the immediately preceding fiscal year;
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(v) Any failure by the Company to continue in effect any plan or arrangement to receive securities of the Company (including, without
limitation, the Company’s stock option and purchase plans and any other plan or arrangement to receive the exercise stock options, stock
appreciation rights, restricted stock or grants thereof) in which the Executive is participating at the time of a Change in Control of the Company,
unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits (hereinafter referred to a
“Securities Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation in or materially reduce
the Executive’s benefits under any such Securities Plan;

(vi) The Executive’s relocation to a principal office more than 25 miles from the location at which the Executive performed the Executive’s
duties prior to a Change in Control of the Company, except for required travel by the Executive on the Company’s business to an extent
substantially consistent with the Executive’s business travel obligations during the 12 months immediately preceding a Change of Control of the
Company.

(vii) Any failure by the Company to provide the Executive with the number of paid vacation days to which the Executive is entitled at the
time of a Change of Control of the Company;

(viii) Any material breach by the Company of any provision of this Agreement;
(ix) Any failure by the Company to obtain the assumption of this Agreement by any successor or assignee of the Company; or

(x) Any purported termination of the Executive’s employment that is not effected pursuant to a Notice of Termination satisfying the
requirements of Section 3(f), and for purposes of this Agreement, no such purported termination shall be effective.

() Natice of Termination. Any termination of the Executive by the Company for Disability pursuant to Section 3(b) or for Cause pursuant to Sectiol
3(d) shall be communicated by a Notice of Termination. For purposes of this Agreement, a “Notice of Termination” shall mean a written notice which
shall indicate those specific termination provisions in this Agreement relied upon and which set forth in reasonable detail the facts and circumstances
claimed to provide a basis for termination of the Executive’s employment under the provisions so indicated. For purposes of this Agreement, no such
purported termination by the Company shall be effective without such Notice of Termination.

(g)_Date of Termination. “Date of Termination” shall mean (i) if the Executive is terminated by the Company for Disability, 30 days after Notice of
Termination is given to the Executive (provided that the Executive shall not have returned to the performance of the Executive’s duties on a full-time
basis during such 30-day period) or (i) if the Executive is terminated by the Company for any other reason, the date on which a Notice of Termination i
given.

4 _Severance Compensation upon Termination of Employment. Subject to Section 4(e) below, if within twenty—four (24) months following a Change in
Control, the Company shall terminate the Executive’s employment other than pursuant to Section 3(b), 3(c) or 3(d), or if the Executive terminates his
employment for Good Reason pursuant to Section 3(e), then:

(a)_Severance Payment.

(i) The Company shall pay to the Executive as severance pay a lump sum (the “Severance Payment”), in cash, in full as soon as practicable
but in no event later than the fifth day following the Date of Termination of an amount equal to (x) the Executive’s highest annual base salary in
effect during the 12-month period immediately preceding the Date of Termination, and (y) the Executive’s incentive compensation bonus that
would otherwise be payable to the Executive under the Company’s Bonus Plan then in effect for the year in which the Date of Termination occurre
assuming one hundred percent (I100%) satisfaction of all performance goals established under such Bonus Plan for the Executive, multiplied by 2.

(i) In the event that the Company asserts that the Executive has been terminated for “Cause” as provided in Section 3(d), the Executive ma
within 30 days after a Notice of Termination is given to the Executive by the Company notify the Company in writing disputes the basis for the
termination. After such notice has been timely given by the Executive, if either (x) the Executive prevails in his assertion or (y) the Company
changes its position and voluntarily pays the Severance Payment to the Executive, then in either case the Company shall also pay to the Executi
together with the Severance
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Payment an additional amount equal to the Executive’s highest annual base salary in effect during the 12-month period immediately preceding th
Date of Termination, pro rated on a daily basis for the period (not to exceed 12 months) from the Date of Termination until the Company actually
pays the Severance Payment to the Executive.

(iii) The foregoing payments shall be in addition to any payments or other compensation that would otherwise be payable to the Executive
under any other then existing Severance Plan of the Company. All payments hereunder shall be made net of withholdings required by applicable
federal, state or local laws.

(b)_Stock Options. To the extent permitted by the plans or programs under which the same were granted or awarded, all stock options not current
exercisable held by the Executive will accelerate and become exercisable as of the Date of Termination.

(c)_Restricted Stock. To the extent permitted by the plans or programs under which the same were granted or awarded, all restrictions on any
restricted stock, including without limitation any vesting requirements on any unvested stock, held by the Executive as of the Date of Termination shall t
removed.

(d)_Continuation of Benefits. The Company shall continue for a period of one year from the Date of Termination to provide the following benefits tc
the Executive on the same terms as provided to the Executive on the Date of Termination:

(i) Participation in the Company’s medical, dental and vision plans;
(i) Long—term disability insurance;
(iii) Life Insurance.

Notwithstanding the foregoing, any benefits payable under this subsection 4(d) shall terminate at such time as the Executive becomes eligible for simila
benefits from any subsequent employer; provided. however, that at the end of the period of coverage hereinabove provided for, the Executive shall hav
option to have assigned to the Executive at no cost and with no apportionment of prepaid premiums, any assignable insurance owned by the Company
relating to specifically to the Executive.

(e)_Limitation. To the extent that any or all of the payments and benefits provided for in this Agreement constitute “parachute payments” within the
meaning of Section 280G of the Internal Revenue Code (the “Code”) and, but for this Section 4(e), would be subject to the excise tax imposed by Sectic
4999 of the code, then the aggregate amount of such payments and benefits shall be reduced such that the present value thereof (as determined under
Code and applicable regulations) is equal to 2.99 times the Executive’s “base amount” (as defined in the Code).

The determination of any reduction or increase of any payment or benefits under this Section 4 Pursuant to the foregoing provision shall be made by a
nationally recognized public accounting firm chosen by the Company in good faith, and such determination shall be conclusive and binding on the
Company and the Executive.

5._No Obligation to Mitigate Damages; No Effect on Other Contractual Rights; Release.

(a)_No Obligation to Mitigate. The Executive shall not be required to mitigate damages or the amount of any payment provided for under this
Agreement by seeking other employment or otherwise, nor, except as set forth in Section 4(d), shall the amount of any payment provided for under this
Agreement be reduced by any compensation earned by the Executive as the result of employment by another employer after the Date of Termination, c
otherwise.

(b)_No Effect on Other Contractual Rights. The provisions of this Agreement, and any payment provided for hereunder, shall not reduce any amot
otherwise payable, or in any way diminish the Executive’s existing rights, or rights which would accrue solely as a result of the passage of time, under a
Benefit Plan, Incentive Plan or Securities Plan, employment agreement or other contract, plan or arrangement.

(c)Release. The Executive’s entitlement to receive the payments and other benefits specified in Section 4 shall be conditioned on his execution a
delivery of a General Release in the form attached as Exhibit A to this Agreement.

