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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
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EXCHANGE ACT OF 1934
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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 00-10843
CSP Inc.
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Massachusetts 04-2441294
(State of incorporation) (I.R.S. Employer Identification No.)

43 Manning Road, Billerica, Massachusetts 018-3901 (978) 66-7598

(Address and telephone number of principal executi offices)

Securities Registered Pursuant to Section 12(b) tfe Act:
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Common Stock, par value $0.01 per shar NASDAQ Global Market
Securities registered pursuant to Section 12(g) tlie Act:
None

Indicate by check mark if the registrant is a walbwn seasoned issuer, as defined in Rule 405c06#turities Act.  Yed No
X

Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Yes[ No

Indicate by check mark whether the registrant éf filed all reports required to be filed by Seeti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastl@s. Yes[Xl] No O

Indicate by check mark whether the registrant liésnstted electronically and posted on its corpo¥atb site, if any, every Interactive
Data File required to be submitted and posted untsto Rule 405 of Regulation Sduring the preceding 12 months (or for such srguerioc
that the registrant was required to submit and posh files). YesO No O

Indicate by check mark if disclosure of delinquilers pursuant to Iltem 405 of Regulatio-K is not contained herein, and will not
contained, to the best of registrant’s knowledgealdfinitive proxy or information statements incorgted by reference in Part IIl of this Form
10-K or any amendment to this Form 10-K1

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller report
company. See the definitions of “large acceleréited’, “accelerated filer” and “smaller reportirgmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated filel] Accelerated filer O
Non-accelerated filer J Smaller Reporting Companx]

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgje Act. Yes[ No

As of March 31, 2009, the aggregate market valub@fegistrant’s common stock held by non-afdgof the registrant was $7,762,861
based on the closing sale price of $2.85 as rephoriehe Nasdaqg Global Market.

As of December 16, 2009, we had outstanding 3,2587shares of common stock.
DOCUMENTS INCORPORATED BY REFERENCE

Certain portions of the information required in tR#rof this Form 1(-K are incorporated by reference from our definifprexy statemer
for our 2010 annual meeting of stockholders toileel fvith the Securities and Exchange Commissiahiwil20 days after the end of our fiscal
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Item 1.

PART I

Business

CSP Inc. (“CSPI” or “the Company” or “we” or “ourlyas incorporated in 1968 and is based in Billeldassachusetts, just off Route
128 in the Boston computer corridor. To meet theedie requirements of our industrial, commerciadl defense customers worldwide, CSPI
and its subsidiaries develop and market IT intégmatolutions and high-performance cluster compsystems.

Segments
CSPI operates in two segments, the Systems segmeérthe Service and System Integration segn

The Systems segment consists primarily of ('s MultiComputer Division (th*MultiComputer Divisior") which designs an
manufactures specialty, high-performance compudeias processing systems for the aerospace & deferaskets. The
MultiComputer Division’s products are known as nodmputers or cluster computers, which use multipleroprocessors linked
together in a specialized network to achieve végy performance processing capabilities. Our Muti@uter systems utilize
“blades” (self-contained, high-density computerrdosito achieve a high level of compute procespirgcubic-foot-per-watt. The
blades and other components that make up the systehmoused in a ruggedized chassis, designedhetamnd physically demanding
environments such as those found on board a stapmane. In addition, CSPI's MultiComputer prothiare designed to operate in
environments that have low power, cooling and spaqgairements. These systems are used on landn aimborne and shipboard
platforms for high-speed digital sighal procesgffigSP”) in radar, sonar, and surveillance applimasi. The MultiComputer Division
sells all its products through its own direct sdtese in the United States and via distributord anthorized resellers in the Asia-
Pacific region and Europ

The Service and System Integration Segment corish® computer maintenance and integration sesvénd thir-party compute
hardware and software value added reseller (“VARI3inesses of our Modcomp subsidiary (“Modcomp”dddomp is a wholly
owned subsidiary of CSPI which operates in the éthtates, Germany and the United Kingdom (the “U.Klodcomp markets
and sells its products through its own direct sédese. Modcomp provides solutions and servicesénplex IT environments
including storage and servers, unified communicatisolutions, IT security solutions and consulBegvices. Modcomp also
provides managed IT services through its statbehtt network operations cent*NOC").

Financial Information about Industry Segments

The following table details our sales by operagagment for fiscal years ending September 30, 20092008. Additional segment and
geographical information is set forth in Note 1%to financial statements.

Segment 2009 % 2008 %
(Amounts in thousands)
Systems $ 7,98 1% $ 4,957 6%
Service and System Integrati 75,37C _90% 71,828 94%
Total Sales $83,351 100%  $76,78: 10C%
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Systems Segment
Products and Service:

The Systems segment’s MultiComputer systems utidoramodity hardware components that are complidtht wdustry standards and
open source software, and deliver a high-performahigh density, and low power consuming computérten to our customers. These
systems incorporate tens to hundreds of procesalbisterconnected by a very high-bandwidth netwdihey are specifically designed for
analysis of complex signals and images in teaé or in modeling and simulations. Typical corrgiignally intense applications requiring th
products include radar, sonar, command, contrehroanications, computers, intelligence, surveillarece reconnaissance ¢GSR) within the
defense market segment.

We utilize the most recent, currently availablehhiggrformance processor technology, large memdrgyatems, and high-bandwidth
networking components in the open hardware ardhiteof our MultiComputer systems. These systerasealable and easy to upgrade,
allowing for continuous insertion of the latesthrologies. To meet the demands of mission-criagglications, our MultiComputer systems
incorporate high-availability features to facilgatontinuous operation of the system. These featnobude instant booting from a cold start,
error-correcting memory, hot-swappable hardwartgreded environmental specifications, and builtali-test. These systems ship in a variety
of configurations ranging from small lab systemshvéis few as ten processors to multiple-chasstemsyswith over 400 processors.

Hardware Products

Our MultiComputer Division cluster computer systeans currently marketed under the brand name Rasil Introduced in 1997, tl
first generation of FastCluster products were reféto as the FastCluster 2000 SERIES. Based uyglustry standards, the 2000 SERIES
systems included a VME 6U form factor (the formtéadest suited for use in rugged applicationg,NMotorola™ G4 PowerPC RISC
processors with AltiVvec™ technology, high-speed mgmand Myrinet-2000™ cluster interconnect. The @SERIES product line is ideally
suited for use by customers in the aerospace dedskemarkets seeking Commercial-Off-The-Shelf (TG0 solutions to reduce costs and
ensure widespread availability. To remain compatjtour COTS solutions incorporate the latest itrgustandard technologies and minimize
the risks associated with proprietary solutions.

In fiscal year 2004, we introduced the StarGatell&le, a 2000 SERIES board-level component dedigpecifically for highspeed dai
acquisition. The StarGate bolstered our produaraffs in radar, sonar and surveillance DSP byighoy the rapid execution times that are
necessary for the complex signal processing demafrtttese applications. The StarGate 1/O bladetivadirst 2000 SERIES product to ben
from the increased performance provided by the 1@dinrola 7457 PowerPC microprocessors and rekaglthologies.

Also in 2004, the FastCluster product line was ackd with the addition of rugged system capabidlif@ blades and enclosures with the
introduction of the FastCluster 220R to our 200(REES product line. The FastCluster 220R introdugesw rugged chassis, specifically
designed to meet military standard (“MIL-STD") sg@mations for mission-critical, airborne defensgrams. The advanced packaging
maintained scalability to hundreds of processotslaveraged the latest Myrinet-2000 fiber clustgri@chnology for multi-chassis
configurations. This packaging offered better fa@tection, hot-swap capability, plug-in power dy@md blower assembly components for
improved serviceability, and addressed MIL-STD iegents for shock, vibration, and EMC/EMI.

Building upon the momentum of the 2000 SERIES, weoainced the next generation FastCluster produet the 3000 SERIES, in fisc
2006. The first prototype of a 3000 SERIES compomess shipped to a customer for evaluation purpivs&gptember 2007. This prototype
was successfully evaluated by the customer dursoglf2008, and we anticipate future orders ford386ries systems. The 3000 SERIES
product line is being designed to deliver perforoeathat is superior to our predecessor produdissection bandwidth and
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processing density while preserving absolute cedse at the application layer. The 3000 SERIESymtddche is targeting high performance
DSP, signal intelligence (“SIGINT”), radar, and somapplications in airborne, shipboard and unmarmeel vehicle (“UAV”) platforms

where space, power and cooling are at a premiurth Wgibuilt-in 10-Gigabit Ethernet technology, tBB@00 SERIES supports the United States
(“U.S.”) Government Department of Defense (“DODT$ion of “systems of systems” in which embeddedesys are not designed, deployed,
and used in isolation but rather in a cooperatiag.w

All of the products of the MultiComputer Divisiorifer the user a choice in selecting the systemnsoft best suited to their application
requirements. For customers wanting a lower cdstisa, our cluster computer systems are availalifle the open-source Linux operating
system and toolkit. Customer applications requirie@-time response have the option of purchasistems with the industry standard
VxWorks real-time operating system and TornadceNelopment tools suite.