6._Successors and Assigns.

(a)_The Company. As used in this Agreement, “Company” shall mean the Company as hereinbefore defined and any successor or assignee to its
business and/or assets as aforesaid which assumes the obligations of the Company under this Agreement or which otherwise becomes bound by all of
terms and provisions of this Agreement by operation of law. If at any time during the term of this Agreement the Executive is employed by any
corporation a majority of the voting securities of which is then owned by the Company, such indirect employment of the Executive by the Company shal
not excuse the
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Company from performing its obligations under this Agreement as if the Executive were directly employed by the Company, and the Company agrees tl
it shall pay or shall cause such employer to pay any amounts owed to the Executive pursuant to Section 4 hereof, notwithstanding any such indirect
employment relationship.

(b)_The Executive. This Agreement shall inure to the benefit of and be enforceable by the Executive’s personal and legal representatives, executc
administrators, successors, heirs, distributees, devisees and legatees. If the Executive should die while any amounts are still payable to him hereunder,
such amounts, unless otherwise provided herein, shall be paid in accordance with the terms of this Agreement to the Executive’s devisee, legatee, or of
designee or, if there is no such designee, to the Executive’s estate.

7._Notice. For purposes of this Agreement, notices and all other communications provided for in the Agreement shall be in writing and shall be deemed
have been duly given when delivered, one business day after being sent for overnight delivery by a nationally recognized overnight courier or three business
after being mailed by United States registered mail, return—receipt requested, postage—prepaid, addressed as follows:

If to the Company:

Thomas A. Franza
Chief Executive Officer
Comarco, Inc.

2 Cromwell

Irvine, California 92618

If to the Executive:
Daniel R. Lutz

or such other address as either party may have furnished to the other in writing in accordance herewith, except that notices of change of address shall be effe
only upon receipt.

8._Miscellaneous. No provisions of this Agreement may be modified, waived or discharged unless such waiver, modification or discharge is agreed to in
writing signed by the Executive and the Company. No waiver by either party hereto at any time of any breach by the other party hereto of, or compliance with
any condition or provision of this Agreement to be performed by such other party shall be deemed a waiver of similar or dissimilar provision or conditions at th
same or at any prior or subsequent time. No agreements or representations, oral or otherwise, express or implied, with respect to the subject matter hereof h:
been made by either party which are not set forth expressly in this Agreement. This Agreement shall be governed by and construed in accordance with the la
of the State of California.

9. Validity. The invalidity or unenforceability of any provisions of this Agreement shall not affect the validity or enforceability of any other provision of
this Agreement, which shall remain in full force and effect.

10_Counterparts. This Agreement may be executed in one or more counterparts, each of which shall be deemed to be an original but all of which togett
will constitute one and the same instrument.

11 Arbitration, Leqgal Fees and Expenses. In the event of any controversy, claim or dispute between the parties hereto arising out of or relating to this
Agreement, the matter shall be determined by arbitration, which shall take place in Orange County, California, under the rules of the American Arbitration
Association; and a judgment upon such award may be entered in any court having jurisdiction thereof. Any decision or award of such arbitrator shall be final
binding upon the parties and shall not be appealable. The parties hereby consent to the jurisdiction of such arbitrator and or any court having jurisdiction to er
judgment upon and enforce any action taken by such arbitrator. The Company shall pay all reasonable legal fees and expenses (including any fees or expen:s
incurred in any appeals) that the Executive may incur (i) as a result of the Company’s contesting the validity, enforceability of, or the Executive’s interpretatior
of, or determinations under, this Agreement, or (ii) in seeking to recover his reasonable legal fees and expenses to which he is entitled as provided herein. Th
Executive’s reasonable legal fees and expenses shall be paid by the Company whether or not the Executive prevails in any such contest or disputes and sha
promptly paid by the Company as they are incurred upon submission by the Executive of documentation thereof in reasonable detail.
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12_Confidentiality. The Executive shall retain in confidence any and all confidential information known to the Executive concerning the Company and its
business so long as such information is not otherwise publicly disclosed.

13_Entire Agreement. This Agreement contains all of the terms agreed upon between the Executive and the Company with respect to the subject matte
hereof and replaces and supercedes all prior severance agreements between the Executive and the Company. The Executive and the Company agree that n
provision or condition of this Agreement shall be held to be altered, amended, changed or waived in any respect except as evidenced by written agreement o
Executive and the Company.

IN WITNESS WHEREOF, the parties have executed this Agreement as of the date and year first above written.

“COMPANY” “EXECUTIVE"
COMARCO, INC.

By: /s/ THOMAS A FRANZA /s DMNELR, |UTZ

Name: Thomas A. Franza Daniel R. Lutz
Title: President and Chief Executive Officer
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EXHIBIT 10.8

SEVERANCE COMPENSATION AGREEMENT
Dates as of September 9, 2003
COMARCO, Inc. corporation (the “Company”)
and
Thomas A. Franza (the “Executive”)

The Company’s Board of Directors (the “Board”) has determined that it is appropriate to reinforce and encourage the continued attention and dedication
members of the Company’s management, including the Executive, to their assigned duties without distraction in potentially disturbing circumstances arising
from the possibility of a change in control of the Company.

This Agreement sets forth the severance compensation which the Company agrees it will pay to the Executive if the Executive’s employment with the
Company terminates under one of the circumstances described herein following a “Change in Control” of the Company (as defined in Section 2).

1._Term. The term (“Term”) of this Agreement shall commence on the date hereof and, subject to earlier termination pursuant to Section 3(b), 3(c) or 3(
hereof, shall end three (3) years following the date on which notice of non-renewal or termination of this Agreement is given by either the Company or the
Executive to the other. Thus, this Agreement shall be renewable automatically on a daily basis so that the outstanding Term is always three (3) years followin
any effective notice of non-renewal or of termination given by the Company or the Executive.

2._Change in Control. No compensation shall be payable under this Agreement unless and until (a) there has been a Change in Control of the Company
while the Executive is still an employee of the Company and (b) the Executive’s employment by the Company terminates in the circumstances specified in
Section 3(a). For purposes of this Agreement, a “Change in Control” of the Company shall be deemed to have occurred if (i) there shall be consummated (x) -
consolidation or merger of the Company (whether or not the Company is the continuing or surviving entity) other than a consolidation or merger of the Compa
in which the holders of the Company’s Common Stock immediately prior to the consolidation or merger continue to have proportionate ownership of at least
50.1% of capital stock of the surviving corporation eligible to vote in the election of directors immediately after the consolidation or merger, or (y) any sale,
lease, exchange or other transfer (in one transaction or a series of related transactions) of all, or substantially all, of the assets of the Company other than to :
corporation in which the holders of the Company’s Common Stock immediately prior to such transaction continue to have proportionate ownership of at least
50.1% of the capital stock of such corporation eligible to vote in the election of directors, or (ii) the stockholders of the Company approve any plan or proposa
for the liquidation or dissolution of the Company, or (iii) any person (as such term is used in Section 13(d) and 14(d)(2) of the Securities Exchange Act of 1934,
amended (the “Exchange Act”)), shall become the beneficial owner (within the meaning of Rule 13d-3 under the Exchange Act) of more than 25% of the
Company'’s outstanding shares of Common Stock, or (iv) during any period of two consecutive years during the term of this Agreement, individuals who at the
beginning of the two year period constituted the entire Board do not for any constitute a majority thereof unless the election, or the nomination for election by
Company’s stockholders, of each new director was approved by a vote of at least a majority of the directors then still in office who were directors at the
beginning of the period or who were elected or nominated for election in the manner provided herein.

3._Termination Following Change in Control.

(a)_Termination. If a Change in Control of the Company shall have occurred while the Executive is still an employee of the Company, the Executiv
shall be entitled to the compensation provided in Section 4 upon the subsequent termination of the Executive’s employment with the Company within
twenty—four (24) months of such Change in Control, whether requested by the Executive or by the Company, unless such termination is as a result of (i
the Executive’s death; (ii) the Executive’s Disability (as defined in Section (3)(b) below); (iii) the Executive’s Retirement (as defined in Section 3(c)
below); (iv) the Executive’s decision to terminate employment other than for Good Reason (as defined in Section 3(e) below).

(b)_Disability or Death. If, as a result of the Executive’s incapacity due to physical or mental illness, the Executive is absent from his duties with the
Company on a full-time basis for six months, the Company may elect to terminate the Executive for “Disability’ by written notice to the Executive and
without liability to the Executive pursuant to this Agreement; provided, however, that any such termination shall be effective only at the end of thirty (30)
days following the
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delivery of such notice and only if the Executive fails to return to the full-time performance of duties by the end of such 30—day notice period. In additior
this Agreement shall terminate immediately in the event of the death of the Executive occurring at any time during the Term hereof, and in such event tt
Company shall have no liability by reason of such termination.

(c)_Retirement. The Executive shall be deemed terminated automatically, without liability to Executive pursuant to this Agreement, upon Retireme
(as hereinafter defined) of Executive without liability to the Company pursuant to this Agreement. “Retirement” as used in this Agreement shall be deem
to occur upon the Executive’s having reached such age as shall have been fixed in any arrangement mutually established by the Company and the
Executive.

(d)_Cause. The Company may terminate the Executive, without liability to the Executive pursuant to this Agreement, if the Executive’s employmer
with the Company is terminated for Cause. For purposes solely of determining whether the Company may terminate the Executive pursuant to this Sect
3(d) without liability to the Executive, the Executive shall be deemed to have been terminated for “Cause” only if the Executive (1) has engaged in fraud
misappropriation or embezzlement involving the Company, (2) is convicted of or admits a felony or other offense involving dishonesty or moral turpitude
or (3) willfully refuses to carry out a lawful written instruction of the Board that is consistent with the Executive’s position and duties, which refusal
continues for a period of 30 days after the Executive has received a written notice describing in reasonable detail the circumstances deemed by the Bo:
to constitute such refusal. Notwithstanding the foregoing, the Executive shall not be deemed, for purposes of this Agreement, to have been terminated f
Cause unless and until there shall have been delivered to the Executive a copy of a resolution duly adopted by the affirmative vote of not less than majc
of the entire membership of the Company’s Board at a meeting of the Board called and held for that purpose (after reasonable notice to the Executive a
an opportunity for the Executive, together with the Executive’s counsel, to be heard before the Board), finding that in the good faith opinion of the Board
the Executive engaged in the conduct set forth in the second sentence of this Section 3(d) and specifying the particulars thereof in reasonable detail.

(e)_Good Reason. The Executive may terminate the Executive’'s employment for Good Reason at any time after a Change in Control during the
Term. For purposes of this Agreement, “Good Reason” shall mean any of the following:

(i) The Company has materially changed the Executive’s position, duties, responsibilities, status, or offices as in effect immediately prior to
Change in Control of the Company, or has removed the Executive from or failed to reelect the Executive to any of such positions;

(i) A reduction by the Company in the Executive’s base salary as in effect on the date hereof or as the same may be increased from time to
time during the Term;

(iii) Any failure by the Company to continue in effect any benefit plan or arrangement (including, without limitation, the Company’s life
insurance, accident, disability and health insurance plans, 40I(k) and bonus plans, stock options, and all other similar plans which are from time tc
time made generally available to senior executives/officers of the Company) and in which the Executive is participating at the time of a Change in
Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits
(hereinafter referred to as “Benefit Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation
in or materially reduce the Executive’s benefits under any such Benefit Plan or deprive the Executive of any material fringe benefit enjoyed by the
Executive at the time of a Change in Control of the Company;

(iv) Any failure by the Company to continue in effect any incentive plan or arrangement (including, without limitation, the Company’s plans
enumerated in subparagraph (iii) above and similar incentive compensation benefits) in which the Executive is participating at the time of a Chang
in Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benef
(hereinafter referred to as “Incentive Plans”), or taking of any action by the Company which would adversely affect the Executive’s participation in
any such Incentive Plan or reduce the Executive’s potential benefits under any such Incentive Plan, expressed as a percentage of his base salary
more than 10 percentage points in any fiscal year as compared to the immediately preceding fiscal year;

(v) Any failure by the Company to continue in effect any plan or arrangement to receive securities of the Company (including, without
limitation, the Company’s stock option and purchase plans and any other plan or arrangement to receive the exercise stock options, stock
appreciation rights, restricted stock or grants thereof) in which the Executive is participating at the time of a Change in Control of the Company,
unless there are substituted therefore plans or
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arrangements providing the Executive with essentially equivalent benefits (hereinafter referred to as “Securities Plans”), or the taking of any actior
by the Company which would adversely affect the Executive’s participation in or materially reduce the Executive’'s benefits under any such
Securities Plan;

(vi) The Executive’s relocation to a principal office more than 25 miles from the location at which the Executive performed the Executive’s
duties prior to a Change in Control of the Company, except for required travel by the Executive on the Company’s business to an extent
substantially consistent with the Executive’s business travel obligations during the 12 months immediately preceding a Change of Control of the
Company.

(vii) Any failure by the Company to provide the Executive with the number of paid vacation days to which the Executive is entitled at the
time of a Change of Control of the Company;

(viil) Any material breach by the Company of any provision of this Agreement;
(ix) Any failure by the Company to obtain the assumption of this Agreement by any successor or assignee of the Company; or

(x) Any purported termination of the Executive’s employment that is not effected pursuant to a Notice of Termination satisfying the
requirements of Section 3(f), and for purposes of this Agreement, no such purported termination shall be effective.