All MultiComputer cluster computer systems uselibst of open systems software technologies, sunteasage passing interface
(“MPI1") software for interprocessor communicaticarsd the highly optimized industry standard mathaliles: Industry Standard Signal
Processing Library and Vector Signal and Image €ssiog Library. These libraries facilitate the depenent of truly portable code for
seamless reuse across applications, while takingradge of optimized performance on the PowerP@ adiiVec.

Markets, Marketing and Dependence on Certain Custorars
Aerospace & Defense Mark

We market our MultiComputer systems to the aerospad defense markets with emphasis on applicaténsring the analysis
complex signals such as sonar and radar. We digtriiur products in these markets as an origingipatent manufacturer (“OEM”) supplier
to system integrators, distributors, and value-ddésellers. In these markets, the supplier/custoel@tionship is viewed as a long-term
strategic partnership.

MultiComputer systems are sold primarily to prinatractors (serving as systems integrators) witiéndefense industry and are used in
sonar, radar, @ISR systems, simulators, and signal and image sisatpmputers. Customers in this market segmerd haijue requiremen
A prime contractor will typically incorporate ourgaucts into their own future product developmeartd, therefore, will need early access to
low-level, detailed technical specifications, ptgpe units, form, fit and function compatibility thiprevious products, long term product
availability and support. As a supplier in this ketr we recognize that there may be a significaatrant investment of time and resources in
building a business partnership. However, the tedithis partnership is a strong potential fordeterm revenue streams as products progress
from development phases into deployment.

Our cluster computing technologies that supportwioek centric warfare” and information exchangeeéal-time are becoming
increasingly significant to twenty-first centurylitdary operations. There has been steady growtieaf programs requiring signal/image
processing and analysis equipment as well as upgradexisting military programs. However, thea@éncy inherent in these technologies
reduces the number of systems required to achieveame results. Both new and upgraded prograrageegsubstantial investment in
development and evaluation before products depity/field use. The time from development to deplepinvaries based on the program;
however, it very often extends beyond twenty-foaniths. Looking forward to fiscal 2010 and beyonat, focus is to build interest in our 3000
SERIES multicomputers among our customers.

Competition

The Systems segment’s markets are very compet@ivstomer requirements coupled with advances imigogy drive our efforts to
continuously improve existing products and develep ones. Starting with Intel i860 microprocesamad in the SuperCards of the 1980s to
the Motorola PowerPCs with AltiVec processors ipmoated in the early FastCluster 2000 SERIES ated the addition of Linux open source
software, we have
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responded with product offerings that are vitalemaining competitive. Product development effartSscal year 2009 involved completing
and launching new enhancements to our 3000 SERi&®ipt line, with a focus on continuing to provioler defense customers with increased
processing capabilities based on the latest ingssandard technologies: VXS (VITA 41), multi-cqueocessors, FPGAs, and Myricom’s Myri-
10G high speed interconnect with 10 Gigabit Ethesneport.

Applications expertise, product innovation, stra@eghnical support, and dedicated customer serlic® as to compete favorably as a
provider of high-performance cluster computer syste

Aerospace & Defense Market

Our direct competitors in the aerospace and deferaket are Mercury Computer Inc., Curtis Wrightl @& E. Fanuc. Our indirect
competitors are the board manufacturers that sigeria the DSP segment of this market. In the pasinufacturers such as Emerson, HP,
IBM, and Dell participated in the low performanagment of the general-purpose computer and sirggedbcomputer market. Today, those
companies manufacture general-purpose computegrsgshcorporating multi-core processors and haggtiential to become formidable
competitors in compute intensive applications, saghadar and sonar. While our products are dedigneffer the best overall value in
combined performance, features, and price, we roapvercome the capabilities of larger companiesdidress the needs of the cost sensitive
customer, where price, as opposed to system peafore) size, and specialized packaging, is the pyifaator in the buying decision.

New companies enter the field periodically, angdasurcompanies with greater technical resourcesvar#teting organizations could
decide to compete in the future. The future groeftthis market depends upon continued growth iatsgjic partnerships and providing high
density and scalability in a compact, low powed anst effective package that can easily be intedreato OEM designs for high performance
computation. Since the majority of sales are tmprcontractors, the principal barrier to gaininghkeashare is the reluctance of established
users to redesign their product once it is in pobida. A key area of opportunity exists in desiginsvon new programs.

Manufacturing, Assembly and Testing

All MultiComputer systems are shipped to our custesdirectly from our plant in Billerica, Massachktis. Our manufacturing activitit
consist mainly of final assembly and testing ofigd circuit boards and systems that are desigper land fabricated by outside vendors.

Upon receipt of material by us from outside supplieur quality assurance technicians inspect prtsdand components. During
manufacture and assembly, both subassemblies ampleted systems are subjected to extensive te@tidgding burn-in and environmental
stress screening designed to minimize equipmeloréaat delivery and over its useful service Ifée also use diagnostic programs to detect
and isolate potential component failures. A compnsiive log is maintained of all past failures tonitar quality procedures and improve
design standards.

We provide a warranty covering defects arising frmoducts sold and service performed, which vdr@ms 90 days to one year,
depending upon the particular unit.
Customer Support

Our MultiComputer Division supports our customeithvielephone assistance, on-site service, syststaliation, training, and
education. We provide product support service dytire warranty period. Customers may purchase dgtesoftware and hardware
maintenance and on-site service contracts for stipeyond the warranty period.
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We offer training courses at our corporate headgtspr the customer site. Field and customer sesipport is provided by employees
located at our headquarters in Billerica, Massagtisigor Systems segment customers.

Sources and Availability of Raw Materials

Several components used in our Systems productsbéaaed from so-source suppliers. We are dependent on key venitter
Myricom, Inc. for our high-speed interconnect com@ots, Freescale Semiconductor, Inc. for our Po@gn®cessors and Wind River
Systems, Inc. for VxWorks operating system softwBrespite our dependence on these sole-sourceistgple do not consider the risk of
interruption of supply to be significant to meet puojected revenue requirements for the near tAitsa, all components used to build our new
3000 SERIES systems are currently available imalti manner.

Research and Development

For the year ended September 30, 2009, our expérrsesearch and development were approximately Bllion compared ti
approximately $2.2 million for fiscal year 2008.@enditures for research and development are exgerssthey are incurred. Our Systems
segment expects to continue to have substantigehifures related to the development of new harewwesducts and the software that enables
the hardware to function. Our Systems productsdavetlopment currently in process are intended tenekthe usefulness and marketability of
existing products and introduce new products ixisteng market segments, including the 3000 SERbESIuct line.

We do not have any patents that are material tdosiness.

Backlog

The backlog of customer orders and contracts irsirstems segment was approximately $4.1 millidBegttember 30, 2009 as compared
to $687 thousand at September 30, 2008. Our backiodluctuate greatly. These fluctuations canudretd the timing of receiving large orders
representing prime contractor purchases. It is @ggethat all of the customer orders in backlod shilp within the next twelve months.

Service and System Integration Segment
Products and Service:
Integration Solutions

Over the past several years, the business of auicBeand System Integration segment has evolvexy dxem selling our proprietary
process control and data acquisition (“PCDASmMputer systems, into becoming a systems integaatd VAR of integrated solutions includi
third-party hardware, software and technical coraputlated consulting services and managed serviaes state of the art NOC. Our value
proposition is our ability to integrate diverserthparty components together into a complete smiugind install the system at the customer site.

Third-Party Hardware and Software

Modcomp sells thir-party hardware and software products in the infdionaechnology market, with a strategic focus raduistry
standard servers, midrange data storage infragteuptoducts, unified communications and IT segurédrdware and software solutions, as
as computer networking equipment. Our key offerimgtude products from HP, Cisco Systems, Sun Migstems, IBM, Juniper Networks,
Hitachi, QLogic, Dell, Enterasys, Citrix, APC, EMQtel, VM Ware, Fortinet, Pillar, Microsoft and €tkpoint. Through our supplier
relationships with these vendors, we are ablefeer agbmpetitively priced best-of-breed
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products to meet our customers’ diverse technotagds, providing procurement and engineering eisedrt server infrastructure, storage,
security, unified communications and networkingthte small-to-medium sized businesses (“SMBs”), lange enterprise businesses (“LEBS”)
with complex IT environments. We offer our customarsingle point of contact for complex multi-ventexhnology purchases. Many of our
SMB customers have unique technology needs, andackyechnical purchasing expertise or have vienitéd IT engineering resources on
staff. We also provide installation, integratioogistical assistance and other value-added serthe¢ésustomers may require. Our current
customers are in education, telecommunicationdttheervices, distribution, financial services, fessional services, manufacturing and
entertainment industries. We target SMB and LEBamsrs across all industries.

Professional Services
We provide professional IT consulting serviceshia following areas:

» Maintenance and technical support both for -party products and proprietary Modcomp legacy PGygtem—hardware ani
software, operating system and user sug

« Implementation, integration, configuration and afisttion services.