(f) Notice of Termination. Any termination of the Executive by the Company for Disability pursuant to Section 3(b) or for Cause pursuant to Sectior
3(d) shall be communicated by a Notice of Termination. For purposes of this Agreement, a “Notice of Termination” shall mean a written notice which
shall indicate those specific termination provisions in this Agreement relied upon and which set forth in reasonable detail the facts and circumstances
claimed to provide a basis for termination of the Executive’s employment under the provisions so indicated. For purposes of this Agreement, no such
purported termination by the Company shall be effective without such Notice of Termination.

(9)_Date of Termination. “Date of Termination” shall mean (i) if the Executive is terminated by the Company for Disability, 30 days after Notice of
Termination is given to the Executive (provided that the Executive shall not have returned to the performance of the Executive’s duties on a full-time
basis during such 30-day period) or (ii) if the Executive is terminated by the Company for any other reason, the date on which a Notice of Termination i
given.

4._Severance Compensation upon Termination of Employment. Subject to Section 4(e) below, if within twenty—four (24) months following a Change in
Control, the Company shall terminate the Executive’s employment other than pursuant to Section 3(b), 3(c) or 3(d), or if the Executive terminates his
employment for Good Reason pursuant to Section 3(e), then:

(a)_Severance Payment.

(i) The Company shall pay to the Executive as severance pay a lump sum (the “Severance Payment”), in cash, in full as soon as practicable
but in no event later than the fifth day following the Date of Termination of an amount equal to (x) the Executive’s highest annual base salary in
effect during the 12-month period immediately preceding the Date of Termination, and (y) the Executive’s incentive compensation bonus that
would otherwise be payable to the Executive under the Company’s Bonus Plan then in effect for the year in which the Date of Termination occurre
assuming one hundred percent (I00%) satisfaction of all performance goals established under such Bonus Plan for the Executive, multiplied by 2.

(i) In the event that the Company asserts that the Executive has been terminated for Disability pursuant to Section 3(b) or for Cause pursug
to Section 3(d), the Executive may, within 30 days after Notice of Termination is given to the Executive, notify the Company in writing that he
disputes the basis for the termination. After such notice has been timely given by the Executive, if either (x) the Executive prevails in his position c
(y) the Company changes its position and voluntarily pays the Severance Payment to the Executive, then in either case the Company shall also p
to the Executive together with the Severance Payment an additional amount equal to the Executive’s highest annual base salary in effect during tl
12-month period immediately preceding the Date of Termination, pro rated on a daily basis for the period (not to exceed 12 months) from the Dat
of Termination until the date on which the Company actually pays the Severance Payment to the Executive.

(iii) The foregoing payments shall be in addition to any payments or other compensation that would otherwise be payable to the Executive

under any other then existing Severance Plan of the Company. All payments hereunder shall be made net of withholdings required by applicable
federal, state or local laws.
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(b)_Stock Options. To the extent permitted by the plans or programs under which the same were granted or awarded, all stock options not current
exercisable held by the Executive will accelerate and become exercisable as of the Date of Termination.

(c)_Restricted Stock. To the extent permitted by the plans or programs under which the same were granted or awarded, all restrictions on any
restricted stock, including without limitation any vesting requirements on any unvested stock, held by the Executive as of the Date of Termination shall t
removed.

(d)_Continuation of Benefits. The Company shall continue for a period of one year from the Date of Termination to provide the following benefits tc
the Executive on the same terms as provided to the Executive on the Date of Termination:

(i) Participation in the Company’s medical, dental and vision plans;
(ii) Long—term disability insurance;
(iii) Life Insurance.

Notwithstanding the foregoing, any benefits payable under this subsection 4(d) shall terminate at such time as the Executive becomes eligible for simila
benefits from any subsequent employer; provided, however, that at the end of the period of coverage hereinabove provided for, the Executive shall hav
option to have assigned to the Executive at no cost and with no apportionment of prepaid premiums, any assignable insurance owned by the Company
relating to specifically to the Executive.

(e)_Limitation. To the extent that any or all of the payments and benefits provided for in this Agreement constitute “parachute payments” within the
meaning of Section 280G of the Internal Revenue Code (the “Code”) and, but for this Section 4(e), would be subject to the excise tax imposed by Sectic
4999 of the code, then the aggregate amount of such payments and benefits shall be reduced such that the present value thereof (as determined undel
Code and applicable regulations) is equal to 2.99 times the Executive’s “base amount” (as defined in the Code).

The determination of any reduction or increase of any payment or benefits under this Section 4 Pursuant to the foregoing provision shall be made by a
nationally recognized public accounting firm chosen by the Company in good faith, and such determination shall be conclusive and binding on the
Company and the Executive.

5._No Obligation to Mitigate Damages; No Effect on Other Contractual Rights; Release.

(a)_No Obligation to Mitigate. The Executive shall not be required to mitigate damages or the amount of any payment provided for under this
Agreement by seeking other employment or otherwise, nor, except as set forth in Section 4(d), shall the amount of any payment provided for under this
Agreement be reduced by any compensation earned by the Executive as the result of employment by another employer after the Date of Termination, c
otherwise.

(b)_No Effect on Other Contractual Rights. The provisions of this Agreement, and any payment provided for hereunder, shall not reduce any amot
otherwise payable, or in any way diminish the Executive’s existing rights, or rights which would accrue solely as a result of the passage of time, under a
Benefit Plan, Incentive Plan or Securities Plan, employment agreement or other contract, plan or arrangement.

(c)Release. The Executive’s entitlement to receive the payments and other benefits specified in Section 4 shall be conditioned on his execution a
delivery of a General Release in the form attached as Exhibit A to this Agreement.

6._Successors and Assigns.

(a)_The Company. As used in this Agreement, “Company” shall mean the Company as hereinbefore defined and any successor or assignee to its
business and/or assets as aforesaid which assumes the obligations of the Company under this Agreement or which otherwise becomes bound by all of
terms and provisions of this Agreement by operation of law. If at any time during the term of this Agreement the Executive is employed by any
corporation a majority of the voting securities of which is then owned by the Company, such indirect employment of the Executive by the Company shal
not excuse the Company from performing its obligations under this Agreement as if the Executive were directly employed by the Company, and the
Company agrees that it shall pay or shall cause such employer to pay any amounts owed to the Executive pursuant to Section 4 hereof, notwithstandin
any such indirect employment relationship.

(b)_The Executive. This Agreement shall inure to the benefit of and be enforceable by the Executive’s personal and legal representatives, executc
administrators, successors, heirs, distributees, devisees and legatees. If the Executive should die while any amounts are still payable to him hereunder,
such amounts, unless otherwise provided herein, shall be paid in accordance with the terms of this Agreement to the Executive’s devisee, legatee, or of
designee or, if there is no such designee, to the Executive’s estate.
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7._Notice. For purposes of this Agreement, notices and all other communications provided for in the Agreement shall be in writing and shall be deemed
have been duly given when delivered, one business day after being sent for overnight delivery by a nationally recognized overnight courier or three business
after being mailed by United States registered mail, return—receipt requested, postage—prepaid, addressed as follows:

If to the Company:

Daniel Lutz

Chief Financial Officer
Comarco, Inc.

2 Cromwell

Irvine, California 92618

If to the Executive:
Thomas A. Franza

or such other address as either party may have furnished to the other in writing in accordance herewith, except that notices of change of address shall be effe
only upon receipt.

8._Miscellaneous. No provisions of this Agreement may be modified, waived or discharged unless such waiver, modification or discharge is agreed to in
writing signed by the Executive and the Company. No waiver by either party hereto at any time of any breach by the other party hereto of, or compliance with
any condition or provision of this Agreement to be performed by such other party shall be deemed a waiver of similar or dissimilar provision or conditions at th
same or at any prior or subsequent time. No agreements or representations, oral or otherwise, express or implied, with respect to the subject matter hereof h:
been made by either party which are not set forth expressly in this Agreement. This Agreement shall be governed by and construed in accordance with the la
of the State of California.

9. Validity. The invalidity or unenforceability of any provisions of this Agreement shall not affect the validity or enforceability of any other provision of
this Agreement, which shall remain in full force and effect.

10_Counterparts. This Agreement may be executed in one or more counterparts, each of which shall be deemed to be an original but all of which togett
will constitute one and the same instrument.

11_Arbitration, Leqgal Fees and Expenses. In the event of any controversy, claim or dispute between the parties hereto arising out of or relating to this

Agreement, the matter shall be determined by arbitration, which shall take place in Orange County, California, under the rules of the American Arbitration
Association; and a judgment upon such award may be entered in any court having jurisdiction thereof. Any decision or award of such arbitrator shall be final
binding upon the parties and shall not be appealable. The parties hereby consent to the jurisdiction of such arbitrator and or any court having jurisdiction to er
judgment upon and enforce any action taken by such arbitrator. The Company shall pay all reasonable legal fees and expenses (including any fees or expen:s
incurred in any appeals) that the Executive may incur (i) as a result of the Company’s contesting the validity, enforceability of, or the Executive’s interpretatior
of, or determinations under, this Agreement, or (ii) in seeking to recover his reasonable legal fees and expenses to which he is entitled as provided herein. Th
Executive’s reasonable legal fees and expenses shall be paid by the Company whether or not the Executive prevails in any such contest or dispute, and shal
promptly paid by the Company as they are incurred upon submission by the Executive of documentation thereof in reasonable detail.

12 _Confidentiality. The Executive shall retain in confidence any and all confidential information known to the Executive concerning the Company and its
business so long as such information is not otherwise publicly disclosed.

13_Entire Agreement. This Agreement contains all of the terms agreed upon between the Executive and the Company with respect to the subject matte
hereof and replaces and supercedes all prior severance agreements between the Executive and the Company. The Executive and the Company agree that n
provision or condition of this Agreement shall be held to be altered, amended, changed or waived in any respect except as evidenced by written agreement o
Executive and the Company.
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IN WITNESS WHEREOF, the parties have executed this Agreement as of the date and year first above written.

“COMPANY” “EXECUTIVE”
COMARCO, INC.

By: /s/__Daniel Lutz /sl _Thomas A. Franza
Name: Daniel Lutz Name: Thomas A. Franza

Chief Financial Officer

Source: COMARCO INC, 10-K, May 17, 2004



EXHIBIT 10.9

SEVERANCE COMPENSATION AGREEMENT
Dates as of September 9, 2003
COMARCO, Inc. corporation (the “Company”)
and
Peggy L. Vessell (the “Executive”)

The Company’s Board of Directors (the “Board”) has determined that it is appropriate to reinforce and encourage the continued attention and dedication
members of the Company’s management, including the Executive, to their assigned duties without distraction in potentially disturbing circumstances arising
from the possibility of a change in control of the Company.

This Agreement sets forth the severance compensation which the Company agrees it will pay to the Executive if the Executive’s employment with the
Company terminates under one of the circumstances described herein following a “Change in Control” of the Company (as defined in Section 2).

1._Term. The term (“Term”) of this Agreement shall commence on the date hereof and, subject to earlier termination pursuant to Section 3(b), 3(c) or 3(
hereof, shall end three (3) years following the date on which notice of non-renewal or termination of this Agreement is given by either the Company or the
Executive to the other. Thus, this Agreement shall be renewable automatically on a daily basis so that the outstanding Term is always three (3) years followin
any effective notice of non-renewal or of termination given by the Company or the Executive.

2._Change in Control. No compensation shall be payable under this Agreement unless and until (a) there has been a Change in Control of the Company
while the Executive is still an employee of the Company and (b) the Executive’s employment by the Company terminates in the circumstances specified in
Section 3(a). For purposes of this Agreement, a “Change in Control” of the Company shall be deemed to have occurred if (i) there shall be consummated (x)
consolidation or merger of the Company (whether or not the Company is the continuing or surviving entity) other than a consolidation or merger of the Compa
in which the holders of the Company’s Common Stock immediately prior to the consolidation or merger continue to have proportionate ownership of at least
50.1% of capital stock of the surviving corporation eligible to vote in the election of directors immediately after the consolidation or merger, or (y) any sale,
lease, exchange or other transfer (in one transaction or a series of related transactions) of all, or substantially all, of the assets of the Company other than to :
corporation in which the holders of the Company’s Common Stock immediately prior to such transaction continue to have proportionate ownership of at least
50.1% of the capital stock of such corporation eligible to vote in the election of directors, or (ii) the stockholders of the Company approve any plan or proposa
for the liquidation or dissolution of the Company, or (iii) any person (as such term is used in Section 13(d) and 14(d)(2) of the Securities Exchange Act of 1934,
amended (the “Exchange Act”)), shall become the beneficial owner (within the meaning of Rule 13d-3 under the Exchange Act) of more than 25% of the
Company'’s outstanding shares of Common Stock, or (iv) during any period of two consecutive years during the term of this Agreement, individuals who at the
beginning of the two year period constituted the entire Board do not for any constitute a majority thereof unless the election, or the nomination for election by
Company’s stockholders, of each new director was approved by a vote of at least a majority of the directors then still in office who were directors at the
beginning of the period or who were elected or nominated for election in the manner provided herein.

3._Termination Following Change in Control.

(a)_Termination. If a Change in Control of the Company shall have occurred while the Executive is still an employee of the Company, the Executiv
shall be entitled to the compensation provided in Section 4 upon the subsequent termination of the Executive’s employment with the Company within
twenty—four (24) months of such Change in Control, whether requested by the Executive or by the Company, unless such termination is as a result of (i
the Executive’s death; (ii) the Executive’s Disability (as defined in Section (3)(b) below); (iii) the Executive’s Retirement (as defined in Section 3(c)
below); (iv) the Executive’s decision to terminate employment other than for Good Reason (as defined in Section 3(e) below).