» Enterprise security intrusion prevention, netwockess control and unified threat manager—Using thirc-party products fron
companies like Checkpoint, Juniper Networks and@Bystems, our services are designed to enswaesdaitirity and integrity
through the establishment of virtual private netwgoffirewalls and other technologic

» IT security compliance servic—We provide services for IT security compliance witirsonal privacy laws such as HIPAA ¢
corporate governance laws such as Sarl-Oxley.

» Unified communications, wireless and routing andtving solutions using Cisco Systems’ products senvices.

» Custom software applications and solutions devetprand suppc—We develop custom applications to customer spetifins
using industry standard platforms such as Microseft, Sharepoint, and Prince2 project managemeatak® a Microsoft Gold
Partner

* NOC managed IT services that include monitoringpréng and management of alerts for the resolwiot preventive general
and IT security support task

Markets, Marketing and Dependence on Certain Custorars

We are an IT systems integrator and computer haelard software VAR. We also provide technical mexwto achieve a val-add to
our customers. We operate within the VAR sales ohEnof major computer hardware and software OFimarily within the geographic
areas of our sales offices, and across the U.Sdiéde innovative IT solutions, including a myriaflinfrastructure products with customized
integration consulting services and managed ses\eneet the unique requirements of our custoritéesmarket the products we sell and
services we provide through various sales offioebé U.S., Germany, and the U.K. through our disates force (for a detailed list of our
locations, see Item 2 of this Form 10-K).

Competition

The primary competition in the Service and Systatadration segment are other VARSs, ranging fromliscaapanies that number in tl
thousands, to large enterprises such as CDW, P@ection, Insight, MoreDirect, Dimension Data, Béet8G and Computacenter. In
addition, we compete directly with many of the camies who manufacture the third-party productswesell including IBM, HP EMC,
Hitachi and others. In the network management,rigcand storage systems integration services legsinour competitors are extensive and
vary to a certain degree in each of the geographieskets, but they include such competitors asBi%, IBM and Cap Gemini.

8
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Nearly all of our product offerings are availaliedugh other channels. Favorable competitive fadimrthe Service and System
Integration segment include procurement capabipitgduct diversity allowing for delivery of compéeind custom solutions to our customers,
strength of key partner relationships with the m&JoOEMs, ability to supply unique and/or spedelil needs of the SMB and LEB markets,
strong knowledge of the IT products that we sdility to provide managed services through our N@@j the consulting integration services
required to design and install the custom solutibas fit our customers’ IT needs. Unfavorable cetitpve factors include low name
recognition, limited geographic coverage and pgcin

Backlog

The backlog of customer orders and contracts ®iSrvice and System Integration segment was ajppatedy $4.8 million at
September 30, 2009, as compared to $4.6 milli@eatember 30, 2008. Our backlog can fluctuate lgregtese fluctuations can be due to the
timing of receiving large orders for third- partsogucts and/or IT services. It is expected thadbhthe customer orders in backlog will ship
and/or be provided within the next twelve months.

Significant Customers

See Note 15 for detailed information regarding anmers which comprised 10% or more of consolida¢e#mues for the years ended
September 30, 2009 and 2008.

Employees

On September 30, 2009, we had approximately 15@ifio equivalent employees worldwide for our cditaied operations. None of ¢
employees are represented by a labor union anchd@d work stoppages. We consider relations witheouployees to be good.

Financial Information about Geographic Areas

Information regarding our sales by geographic arehpercentage of sales based on the locationitdhle products are shipped
services are rendered are in Note 15 of our cotest@ldl financial statements.

ltem 1A. Risk Factors
Factors that may Affect Future Performar

This document contains forwe-looking statements based on current expectatiatdrtiiolve a number of risks and uncertaint
Further, any forward-looking statement speaks aslpf the date on which such statement is madewanthdertake no obligation to update
any forward-looking statement to reflect eventsiccumstances after the date on which such stateimemade. As it is not possible to predict
every new factor that may emerge, forward-lookitegesnents should not be relied upon as a predidfi@ctual future financial condition or
results. In response to competitive pressureswrpreduct introductions, we may take certain pigoim marketing actions that could adversely
affect our operating results. In addition, chanigethe products and services mix may cause fluinatin our gross margin. Due to the
potential quarterly fluctuations in operating résuve believe that quarter-tprarter comparisons of our results of operatioasat necessari
an indicator of future performance.

Markets for our products and services are chaiaetkby rapidly changing technology, new produttdductions and short product life
cycles. These changes can adversely affect oundssiand operating results. Our success will deppad our ability to enhance our existing
products and services and to develop and introdhrce, timely and cost effective basis, new prodtias keep pace with technological
developments and address increasing customer ezgerts. The inability to meet these demands calidraely affect our business and
operating results.
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We Depend on a Small Number of Customers for aftggm Portion of our Revenue and Loss of any Gungtr Could Significantly Affect
the Business

We are dependent on a small number of customeeslfige portion of our revenues. Both the SystantsService and System
Integration segments are reliant upon a small nurobsignificant customers, the loss of any ongbich could have a material adverse effect
on our business. A significant diminution in théesao or loss of any of our major customers wdwdde a material adverse effect on our
business, financial condition and results of openat In addition, our revenues are largely depathdpon the ability of our customers to have
continued growth or need for services or to develog sell products that incorporate our productsabsurance can be given that our
customers will not experience financial or othdficlilties that could adversely affect their opé&as and, in turn, our results of operations.

We Depend on Defense Business for a SignificanuAtmd our Revenue and the Loss or Decline of Exjsir Future Defense Business
Could Adversely Affect our Financial Results

Sales of our products and services to the defelaskanaccounted for approximately 9% and 6% ofcamsolidated revenues and 99%
and 98% of the Systems segment sales for the figeas ended September 30, 2009 and 2008, respigcfReductions in government
spending on programs that incorporate our proctmitd have a material adverse effect on our busjrfamncial condition and results of
operations. Moreover, our subcontracts are subgespecial risks, such as:

» delays in funding;

» ability of the government agency to unilaterallyméate the prime contrac

» reduction or modification in the event of changegavernment policies or as the result of budgetanstraints or political changes;
* increased or unexpected costs under fixed pricgacs; and

» other factors that are not under our cont

In addition, consolidation among defense industmytiactors has resulted in fewer contractors witlidased bargaining power relative to
our bargaining power. No assurance can be givdrstith increased bargaining power will not adveraéfiect our business, financial condit
or results of operations in the future.

Changes in government administration, as well angés in the geo-political environment such astireent “War on Terrorism,” can
have significant impact on defense spending pigsriand the efficient handling of routine contrattmatters. Such changes could have a
negative impact on our business, financial condjtar results of operations in the future.

We Face Competition That Could Adversely AffectSales and Profitability

The markets for our products are highly competitine are characterized by rapidly changing tectgylfsrequent product performan
improvements and evolving industry standards. Dudé rapidly changing nature of technology, newpetitors may emerge of which we
have no current awareness. Competitors may be@lbliéer more attractive pricing or develop produtttat could offer performance features
that are superior to our products, resulting irucedi demand for our products. Such competitorsicloave a negative impact on our ability to
win future business opportunities. There can bassurance that a new competitor will not attempieioetrate the various markets for our
products and services. Their entry into market®hisally targeted by us may have a material adveffect on our business, financial condi
and results of operations.

Slowdown in the Economy Can Affect our RevenudPaofitability

The uncertainty regarding the growth rate of thelewide economies has caused companies to redpildavestment and this may
cause further reduction of demand for our prodant services. These reductions have been parlicgkarere in the electronics and
technology industries.
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Our Operating Results May Fluctuate Significantly

Our operating results have fluctuated widely omarterly and annual basis during the last severats; and we expect to experie
significant fluctuations in future operating resulMany factors, some of which are beyond our cbnirave contributed to these fluctuations in
the past and may continue to do so. Such factofsde:

» sales in relatively large dollar amounts to a reédy small number of customel
» competitive pricing programs and volume discounts;

* loss of customers;

» market acceptance of our produc

* product obsolescence;

» general economic condition

» change in the mix of products sold;

» obtaining or failure to obtain design wins for sfgrant customer system
» timing of significant orders;

» delays in completion of internal product developbyEojects;

» delays in shipping our products;

» delays in acceptance testing by custorr

» production delays due to quality programs with outsed components;
» shortages of componen

» timing of product line transitions;

» declines of revenues from previous generationgadyrcts following announcement of replacement petgluontaining more advar
technology; ant

» fixed nature of our expenditures on personnellifees and marketing program

We believe that period-to-period comparisons ofresults of operations will not necessarily be niregliul and should not be relied upon
as indicative of our future performance. It is gassible that in some periods, our operating tesndy be below the expectations of securities
analysts and investors. In such circumstanceqribe of our common stock may decline.

We Rely on Single Sources for Supply of Certainfom@nts and our Business may be Seriously Harmad Supply of any of These
Components or Other Components is Disrupted

Several components used in our Systems productaiarently obtained from sc-source suppliers. We are dependent on key venittel
Myricom, Inc. as well as Freescale Semiconductuar, (“Freescale”) for many of our PowerPC line ofgessors. Generally, suppliers may
terminate their purchase order with us without eayson 30-days notice and may cease offering ptedoas upon 180-days notice. If
Myricom of Freescale were to limit or reduce thkesd such components to us, or if these or otbergonent suppliers to us, some of which
are small companies, were to experience finandifitulties or other problems which prevented thom supplying us with the necessary
components, such events could have a material seleffect on our business, financial condition eestilts of operations. These sole source
and other suppliers are each subject to qualityp@nfbrmance issues, materials shortages, excesande reduction in capacity and other
factors that may disrupt the flow of goods to uswar customers, which thereby may adversely affactusiness and customer relationships.
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We have no guaranteed supply arrangements witsuppliers and there can be no assurance that ppliets will continue to meet our
requirements. If our supply arrangements are inpted, there can be no assurance that we woultllbeéafind another supplier on a timely or
satisfactory basis. Any shortage or interruptiothia supply of any of the components used in oodyxcts, or the inability to procure these
components from alternate sources on acceptalbiesteould have a material adverse effect on ounbss, financial condition and results of
operations. There can be no assurance that sewvatages of components will not occur in the fut®each shortages could increase the cost or
delay the shipment of our products, which couldehawmaterial adverse effect on our business, finhooendition and results of operations.
Significant increases in the prices of these coreptsmwould also materially adversely affect ouaficial performance since we may not be
able to adjust product pricing to reflect the iras® in component costs. We could incur set-up eogtglelays in manufacturing should it
become necessary to replace any key vendors duerkostoppages, shipping delays, financial diffiied or other factors and, under certain
circumstances, these costs and delays could henateaial adverse effect on our business, finargabition and results of operations.

We Depend on Key Personnel and Skilled Employa§are Competition in Hiring and Retaining QualifiEmployees

We are largely dependent upon the skills and effofriour senior management, managerial, salesezihaital employees. None of ¢
senior management personnel except Alex LupiraitiChief Executive Officer, or other key employees subject to any employment
contracts which require services for a period mti The loss of services of any of our executivestioer key personnel could have a material
adverse effect on our business, financial conditiod results of operations. Our future successdeijtlend to a significant extent on our ability
to attract, train, motivate and retain highly sdlltechnical professionals. Our ability to maintaivd renew existing engagements and obtain
new business depends, in large part, on our abdihjre and retain technical personnel with thilssthat keep pace with continuing change
industry standards and technologies. The inalibitiire additional qualified personnel could impairr ability to satisfy our growing client
base, requiring an increase in the level of respditg for both existing and new personnel. Theen be no assurance that we will be
successful in retaining current or future employees

Our International Operations are Subject to a NumdsieRisks

We market and sell our products in certain inteomatl markets, and we have established operatiotisei U.K. and Germany. Foreign-
based revenue is determined based on the locatiwhith the product is shipped or services areesrd] and represented 36% and 51% of
total revenue for the fiscal years ended Septei®d®e2009 and 2008, respectively. If revenues gémetay foreign activities are not adequate
to offset the expense of establishing and mainigittiese foreign subsidiaries and activities, asiress, financial condition and results of
operations could be materially adversely affechecddition, there are certain risks inherent angacting business internationally, such as
changes in applicable laws and regulatory requirgmexport and import restrictions, export corgmalating to technology, tariffs and other
trade barriers, less favorable operations, longgment cycles, problems in collecting accountsivatxde, political instability, fluctuations in
currency exchange rates, expatriation controlsparential adverse tax consequences, any of whicld @dversely impact the success of our
international activities. A portion of our revenwse from sales to foreign entities, including fgregovernments, which are primarily paid in
the form of foreign currencies. There can be nor@sge that one or more of such factors will nateha material adverse effect on our future
international activities and, consequently, onlousiness, financial condition or results of operadi

Our business could be adversely impacted if we dafieiencies in our disclosure controls and prasess or internal control over financial
reporting.

Effective internal control over financial reportiagd disclosure controls and procedures are negdssarder for us to provide reliab
financial and other reports and effectively previeatid. These types of controls are designed tuigeareasonable assurance regarding the
reliability of financial reporting and the proper
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preparation of our financial statements, as wetkegsrding the timely reporting of material infotioa. If we cannot maintain effective interr
control or disclosure controls and procedures rovide reliable financial or Securities and Excha@pmmission (“SEC”) reports or prevent
fraud, investors may lose confidence in our repbfigancial information, our common stock coulddubject to delisting on the stock excha
where it is traded, our operating results and itaging price of our common stock could suffer, ardmight become subject to litigation.

While our management will continue to review thiefiveness of our internal control over financigborting and disclosure controls ¢
procedures, there is no assurance that our disel@suntrols and procedures or our internal cortvelr financial reporting will be effective in
accomplishing all control objectives, including threvention and detection of fraud, all of the time

To be Successful, We Must Respond to the Rapidgésam Technology

Our future success will depend in part on our Bbibh enhance our current products and to devedwp products on a timely and cost-
effective basis in order to respond to technoldgieaelopments and changing customer needs. Tleasieimarket, in particular, demands
constant technological improvements as a meanaiofrng military advantage. Military planners histally have funded significantly more
design projects than actual deployments of newpgent, and those systems that are deployed tecmhtain the components of the
subcontractors selected to participate in the degsigcess. In order to participate in the designesf defense electronics systems, we must be
able to demonstrate our ability to deliver supetgmhnological performance on a timely and costatife basis. There can be no assurance tha
we will be able to secure an adequate number @fdefelectronics design wins in the future, thatttuipment in which our products are
intended to function eventually will be deployedtie field, or that our products will be includedsuch equipment if it is eventually deployed.

The designin process is typically lengthy and expensive, #irele can be no assurance that we will be ableritraie to meet the prodi
specifications of our customers in a timely andoa@ge manner. In addition, if we fail to anticipateto respond adequately to changes in
technology and customer preferences, or if theamyssignificant delay in product developmentsndraductions, this could have a material
adverse effect on our business, financial conditiod results of operations, including the riskrafantory obsolescence. Because of the
complexity of our products, we have experienceaykefrom time to time in completing products orngetly basis. If we are unable to design,
develop or introduce competitive new products dimaly basis, our future operating results wouldabgersely affected. There can be no
assurance that we will be successful in developig products or enhancing our existing producta timely or cost-effective basis, or that
such new products or product enhancements willeaehinarket acceptance.

We Need to Continue to Expend Resources on Resaadddevelopment Efforts to Meet the Needs of austd@ners

The industry in which our Systems segment compstesaracterized by the need for continued investrimeresearch and development.
If we fail to invest sufficiently in research andwilopment, our products could become less atiatti potential customers, and our business
and financial condition could be materially advérsedfected. As a result of our need to maintaiinarease our spending levels in this area
the difficulty in reducing costs associated witkgarch and development, our operating results dmildaterially harmed if our revenues fall
below expectations. In addition, as a result of EZSEdbmmitment to invest in research and developyrepending as a percent of revenues may
fluctuate in the future.
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We May be Unable to Successfully Integrate Acqpiist

In order to achieve strategic objectives to mamgaid grow our market position, we may have a needquire or make investments
complementary companies, products or technologieguisitions may pose risks to our operations,udiig:

problems and increased costs in connection witlintiegration of the personnel, operations, techgielor products of the acquir
companies

unanticipated costs;
diversion of manageme’s attention from our core busine
adverse effects on business relationships withlgrpmnd customers and those of the acquired coypa

acquired assets becoming impaired as a resultbhteal advancements or wo-thar-expected performance by the acqui
company;

entering markets in which we have no, or limitedipipexperience; and

potential loss of key employees, particularly thoSthe acquired organizatio

In addition, in connection with any acquisitionsimrestments we could:

issue stock that would dilute existing sharehol' percentage of ownershi

incur debt and assume liabilities;

obtain financing on unfavorable tern

incur amortization expenses related to acquireghigible assets or incur large and immediate wiff-0

incur large expenditures related to office closufthe acquired companies, including costs redatintermination of employees a
leasehold improvement charges relating to vacdlingacquired compan’ premises; an

reduce the cash that would otherwise be availablertd operations or to use for other purpo

The failure to successfully integrate any acquisitdr for acquisitions to yield expected resultymagatively impact our financial
condition and operating results. Any resulting imnp&nt of goodwill would have a negative effectresults of operations.

Our Stock Price May Continue to be Volatile

Historically, the market for technology stocks lhagen extremely volatile. Our common stock has é&peed, and may continue to
experience, substantial price volatility. The faliog factors could cause the market price of ounigmn stock to fluctuate significantly:

loss of a major custome

loss of a major supplier;

the addition or departure of key personi

variations in our quarterly operating results;

announcements by us or our competitors of significantracts, new products or product enhancem
acquisitions, distribution partnerships, joint waefs or capital commitments;

regulatory change:
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» sales of our common stock or other securities énftibure;
» changes in market valuations of technology comzaied

» fluctuations in stock market prices and volun

In addition, the stock market in general, and tHSBAQ Global Market and technology companies irtipatar, have experienced
extreme price and volume fluctuations that haverofieen unrelated or disproportionate to the ojperaerformance of such companies. Tt
broad market and industry factors may materiallyeasely affect the market price of our common stoelardless of our actual operating
performance. In the past, following periods of vty in the market price of a company’s secustisecurities class action litigation has often
been instituted against such companies.

ltem 2. Properties

Listed below are our principal facilities as of Sapber 30, 2009. Management considers all faglitsted below to be suitable for t
purpose(s) for which they are used, including maatufring, research and development, sales, magkesarvice, and administration.