(b)_Disability or Death. If, as a result of the Executive’s incapacity due to physical or mental illness, the Executive is absent from his duties with the
Company on a full-time basis for six months, the Company may elect to terminate the Executive for “Disability’ by written notice to the Executive and
without liability to the Executive pursuant to this Agreement; provided, however, that any such termination shall be effective only at the end of thirty (30)
days following the delivery of such notice and only if the Executive fails to return to the full-time performance of duties by the end of such 30—day notice
period. In addition, this Agreement shall terminate immediately in the event of the death of the Executive occurring at any time during the Term hereof,
and in such event the Company shall have no liability by reason of such termination.
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(c)_Retirement. The Executive shall be deemed terminated automatically, without liability to Executive pursuant to this Agreement, upon Retireme
(as hereinafter defined) of Executive without liability to the Company pursuant to this Agreement. “Retirement” as used in this Agreement shall be deem
to occur upon the Executive’s having reached such age as shall have been fixed in any arrangement mutually established by the Company and the
Executive.

(d)_Cause. The Company may terminate the Executive, without liability to the Executive pursuant to this Agreement, if the Executive’s employmen
with the Company is terminated for Cause. For purposes solely of determining whether the Company may terminate the Executive pursuant to this Sect
3(d) without liability to the Executive, the Executive shall be deemed to have been terminated for “Cause” only if the Executive (1) has engaged in fraud
misappropriation or embezzlement involving the Company, (2) is convicted of or admits a felony or other offense involving dishonesty or moral turpitude
or (3) willfully refuses to carry out a lawful written instruction of the Board that is consistent with the Executive’s position and duties, which refusal
continues for a period of 30 days after the Executive has received a written notice describing in reasonable detail the circumstances deemed by the Boz
to constitute such refusal. Notwithstanding the foregoing, the Executive shall not be deemed, for purposes of this Agreement, to have been terminated f
Cause unless and until there shall have been delivered to the Executive a copy of a resolution duly adopted by the affirmative vote of not less than majc
of the entire membership of the Company’s Board at a meeting of the Board called and held for that purpose (after reasonable notice to the Executive a
an opportunity for the Executive, together with the Executive’s counsel, to be heard before the Board), finding that in the good faith opinion of the Board
the Executive engaged in the conduct set forth in the second sentence of this Section 3(d) and specifying the particulars thereof in reasonable detail.

(e)_Good Reason. The Executive may terminate the Executive’s employment for Good Reason at any time after a Change in Control during the
Term. For purposes of this Agreement, “Good Reason” shall mean any of the following:

(i) The Company has materially changed the Executive’s position, duties, responsibilities, status, or offices as in effect immediately prior to ¢
Change in Control of the Company, or has removed the Executive from or failed to reelect the Executive to any of such positions;

(i) A reduction by the Company in the Executive’s base salary as in effect on the date hereof or as the same may be increased from time to
time during the Term;

(iii) Any failure by the Company to continue in effect any benefit plan or arrangement (including, without limitation, the Company’s life
insurance, accident, disability and health insurance plans, 40I(k) and bonus plans, stock options, and all other similar plans which are from time tc
time made generally available to senior executives/officers of the Company) and in which the Executive is participating at the time of a Change in
Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits
(hereinafter referred to as “Benefit Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation
in or materially reduce the Executive’s benefits under any such Benefit Plan or deprive the Executive of any material fringe benefit enjoyed by the
Executive at the time of a Change in Control of the Company;

(iv) Any failure by the Company to continue in effect any incentive plan or arrangement (including, without limitation, the Company’s plans
enumerated in subparagraph (iii) above and similar incentive compensation benefits) in which the Executive is participating at the time of a Chanc
in Control of the Company, unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benef
(hereinafter referred to as “Incentive Plans”), or taking of any action by the Company which would adversely affect the Executive’s participation in
any such Incentive Plan or reduce the Executive’s potential benefits under any such Incentive Plan, expressed as a percentage of his base salary
more than 10 percentage points in any fiscal year as compared to the immediately preceding fiscal year;

(v) Any failure by the Company to continue in effect any plan or arrangement to receive securities of the Company (including, without
limitation, the Company'’s stock option and purchase plans and any other plan or arrangement to receive the exercise stock options, stock
appreciation rights, restricted stock or grants thereof) in which the Executive is participating at the time of a Change in Control of the Company,
unless there are substituted therefore plans or arrangements providing the Executive with essentially equivalent benefits (hereinafter referred to a
“Securities Plans”), or the taking of any action by the Company which would adversely affect the Executive’s participation in or materially reduce
the Executive’s benefits under any such Securities Plan;
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(vi) The Executive’s relocation to a principal office more than 25 miles from the location at which the Executive performed the Executive’s
duties prior to a Change in Control of the Company, except for required travel by the Executive on the Company’s business to an extent
substantially consistent with the Executive’s business travel obligations during the 12 months immediately preceding a Change of Control of the
Company.

(vii) Any failure by the Company to provide the Executive with the number of paid vacation days to which the Executive is entitled at the
time of a Change of Control of the Company;

(viii) Any material breach by the Company of any provision of this Agreement;
(ix) Any failure by the Company to obtain the assumption of this Agreement by any successor or assignee of the Company; or

(x) Any purported termination of the Executive’s employment that is not effected pursuant to a Notice of Termination satisfying the
requirements of Section 3(f), and for purposes of this Agreement, no such purported termination shall be effective.

() Notice of Termination. Any termination of the Executive by the Company for Disability pursuant to Section 3(b) or for Cause pursuant to Sectiol
3(d) shall be communicated by a Notice of Termination. For purposes of this Agreement, a “Notice of Termination” shall mean a written notice which
shall indicate those specific termination provisions in this Agreement relied upon and which set forth in reasonable detail the facts and circumstances
claimed to provide a basis for termination of the Executive’s employment under the provisions so indicated. For purposes of this Agreement, no such
purported termination by the Company shall be effective without such Notice of Termination.

(g)_Date of Termination. “Date of Termination” shall mean (i) if the Executive is terminated by the Company for Disability, 30 days after Notice of
Termination is given to the Executive (provided that the Executive shall not have returned to the performance of the Executive’s duties on a full-time
basis during such 30-day period) or (ii) if the Executive is terminated by the Company for any other reason, the date on which a Notice of Termination i
given.

4. _Severance Compensation upon Termination of Employment. Subject to Section 4(e) below, if within twenty—four (24) months following a Change in
Control, the Company shall terminate the Executive’s employment other than pursuant to Section 3(b), 3(c) or 3(d), or if the Executive terminates his
employment for Good Reason pursuant to Section 3(e), then:

(a) Severance Payment.

(i) The Company shall pay to the Executive as severance pay a lump sum (the “Severance Payment”), in cash, in full as soon as practicable
but in no event later than the fifth day following the Date of Termination of an amount equal to (x) the Executive’s highest annual base salary in
effect during the 12-month period immediately preceding the Date of Termination, and (y) the Executive’s incentive compensation bonus that
would otherwise be payable to the Executive under the Company’s Bonus Plan then in effect for the year in which the Date of Termination occurre
assuming one hundred percent (I100%) satisfaction of all performance goals established under such Bonus Plan for the Executive, multiplied by 1.

(i) In the event that the Company asserts that the Executive has been terminated for Disability pursuant to Section 3(b) or for Cause pursua
to Section 3(d), the Executive may, within 30 days after Notice of Termination is given to the Executive, notify the Company in writing that he
disputes the basis for the termination. After such notice has been timely given by the Executive, if either (x) the Executive prevails in his position ¢
(y) the Company changes its position and voluntarily pays the Severance Payment to the Executive, then in either case the Company shall also p
to the Executive together with the Severance Payment an additional amount equal to the Executive’s highest annual base salary in effect during tl
12-month period immediately preceding the Date of Termination, pro rated on a daily basis for the period (not to exceed 6 months) from the Date
Termination until the date on which the Company actually pays the Severance Payment to the Executive.

(i) The foregoing payments shall be in addition to any payments or other compensation that would otherwise be payable to the Executive

under any other then existing Severance Plan of the Company. All payments hereunder shall be made net of withholdings required by applicable
federal, state or local laws.
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(b)_Stock Options. To the extent permitted by the plans or programs under which the same were granted or awarded, all stock options not current
exercisable held by the Executive will accelerate and become exercisable as of the Date of Termination.

(c)_Restricted Stock. To the extent permitted by the plans or programs under which the same were granted or awarded, all restrictions on any
restricted stock, including without limitation any vesting requirements on any unvested stock, held by the Executive as of the Date of Termination shall t
removed.

(d)_Continuation of Benefits. The Company shall continue for a period of one year from the Date of Termination to provide the following benefits tc
the Executive on the same terms as provided to the Executive on the Date of Termination:

(i) Participation in the Company’s medical, dental and vision plans;
(ii) Long—term disability insurance;
(iii) Life Insurance.

Notwithstanding the foregoing, any benefits payable under this subsection 4(d) shall terminate at such time as the Executive becomes eligible for simila
benefits from any subsequent employer; provided, however, that at the end of the period of coverage hereinabove provided for, the Executive shall hav
option to have assigned to the Executive at no cost and with no apportionment of prepaid premiums, any assignable insurance owned by the Company
relating to specifically to the Executive.

(e)_Limitation. To the extent that any or all of the payments and benefits provided for in this Agreement constitute “parachute payments” within the
meaning of Section 280G of the Internal Revenue Code (the “Code”) and, but for this Section 4(e), would be subject to the excise tax imposed by Sectic
4999 of the code, then the aggregate amount of such payments and benefits shall be reduced such that the present value thereof (as determined undel
Code and applicable regulations) is equal to 2.99 times the Executive’s “base amount” (as defined in the Code).

The determination of any reduction or increase of any payment or benefits under this Section 4 Pursuant to the foregoing provision shall be made by a
nationally recognized public accounting firm chosen by the Company in good faith, and such determination shall be conclusive and binding on the
Company and the Executive.

5._No Obligation to Mitigate Damages; No Effect on Other Contractual Rights; Release.

(a)_No Obligation to Mitigate. The Executive shall not be required to mitigate damages or the amount of any payment provided for under this
Agreement by seeking other employment or otherwise, nor, except as set forth in Section 4(d), shall the amount of any payment provided for under this
Agreement be reduced by any compensation earned by the Executive as the result of employment by another employer after the Date of Termination, c
otherwise.

(b)_No Effect on Other Contractual Rights. The provisions of this Agreement, and any payment provided for hereunder, shall not reduce any amot
otherwise payable, or in any way diminish the Executive’s existing rights, or rights which would accrue solely as a result of the passage of time, under a
Benefit Plan, Incentive Plan or Securities Plan, employment agreement or other contract, plan or arrangement.

(c)Release. The Executive’s entitlement to receive the payments and other benefits specified in Section 4 shall be conditioned on his execution a
delivery of a General Release in the form attached as Exhibit A to this Agreement.

6._Successors and Assigns.

(a)_The Company. As used in this Agreement, “Company” shall mean the Company as hereinbefore defined and any successor or assignee to its
business and/or assets as aforesaid which assumes the obligations of the Company under this Agreement or which otherwise becomes bound by all of
terms and provisions of this Agreement by operation of law. If at any time during the term of this Agreement the Executive is employed by any
corporation a majority of the voting securities of which is then owned by the Company, such indirect employment of the Executive by the Company shal
not excuse the Company from performing its obligations under this Agreement as if the Executive were directly employed by the Company, and the
Company agrees that it shall pay or shall cause such employer to pay any amounts owed to the Executive pursuant to Section 4 hereof, notwithstandin
any such indirect employment relationship.

(b)_The Executive. This Agreement shall inure to the benefit of and be enforceable by the Executive’s personal and legal representatives, executc
administrators, successors, heirs, distributees, devisees and legatees. If the Executive should die while any amounts are still payable to him hereunder,
such amounts, unless otherwise provided herein, shall be paid in accordance with the terms of this Agreement to the Executive’s devisee, legatee, or of
designee or, if there is no such designee, to the Executive’s estate.

4
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7._Notice. For purposes of this Agreement, notices and all other communications provided for in the Agreement shall be in writing and shall be deemed
have been duly given when delivered, one business day after being sent for overnight delivery by a nationally recognized overnight courier or three business
after being mailed by United States registered mail, return—receipt requested, postage—prepaid, addressed as follows:

If to the Company:

Thomas A. Franza

President and Chief Executive Officer
Comarco, Inc.

2 Cromwell

Irvine, California 92618

If to the Executive:
Peggy L. Vessell

or such other address as either party may have furnished to the other in writing in accordance herewith, except that notices of change of address shall be effe
only upon receipt.

8._Miscellaneous. No provisions of this Agreement may be modified, waived or discharged unless such waiver, modification or discharge is agreed to in
writing signed by the Executive and the Company. No waiver by either party hereto at any time of any breach by the other party hereto of, or compliance with
any condition or provision of this Agreement to be performed by such other party shall be deemed a waiver of similar or dissimilar provision or conditions at th
same or at any prior or subsequent time. No agreements or representations, oral or otherwise, express or implied, with respect to the subject matter hereof h:
been made by either party which are not set forth expressly in this Agreement. This Agreement shall be governed by and construed in accordance with the la
of the State of California.

9. Validity. The invalidity or unenforceability of any provisions of this Agreement shall not affect the validity or enforceability of any other provision of
this Agreement, which shall remain in full force and effect.

10_Counterparts. This Agreement may be executed in one or more counterparts, each of which shall be deemed to be an original but all of which togett
will constitute one and the same instrument.