Owned or Approximate
Location Principal Use Leased Floor Area
Systems Segment Properties
CSP Inc. Corporate Headquarte Leasec 21,500 S.F
43 Manning Roau Manufacturing, Sale:
Billerica, MA Marketing, anc
Administration
Service and Systems Integration Segment Propertie
Modcomp, Inc. Division Headquarter Leasec 21,450 S.F
1500 N. Powerline Ros Sales, Marketing, an
Deerfield Beach, FI Administration
Modcomp, Inc. Sales, Marketing and Servi Leasec 3,083 S.F
9155 South Dadeland Blvd, Suite 14
Miami, FL
Modular Computer Systems Gmt Sales, Marketing, Servic Leasec 12,191 S.F
Oska-Jage-Strasse 12-143 and Administratior
D-50825 Koln
Germany
Modcomp, Ltd. Sales, Marketing, an Leasec 2,490 S.F
12a Oaklands Business Park, Fishponds F Administration

Wokingham Berkshir
United Kingdom

Modcomp Systemhaus Gmt Sales, Marketing and Servi Leasec 2,819S.F
Gartenstr. 2-27
D-61352 Bad Hombur
Germany

Item 3. Legal Proceeding:

We are currently not a party to any material lgggaceedings.

ltem 4. Submission of Matters to a Vote of Security Hold¢
No matters were submitted for a vote of securitigléxs during our fiscal quarter ended Septembef309.
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PART Il

ltem 5. Market for Registran’s Common Equity, Related Stockholder Matters anduer Purchases of Equity Securiti¢

Market information  Our common stock is traded on the Nasdaq GMhbaaket under the symbol CSPI. The following taptevides
the high and low sales prices of our common stacleported on the Nasdag Global Market for theoplsrindicated.

2009 2008

Fiscal Year: High Low High Low

1st Quarte $5.27 $1.51 $9.1€ $6.1¢
2nd Quarte 3.9C 2.5C 7.6C 5.4:
3rd Quartel 3.74 2.5t 6.3( 5.5
4th Quarte! 4.2t 3.3¢ 6.3 4.7¢

Stockholders We had approximately 87 holders of recordwf@ammon stock as of December 18, 2009. This numhes not include
stockholders for whom shares were held in a “nomiie “street” name. We believe the number of bem@fowners of our shares of common
stock (including shares held in street name) dtdhte was approximately 1,400.

Dividends. We have never paid any cash dividends on onmaon stock. Our present policy is to retain easito finance expansion
and growth, and no change in the policy is antieiga

Share Repurchase Plans.The following table provides information witbspect to shares of our common stock that we repeed
during the year ended September 30, 2009:

Maximum number of
Total Number of Shares
Shares that May

Purchased as Yet Be
Total Number of Average Price Part of Publicly Purchased Under
Month Ended Shares Purchase Paid per Share Announced Plans (1) the Plans
October 31, 200 9,80¢ $ 3.92 9,80t
November 30, 200 17,08¢ 3.17 17,08¢
December 31, 200 45,02: 2.7 45,021
January 31, 200 59,60¢ 3.07 59,60¢
February 28, 200 139,78: 3.1¢ 139,78
March 31, 200¢ 15,20¢ 2.7¢ 15,20¢
April 30, 2009 18,30( 2.82 18,30(
May 31, 200¢ — — —
June 30, 200 — — —
July 31, 200¢ — — —
August 31, 200! — — —
September 30, 20( — — —
Total 304,81 $ 3.0¢ 304,81: 240,04

(1) All shares were purchased under publicly annoumptaas. For additional information about these pplannounced plans please refe
Note 14 of our audited financial stateme!
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ltem 7. Managemen’s Discussion and Analysis of Financial Condition drkResults of Operation

The discussion below contains certain forv-looking statements related to statements concefninge revenues and future busin
plans. Actual results may vary from those contaiimeslich forward-looking statements.

Overview of Fiscal 2009 Results of Operations
CSP Inc. operates in two segmel

* Systems—the Systems segment consists of our Multgtiter Division which designs, develops and martufas signal processing
computer platforms that are used primarily in raijt applications and the process control and dagaisition (“PCDA”) proprietary
hardware business of our Modcomp subsidi

» Service and System Integration—the Service ande8y#itegration segment includes the computer systeraintenance and
integration services and th-party computer hardware and software products kases of our Modcomp subsidia

Highlights include:

* Revenue increased by approximately $6.6 millior9%y, to $83.4 million for the year ended Septen@ikr2009 versus $76.8 millic
for the year ended September 30, 2(

» Operating loss increased by approximately $3.5anillor 240%, to an operating loss of approxima$lyd million for the yea
ended September 30, 2009 versus an operating l@gpmximately $1.5 million for the year ended @®epber 30, 200¢

* Netloss increased by approximately $3.4 million829%, to a net loss of approximately $3.8 millfonthe year ende
September 30, 2009 versus a net loss of approxXiyr4€7 thousand for the year ended September(BIS.

* A non-cash goodwill impairment charge was taken in fi209 for $3.9 million which was the total valuegwiodwill on the
Company’s balance sheet prior to the impairmentgghal his goodwill impairment charge was a sigmificfactor in the increase in
net loss for fiscal 2009 versus fiscal 2008, howeggig not impact cash flov

» Net cash provided by operating activities was apipnately $3.4 million for the year ended Septen®@r2009 compared to net ce
used by operations of $280 thousand for the yede@®September 30, 20(

The increase in revenues of $6.6 million was duedreased revenues in our Systems segment whesrues were up by approximately
$3.0 million and increased revenues in the SeraimkSystem Integration segment where revenuesupelg approximately $3.6 million
versus the year ended September 30, 2008.

Also, in fiscal 2009, we were engaged in significasearch and development efforts in the Systement making significant progress
with on-going development of our newest produat lithe Fast Cluster Series 3000, which is desitmedovide what we believe is the most
advanced interconnect technology available todag. 3000 SERIES is expected to provide our customignsanother state-of-the-art, fully
ruggedized open source system, which will be e&deantour future growth opportunities.

We expect Systems segment revenues for fiscal3@&d to exceed fiscal year 2009 revenues. We expdnefit from followen order:
from existing programs that include high-marginatbigs as we continue to advance our Fast Clugee$3000 technology.
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Revenues in the Service and System Integration eegfor fiscal 2009 were $75.4 million versus fis2a08 revenues of $71.8 million.
The U.S. operations of this segment experiencexgtsales growth in fiscal 2009 of $12.4 milliorB%%6 increase over fiscal year 2008. This
growth was due to (i) revenues from the acquisiibR2 Technology Services, Inc. (“R2") on Septemd®&, 2008, which accounted for
approximately $5.4 million of the increase andiigreases in sales to a number of the divisicargdst customers. Offsetting the growth in the
U.S. operation, revenues declined in the Europganations (Germany and the U.K.) of the segmenti$oal year 2009 versus fiscal 2008 by
approximately $8.8 million, or 25%. The decline vaa® primarily to the economic recession in Eunggseilting in an overall decline in large
orders in fiscal 2009 compared with fiscal 2008 rthe division’s largest customers, plus the faregchange impact of the stronger U.S.
dollar in fiscal 2009 versus fiscal 2008. Salesuwnd in Europe in constant dollars was down apprateiy $5.6 million and the foreign
exchange impact accounted for approximately $3Ikomiof the decline in sales in Europe.

Based on the current economic environment, we tglananage the Service and System Integration segmssaming relatively weak
demand in fiscal 2010. We plan to focus our attenéind resources on higher-margin business and fia@ylow margin business as we move
forward. While this may put pressure on sales gnawtfiscal 2010, we believe this strategy will alerate profitable growth for the long term.

The following table sets forth certain informatiahich is based on data from our Consolidated Statgsnof Operations:

Percentage of sale Period to Period
Fiscal year ended Septembe Dollar increase (decreas¢
2009 2008 2009 compared to 2008
(Dollar amounts in thousands)

Sales 100.(% 100.(% $ 6,57¢
Costs and expense

Cost of sale: 82.1% 81.8% 5,62

Engineering and developme 2.2% 2.8% (201)

Selling, general and administrati 16.£% 17.%% 69C

Impairment on goodwil 4.7% — % 3,941

Total costs and expens 105.9% 101.9% 10,05

Operating income (lost (5.9% (1.99% (3,47¢)

Other income — % 0.8% (610)

Income (loss) before income tax (5.9% (1.1)% (4,089

Income tax expense (benel (1.9% (0.6)% (712

Net income (loss (4.5)% (0.5% $ (3,37¢)

Results of Operations—2009 Compared to 2008

For the fiscal year ended September 30, 2009 sate=ased to $83.4 million, compared to $76.8 onillfor fiscal year ende
September 30, 2008. The net loss for the year eBdptember 30, 2009 was $3.8 million, or $1.05ddleted share compared with a net los
$407 thousand, or $0.11 per diluted share for figear ended September 30, 2008.
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Revenue
The following table details the Compé's sales by geographical region for fiscal yeardeSeper 30, 2009 and 20C

For the Year Ended

September 3C September 3C
$ Increase % Increase
2009 % 2008 %

(Dollar amounts in thousands) (Decrease (Decrease
Americas $ 53,74¢ 64% $ 37,330 49% $16,41! 44%
Europe 27,387  33% 3599: 4% (8,60%) (24)%
Asia Pacific 222: 3% 345 4% (1,23)) (36)%
Totals $ 83,351 ﬁ% $ 76,78: g% $ 6,57¢ 9%

The increase in Americas revenue for the year eSagdember 30, 2009 versus the year ended Sept@dh2008 was the result of the
increase in Systems segment sales to U.S. custavhé@k increased by approximately $3.1 million plbe increase in revenues of the U.S.
division of the Service and System Integration seginio North American customers, which increasedpgroximately $13.3 million. The
decrease shown above in sales to Europe was plgrttzgiresult of lower sales from the German anid.divisions of the Service and System
Integration segment, where sales in Europe deatdasapproximately $8.1 million and $802 thousamedpectively. The impact of the
fluctuation of the U.S. Dollar versus the Euro éimel Great Britain Pound (“GBP”) accounted for apirmately $2.7 million from the German
division and $600 thousand from the U.K. divisicespectively, of the total decreases in sales tofgifrom these divisions, referred to
previously. Offsetting the decreases in sales tojfieifrom the European divisions, sales to Europa the U.S. division of the Service and
Systems Integration segment increased by approgiy$283 thousand. The decreased Asia Pacific sades primarily the result of a decre.
in sales to Asia Pacific from the U.S. divisiontloé Service and Systems Integration segment obappately $1.2 million.

The Company'’s sales by geographic area are basedthe location of where the products were shippeskrvices rendered.

The following table details the Company’s salespiarducts and services by operating segment fofigbal years ended September 30,
2009 and 2008:

Service anc
System % of
System: Integration Total Total

(Dollar amounts in thousands)
2009
Product $6,05¢ $ 61,18: $67,231 81%
Services 1,932 14,18¢ 16,12( 19%
Total $7,98i $ 75,37( $83,35 100%
% of Total 10% 90% 10C%
2008
Product $4,63: $ 55,67( $60,30: 79%
Services 324 16,15¢ 16,47¢ 21%
Total $4,95' $ 71,82¢ $76,78: 100%
% of Total 6% 94% 10C%
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Service anc
%
System Increase
System: Integration Total (Decrease

(Dollar amounts in thousands)
Increase (Decrease

Product $1,42: $ 5,517 $6,93¢ 11%
Services 1,60¢ (1,967 (359 (2)%
Total $3,03( $ 3,54t $6,57¢ 9%
% Increast 61% 5% 9%

Total revenues were $83.4 million for the year ehSeptember 30, 2009 versus $76.8 million for tharynded September 30, 2008 for
an increase of approximately $6.6 million, or 9%pfoximately $3.0 million of this increase was e ISystems segment and approximately
$3.6 million of the increase was from the Servind 8ystem Integration segment.

A significant factor impacting the fluctuation iotal revenues, year over year, was the currendyasge rate fluctuation of the stronger
U.S. Dollar versus both the GBP in the U.K. andHElueo in Germany for the year ended September @0 2ersus the prior year ended
September 30, 2008. This currency exchange fluctuaegatively impacted the current fiscal yearerawes when comparing to the prior fiscal
yearby approximately $3.3 million.

Product revenues for fiscal 2009 increased by aqmately $6.9 million, while service revenue deaed by approximately $359
thousand, versus fiscal 2008. Systems segment groelienue increased by approximately $1.4 millidrile Service and System Integration
segment product revenue increased by approxim&&es/million.

The $1.4 million increase in the Systems segmeodymt revenue was primarily due to increased prosiales to Lockheed Martin which
increased by approximately $1.6 million and a daseein sales to General Dynamics of approximate8b$housand.

The $5.5 million increase in the Service and Sydigegration segment product revenue was due ®&i1ar8 million increase in
shipments of third-party products from the U.S.islan of the segment, due mainly to an increasalas to the U.S. division’s four largest
customers, which accounted for approximately $h@lBon of the increase plus product sales of agpnately $4.4 million from the
acquisition of R2, offset by a net decrease insstdaall other customers of approximately $2.9iomll R2 was acquired in late September of
2008, hence the year ended September 30, 200&lettho sales from R2. Offsetting the increase fiteenU.S. division, product sales of the
segment’s German division decreased by approxign&&Hl million, due to a decrease in sales volurhlvaccounted for approximately $4.7
million, and an unfavorable exchange rate flucturatf the Euro versus the U.S. Dollar which accedrbr approximately $1.7 million of the
decrease. The decrease in product sales volumetifirm@erman division of $4.7 million was due to de®nomic and technology sector
slowdown which resulted in lower sales volume freeweral of the division’s largest customers, intigda cable and internet service provider
and a large German systems integrator. In the tiision, product sales increased by approximaéfy3 thousand due to a product order for
a customer acquired from the R2 acquisition.

Service revenues decreased by approximately $2&&#md. Service revenues in the Systems segmeeagadl by approximately $1.6
million due to royalty revenues from Lockheed Mayrtivhile service revenues in the Service and Systéagration segment for fiscal year
2009 decreased by approximately $2.0 million coragao fiscal 2008.

The decrease in Service and System Integration eseiggervice revenue was driven by lower servicemaes from the segmestGerma
and U.K. divisions which decreased by approxima$dlyr million and $900 thousand, respectively; \wfaecnounted to an aggregate decrease
from the European subsidiaries of
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approximately $2.6 million. This decrease from Eheopean subsidiaries was driven, in large parthbyunfavorable exchange rate
fluctuations of the Euro and GBP versus the U.Slabavhich accounted for approximately $1.5 milliohthe decrease and a decrease in sales
volume which accounted for approximately $1.1 moiiliof the decrease. This decrease in service reveslume from the German and U.K.
divisions was due to the economic and technologtosslowdown which resulted in lower sales voluinoen several of the segment’s largest
customers in Germany, including a cable and inteservice provider and a large German systemsriateqg In the U.S. division of the Service
and System Integration segment, service revenuedned by approximately $672 thousand, which redydtimarily from R2 which the
Company acquired on September 25, 2008. R2 gede$até million in service revenues for year endegt&mber 30, 2009. Offsetting this
increase, services revenues decreased in the legaayess of the U.S. division of the segment hyraximately $402 thousand due primarily

to a lower volume of maintenance contracts foryiar ended September 30, 2009 versus the year Ssieember 30, 2008.

Cost of Sales, Gross Profit and Gross Margins
The following table details our cost of sales bei@ing segment for fiscal years ended Septemhe2(E® and 2008:

Service anc
system
Systems integration Total
(Dollar amounts in thousands)
2009
Cost of Sales
Product $3,13¢ $ 53,47¢ $56,60¢
Services 142 11,65¢ 11,797
Total 3,271 65,12¢ 68,40¢
% of Total 5% 95% 10C%
% of sales 41% 86% 82%
Gross Profit:
Product $2,921 $ 7,707 $10,62¢
Services 1,78¢ 2,53¢ 4,32:
Total 4,71C 10,24: 14,95
% of Total 32% 68% 10C%
Gross Margins
Prodl?cl 48% 13% 16%
Services 93% 18% 27%
Total 59% 14% 18%
2008
Cost of Sales
Product $2,91¢ $ 47,39t $50,311
Services 10¢ 12,36: 12,47:
Total 3,02t 59,75¢ 62,78
% of Total 5% 95% 10C%
% of sales 61% 83% 82%
Gross Profit:
Product $1,717 $ 8,27 $ 9,992
Services 21E 3,792 4,007
Total 1,93 12,067 13,99¢
% of Total 14% 86% 10C%
Gross Margins
Prodl?cl 37% 15% 17%
Services 66% 23% 24%
Total 39% 17% 18%
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Service anc

system
System: integration Total
(Dollar amounts in thousands)
Increase (Decrease
Cost of Sales

Product $ 21¢ $ 6,08( $6,29¢
Services 34 (709 (675
Total 252 5,371 5,62%
% increast 8% 9% 9%
% of Sales (20)% 3% — %
Gross Profit:
Product $1,20¢ $ (56§ $ 63€
Services 1,57¢ (1,259 31€
Total 2,77¢ (1,82¢) 952
% Increase (decreas 144% (19)% 7%
Change in Gross Margin percentac
Product 11% (2% (D)%
Services 27% B)% 3%
Total 2C% (3)% — %

Total cost of sales increased by approximately #ilfon for the fiscal year ended September 3@M2Mmver the fiscal year ended
September 30, 2008, to $68.4 million, up from $6&iBion in the prior fiscal year. The increaseciost of sales was the result of the increa:s
sales referred to above. The gross margin percemtag 18% for both years ended September 30, 2609G08.