11_Arbitration, Leqgal Fees and Expenses. In the event of any controversy, claim or dispute between the parties hereto arising out of or relating to this

Agreement, the matter shall be determined by arbitration, which shall take place in Orange County, California, under the rules of the American Arbitration
Association; and a judgment upon such award may be entered in any court having jurisdiction thereof. Any decision or award of such arbitrator shall be final
binding upon the parties and shall not be appealable. The parties hereby consent to the jurisdiction of such arbitrator and or any court having jurisdiction to er
judgment upon and enforce any action taken by such arbitrator. The Company shall pay all reasonable legal fees and expenses (including any fees or expen:s
incurred in any appeals) that the Executive may incur (i) as a result of the Company’s contesting the validity, enforceability of, or the Executive’s interpretatior
of, or determinations under, this Agreement, or (ii) in seeking to recover his reasonable legal fees and expenses to which he is entitled as provided herein. Th
Executive’s reasonable legal fees and expenses shall be paid by the Company whether or not the Executive prevails in any such contest or dispute, and shal
promptly paid by the Company as they are incurred upon submission by the Executive of documentation thereof in reasonable detail.

12 _Confidentiality. The Executive shall retain in confidence any and all confidential information known to the Executive concerning the Company and its
business so long as such information is not otherwise publicly disclosed.

13_Entire Agreement. This Agreement contains all of the terms agreed upon between the Executive and the Company with respect to the subject matte
hereof and replaces and supercedes all prior severance agreements between the Executive and the Company. The Executive and the Company agree that n
provision or condition of this Agreement shall be held to be altered, amended, changed or waived in any respect except as evidenced by written agreement o
Executive and the Company.
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IN WITNESS WHEREOF, the parties have executed this Agreement as of the date and year first above written.

“COMPANY” “EXECUTIVE”
COMARCO, INC.

By: /s/ THOMAS A FRANZA /s/ FEGGY | \/ESSELL

Name: Thomas A. Franza Name: Peggy L. Vessell
Title: President and Chief
Executive Officer
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EXHIBIT 21.1 Subsidiaries of the Company

The following are the significant subsidiaries of Comarco, Inc.:

¢ Comarco Wireless Technologies, Inc. (CWT) incorporated in the state of Delaware.

¢ Comarco Wireless International, Inc. (formerly known as Comarco Wireless Europe, Inc.) incorporated in the State of Delaware.
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EXHIBIT 23.1
INDEPENDENT AUDITORS’ CONSENT

The Board of Directors
COMARCO, Inc.

We consent to the incorporation by reference in the Registration Statements Nos. 33-42350, 33-37863, 33-44943, 33-45096, 33-50068, 33-63219,
333-1749, 333-78677, and 333-42350 on Forms S—8 of Comarco, Inc. of our report dated May 9, 2004, relating to the consolidated balance sheets of Comz
Inc. and Subsidiaries as of January 31, 2004 and 2003, and the related consolidated statements of operations, stockholders’ equity, and cash flows, and the
schedule for each of the years in the three—year period ended January 31, 2004, which report appears in the January 31, 2004 annual report on Form 10-K ¢
Comarco, Inc. and subsidiaries.

Our report refers to the adoption of the provisions of SFAS No. 142, “Goodwill and Other Intangible Assets,” effective February 1 2002.

Our report states that the consolidated financial statements for the years ending January 31, 2003 and 2002 have been restated.

/sl KPMG LLP

Costa Mesa, California
May 9, 2004
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EXHIBIT 31.1

Certification of Chief Executive Officer
Pursuant to Section 302 of the
Sarbanes—Oxley Act of 2002

I, Thomas A. Franza, Chief Executive Officer of Comarco, Inc., certify that:

1.

| have reviewed this report on Form 10-K of Comarco, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make th
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by thic
report;

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

The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervisi
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

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

c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likel
to materially affect, the registrant’s internal control over financial reporting;

The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize, and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: May 17, 2004 /s/ THOMAS A FRANZA

Thomas A. Franza
Chief Executive Officer
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EXHIBIT 31.2

Certification of Chief Financial Officer
Pursuant to Section 302 of the
Sarbanes—Oxley Act of 2002

I, Daniel R. Lutz, Chief Financial Officer of Comarco, Inc., certify that:

1. | have reviewed this report on Form 10-K of Comarco, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make th
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by thic
report;

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

4. The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervisi
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

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

c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likel
to materially affect, the registrant’s internal control over financial reporting;

5. The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize, and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: May 17, 2004 /s/ DMWELR, VT2

Daniel R. Lutz
Chief Financial Officer
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EXHIBIT 32.1
Certification of Chief Executive Officer
Pursuant to Section 906 of the
Sarbanes—Oxley Act of 2002
In connection with this annual report on Form 10-K of Comarco, Inc. |, Thomas A. Franza, Chief Executive Officer of Comarco, Inc., certify, pursuant to
Section 906 of the Sarbanes—Oxley Act of 2002, that, to my knowledge:

1. This annual report on Form 10-K fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in this report fairly presents, in all material respects, the financial condition and results of operations of Comarco, Inc.

Date: May 17, 2004 [s|  THOMAS A FRANZA

Thomas A. Franza
Chief Executive Officer

A signed original copy of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnishe
to the Securities and Exchange Commission or its staff upon request.
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EXHIBIT 32.2
Certification of Chief Financial Officer
Pursuant to Section 906 of the
Sarbanes—Oxley Act of 2002
In connection with this annual report on Form 10-K of Comarco, Inc. |, Daniel R. Lutz, Chief Financial Officer of Comarco, Inc., certify, pursuant to Section
906 of the Sarbanes—-Oxley Act of 2002, that, to my knowledge:

1. This annual report on Form 10-K fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in this report fairly presents, in all material respects, the financial condition and results of operations of Comarco, Inc.

Date: May 17, 2004 /s/ DMWELR, |YUTZ

Daniel R. Lutz
Chief Financial Officer

A signed original copy of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnishe
to the Securities and Exchange Commission or its staff upon request.
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EXHIBIT 99.1

Supplement to Registrant’s Reaqistration Statements on Form S-8

In accordance with the requirements of Form S-8, the registrant hereby supplements any discussion of the indemnification provisions of the registrant i
all of the registrant’s registration statements previously filed on Form S-8 with the following undertaking:

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors, officers and controlling persons of the
registrant pursuant to the foregoing provisions, or otherwise, the registrant has been advised that in the opinion of the Securities and Exchange Commission ¢
indemnification is against public policy as expressed in the Act and is, therefore, unenforceable. In the event that a claim for indemnification against such
liabilities (other than the payment by the registrant of expenses incurred or paid by a director, officer, or controlling person of the registrant in the successful
defense of any action, suit or proceeding) is asserted by such director, officer or controlling person in connection with the securities being registered, the
registrant will, unless in the opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the questio
whether such indemnification by it is against public policy as expressed in the Act and will be governed by the final adjudication of such issue.
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