The Systems segment gross margin increased fromf@9&te year ended September 30, 2008 to 59%hfoyear ended September 30,
2009, and was due primarily to approximately $1liion in royalty income realized in the year endeeptember 30, 2009. No royalty income
was realized in the year ended September 30, 20G@&e royalty sales to Lockheed Martin carry nd obsales.

Gross profit margins for the Service and Systeradrdtion segment decreased from 17% for the yetedeB8eptember 30, 2008 to 14%
for the year ended September 30, 2009. This dexreas due to downward pressure on profit margissltiag from the global economic
recession in fiscal 2009. In addition, the yearesh8eptember 30, 2009 included sales of approxiynde3 million with zero gross margin
because of a pricing dispute that was settled arih of the segment’s largest vendors. The combinati the increase in gross margin in the
Systems segment, offset by the decrease in groggmia the Service and System Integration segnmrestjlted in the aggregate gross margin
remaining unchanged when comparing fiscal 200%st@mf 2008.

Gross profit increased by approximately $952 thndssomparing the year ended September 30, 200 tpetar ended September 30,
2008, due to the overall increase in sales volueserbed above.
Engineering and Development Expenses

The following table details engineering and deveiept expenses by operating segment for fiscal yevadted September 30, 2009 and
2008:

% of % of

2009 Total 2008 Total $ Decreas % Decreast
(Dollar amounts in thousands)

By Operating Segment:

Systems $1,97C 10(%  $2,171 10% $ (20)) (9)%
Service and System Integrati — —% — —% — — %
Total $1,97C  100%  $2,171 10(% $_(200) (9)%
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Engineering and development expenses decreasealldwenpproximately $201 thousand, or 9%, in fi209 compared to 2008. The
decrease was primarily due to less research arela@aent in the Systems segment related to the SERIES product line.

Selling, General and Administrative

The following table details selling, general andhastrative “SG&A”) expense by operating segment for fiscal years er
September 30, 2009 and 2008:

% of % of $ Increase % Increase

2009 Total 2008 Total (Decrease (Decrease
(Dollar amounts in thousands)

By Operating Segment:

Systems $ 3,367 2%  $ 3,48t 26% $ (11§ (3)%
Service and System Integrati 10,60:  76% 9,79¢ _74% 80¢€ 8%
Total $13,96¢ 10C%  $13,27¢ 10C% $ 69C 5%

Overall, selling, general and administrative castseased by approximately $690 thousand, or 5%sdéal 2009 compared to 2008. The
$118 thousand decrease in the Systems segment 2®gaxnses was the result of lower consulting exgeos$94 thousand, lower pension
costs of $96 thousand and lower audit expense @ti$gusand. These decreases were offset by higbentive compensation expenses
(bonuses and commissions) of approximately $11asghod, due to the higher sales volume and operathagne in the Systems segment.

The $808 thousand increase in the Service and iByistegration segment SG&A expenses was the refalt increase of approximately
$1.8 million in the U.S. division, of which $1.6 liion was from the acquisition of R2, approximat&§7 thousand was due to increased bad
debt expense and approximately $113 thousand wadamortization of intangibles from the R2 acijigis. Offsetting the increase in SG&A
expense in the U.S., SG&A in the European divisidesreased on a constant dollar basis by approgiyn®470 thousand due to lower
marketing expenses, salaries, wages and beneéhegp. Foreign exchange rate fluctuation due tettbager U.S. Dollar versus the GBP and
the Euro accounted for approximately $540 thousamttcreased SG&A expenses.

Goodwill Impairment

Our annual goodwill impairment test as of Septend@er2008 and subsequent interim goodwill impairhtests as of March 31 al
June 30, 2009, indicated no impairment to our gathddowever, the global economic downturn led tgnéficant market volatility and a
reduction in the Company’s profitability in the sed half of fiscal 2009. These changes to markdtharsiness conditions caused lower
multiples and resulted in our lowering our projecterecast for 2010 and beyond. The fair valuewf®ystems and Solutions reporting unit
declined due to these deteriorating market andhlessiconditions, which ultimately resulted in &%8illion non-cash impairment charge to
our goodwill as of September 30, 2009. This impainthcharge of $3.9 million was equal to the cagymlue of the Compang'goodwill prior
to the impairment charge. Accordingly, the Comphayg written off all of its goodwill as of Septeml3€, 2009.
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Other Income/Expenses
The following table details Other Income/Expensediscal years ended September 30, 2009 and :

% of $ Increase % Increase
% of
2009 Total 2008 Total (Decrease (Decrease
(Dollar amounts in thousands)
Interest incom $ 22¢ (839)% $682 117% $ (457) (67)%
Interest expens (112) 415% (92) (16)% (22) 23%
Gain (loss) on disposal of fixed ass — — % (27) (4)% 27 —
Foreign exchange gain (los (109 385% 18 — % (123) (647)%
Other income, ne (360  13% = _ 3% (36) —
Total other income (expense), | $ (27 _10C% $582 10C% $ (610 (105)%

The decrease in other income (expense), net, wapruarily to a decrease in interest income thed primarily earned on money mail
funds in fiscal 2009 as opposed to our auctionsateirity (“ARS”) portfolio in fiscal 2008. We disted our holdings in ARSs since the year-
ago period because of the preponderance of failetioms in the ARS market. The ARSs earned higatasrof interest than do the money
market funds. In addition, the balances of intebesiring assets in general were lower in the cufigral year versus the prior year. In addit
the $104 thousand loss versus the $19 thousandgdoreign exchange was the result of higher D@lar asset holdings in fiscal 2009 by
our European affiliates and the timing of the settnt of those assets.

Income Tax Benefit

The Company recorded an income tax benefit of #fillion for the fiscal year ended September 30,206flecting an effective incon
tax benefit rate of 24%, compared to income taxelienf $461 thousand for the fiscal year endedt&aper 30, 2008, respectively, reflecting
an effective tax benefit rate of 53%. The lower baxefit rate for the fiscal year ended Septembe2B809 was due primarily to a valuation
allowance established for a substantial portiothefdeferred tax asset related to the goodwill impent charge. The tax benefit for the fiscal
year ended September 30, 2008 was due to the eakyf the operating loss of our U.S. operationtfieryear

In assessing the realizability of deferred tax @ssee considered our taxable future earnings heexpected timing of the reversal of
temporary differences. Accordingly, we have recdrdevaluation allowance which reduces the grossrded tax asset to an amount which we
believe will more likely than not be realized. Ouiability to project future profitability beyondsital year 2010 in the U.S. and cumulative
losses incurred in recent years in the U.K. represefficient negative evidence to record a vabratillowance against certain deferred tax
assets. We maintained a substantial valuation alee against our U.K. deferred tax assets as we dguerienced continued cumulative lo:
and do not have any indication that the operatidhoe profitable in the future to an extent thatallow us to utilize much of our net
operating loss carryforwards. To the extent thataexperience deviates from our assumptionspojections would be affected and hence
our assessment of realizability of our deferredasset may change.

Liquidity and Capital Resources

The Compan’s primary source of liquidity, after consideratimincash from operations, is our cash and cash atgrits and shc-term
investments, which increased by $410 thousand 8®R%hillion as of September 30, 2009, as comparékl 8.5 million as of September 30,
2008. The primary objective of our investment pplithe preservation of capital.

The Company generated approximately $3.4 millionash from operating activities during the yearezh8eptember 30, 2009. The net
loss of approximately $3.8 million was offset byeagal sources of cash which
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resulted in this cash generated from operatingities. These sources of cash included net sowrfceash from changes in operating assets anc
liabilities of approximately $3.1 million. Additiaily, add-backs of non-cash expenses for the gdbumpairment charge of $3.9 million,
depreciation and amortization of approximately $8¥usand, nowash changes to accounts receivable of approxiyn®i&7 thousand, loss

on disposals of property and equipment of approteiyeb119 thousand and stock-based compensatieenermpf $265 thousand, offset the
book net loss of approximately $3.8 million. Thebe in deferred taxes of approximately $964 thodisgas an additional significant use of
cash from operating activities.

Approximately $4.5 million of cash was providedrfronvesting activities for the year ended Septend0e12009, consisting primarily of
$5.0 million from sales of our auction rate sedesit offset by uses of cash from investing actegitbf approximately $402 thousand to purcl
capital equipment and approximately $124 thousarghy insurance premiums for officer and key emgdoljfe insurance policies.

We used approximately $2.3 million in financingiaities during the year ended September 30, 2008wtonsisted of $1.5 million to
pay off our line of credit balance and approximat&934 thousand to buy back CSPI stock. Offsettiege uses of cash, we generated
approximately $180 thousand in cash from proceedstbck issued through the Employee Stock PurcRkse For the year ended
September 30, 2009, the effect of foreign exchaatefluctuations on cash was a use of cash obappately $174 thousand. This was due
primarily to the significant reduction in the valagthe British Pound and the Euro versus the D@lar.

The Company has estimated future benefit paymdigaiions of approximately $8.6 million relatedgension and postetirement plan
in Germany, the U.K., and the U.S. The Company etsp® contribute $448 thousand to the plans ir0201

If cash generated from operations is insufficiensatisfy working capital requirements, we may nieeaccess funds through bank loans,
sale of securities or other means. There is norasse that we will be able to raise any such chpitderms acceptable to us, on a timely basis
or at all. If we are unable to secure additionadficing, we may not be able to complete developmeahhancement of products, take
advantage of future opportunities, respond to cditiqe or continue to effectively operate our biesa. See note 13 in the Notes to
Consolidated Financial Statements included in I8efor additional information regarding the Companihe of credit facility.

Based on our current plans and business conditmasagement believes that the Compamyailable cash and cash equivalents anc
generated from operations and investments willuficgent to provide for the Company’s working ctgiand capital expenditure requirements
for the foreseeable future.

Critical Accounting Policies

Our discussion and analysis of our financial caadifind results of operations are based upon mgdialated financial statemen
which have been prepared in accordance with acowuptinciples generally accepted in the UnitedexaThe preparation of these financial
statements requires us to make estimates and judgimt affect the reported amounts of assetsilitias, revenues and expenses. On an on-
going basis, we evaluate our estimates, includiogé related to uncollectible receivables, invent@luation, goodwill, income taxes, defer
compensation, revenue recognition, retirement plassructuring costs and contingencies. We basesiimates on historical performance .
on various other assumptions that are believee teehsonable under the circumstances, the reswitsich form the basis for making
judgments about the carrying values of assetsiabiliies that are not readily apparent from otseurces. Actual results may differ from th
estimates under different assumptions or conditions

We believe the following critical accounting poéisiaffect our more significant judgments and esgsiased in the preparation of our
consolidated financial statements: revenue recignivaluation allowances,
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specifically the allowance for doubtful accountsl awet deferred tax asset valuation allowance; itorgrvaluation; goodwill impairment; and
pension and retirement plans.

Revenue recognition

The Company recognizes product revenue from custatehe time of transfer of title and risk ofdaghich is generally at the time
shipment, provided that persuasive evidence ofi@mgement exists, the price is fixed or determimalnd collectability of sales proceeds is
reasonably assured. When significant performantigailons remain after products are delivered, saslfor installation, system integration or
customer acceptance, revenue and related costefemed until such obligations are fulfilled, usdethe delivered element has standalone
and we have objective, reliable evidence of falugaf the undelivered elements. We include frelgéd to our customers as sales and the
related freight costs as cost of sales. The Compeaghyces revenue for estimated customer returns.

In certain multiple-element revenue arrangemehtsQompany is obligated to deliver to its custonmeudtiple products and/or services
(“multiple elements”). In these transactions, th@rpany allocates the total revenue to be earnedruhd arrangement among the various
elements based on their relative fair value. Thecation is based on vendor specific objective enié and/or third party evidence of fair value
which is the price charged when that element id separately. The Company recognizes revenue deiathe delivered products or services
only if: (1) the above revenue recognition criteai@ met; (2) the delivered element has standalahe; (3) there is objective and reliable
evidence of fair value of the undelivered elemand (4) any remaining performance obligation i®isequential or perfunctory. For example,
in certain arrangements to provide hardware andcgss, the product is delivered; but, objectivéiatde evidence of fair value of undelivered
services that are considered more than inconsequenperfunctory is not established. Therefoexenue is deferred for the entire
arrangement until the services are complete.

The Company recognizes revenue from software leemden persuasive evidence of an arrangemens ed@ivery of the product has
occurred and no significant Company obligationdwitgard to customization or implementation remghia,fee is fixed or determinable and
collectability is probable.

The Company also offers training, maintenance agea¢s and support services. The Company has estadlfair value on its training,
maintenance and support services based on prieegezhin separate sales to customers at pricdsdisbd and published in its standard price
lists. These prices are not discounted. Revenume fh@se service obligations under maintenance actstis deferred and recognized on a
straight-line basis over the contractual periodichlis typically three to twelve months, if all ethrevenue recognition criteria have been met.
Support services provided on a time and materisiskare recognized as provided if all of the reeracognition criteria have been met for-
element and the support services have been pravidaihing revenue is recognized when performed.

The following policies are applicable to the Compamajor categories of segment revenue transagtion

Systems Segment Revenue

Revenue in the Systems Segment consists of pradidcservice revenue. Generally, product reventecisgnized when product
shipped, provided that all revenue recognitiorecidt are met. Service revenue consists princifdlhpyalty revenue related to the licensing of
certain of the Company’s proprietary system tecbgpland repair services. The Company recognizeatyosevenues upon notification by the
customer of shipment of the systems produced pntdodhe royalty agreement. Repair service revéngenerally based upon a fixed price
and is recognized upon completion of the repair.

From time to time we enter into multiple elemembagements in the Systems Segment. We follow theuatting policies described
above for such arrangements.
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The Company'’s standard sales agreements genecafigtdnclude customer acceptance provisions. Hewen certain instances when
arrangements include a customer acceptance prowsithere is uncertainty about customer acceptaeeenue is deferred until the Company
has evidence of customer acceptance. Customersafjgrio not have the right of return, once custoaereptance has occurred.

Service and System Integration Segment Revenue
Revenue in the Service and System Integration Segoeasists of product and service revenue.

Revenue from the sale of third-party hardware hird{party software is recognized when the revamgegnition criteria are met. The
Company’s standard sales agreements generallytdoctiode customer acceptance provisions. Howererertain instances when
arrangements include a customer acceptance prowsithere is uncertainty about customer acceptaeeenue is deferred until the Company
has evidence of customer acceptance. Customerstdmawe the right of return.

Service revenue is comprised of information techgplconsulting development and maintenance serviéese and material service
contract revenue is recognized as the serviceseadered. Maintenance services revenue under ssrldgel agreements is recognized ratably
over the period covered by the service level agesgniixed price professional services contractmer is generally recognized upon
completion of the professional services contractjsing percentage of completion for contracts whbe cost of the services can be reliably
estimated. Losses on fixed price professional ses/contracts are recognized in the period in wtiieHoss becomes known. For arrangem
that include a customer acceptance provision, threife is uncertainty about customer acceptanservfces rendered, revenue is deferred until
the Company has evidence of customer acceptance.

We sell certain third-party service contracts, hace evaluated to determine whether the saleddf service revenue should be recorded
as gross sales or net sales in accordance wittathe recognition criteria outlined in Securitiesl Exchange Commission (“SEC”) Staff
Accounting Bulletin (“SAB”) 104 and otherwise regedl by U.S. Generally Accepted Accounting Prin@l&AAP”). We must determine
whether we act as a principal in the transactiahassume the risks and reward of ownership or iiseesimply acting as an agent or broker.
Under gross sales recognition, the entire sellimges recorded in sales and our cost to the 4bandy service provider or vendor is recorded in
cost of goods sold. Under net sales recognitienctst to the third-party service provider or vanidoecorded as a reduction to sales resulting
in net sales equal to the gross profit on the @retisn and there are no costs of goods sold. Wehesgross sales recognition method for the
third-party service contracts that we sell, as aeehdetermined that we act as a principal in tefs transactions.

Engineering and Development Expenses

Engineering and development expenses include gagroployee benefits, stock-based compensationptret headcount-related
expenses associated with product development. Eagitg and development expenses also include plairty- development and programming
costs and the amortization of purchased softwagle.cd/e consider technological feasibility for oafteare products is reached upon the
release of the software and, accordingly, no iratiesnftware development costs have been capitalized

Product Warranty Accrual

Our product sales generally include a 90-day teywes hardware warranty. At time of product shipmer accrue for the estimated c
to repair or replace potentially defective produBistimated warranty costs are based upon prioabetarranty costs for substantially similar
products.
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Income Taxes

We use the asset and liability method of accourftingncome taxes whereby deferred tax assetsiahtlities are recognized for t
estimated future tax consequences attributabléferehces between the financial statement carrgimgunts of existing assets and liabilities
and their respective tax bases. Deferred tax aasdttiabilities are measured using enacted tasriat effect for the year in which those
temporary differences are expected to be recovaredttled. The effect on deferred tax assetsiabdifies of a change in tax rates is
recognized in income in the period that includesghactment date. We also reduce deferred taxsdssatvaluation allowance if, based on the
weight of available evidence, it is more likely thaot that some portion or all of the recorded defittax assets will not be realized in future
periods. This methodology requires estimates adgments in the determination of the recoverabditgeferred tax assets and in the
calculation of certain tax liabilities. Valuatioliavances are recorded against the gross defearedsisets that management believes, after
considering all available positive and negativesotiye evidence, historical and prospective, witkager weight given to historical evidence,
that it is more likely than not that these asselisnet be realized.

In addition, we are required to recognize in thesadidated financial statements only those taxtjprs determined to be more-likely-
than-not of being sustained upon examination, basettie technical merits of the positions as ofrdporting date. If a tax position is not
considered more-likely-thanet to be sustained based solely on its technieaitsn no benefits of the position are recogniZéds is a differen
standard for recognition than was previously regfiiThe more-likely-than-not threshold must corgitalbe met in each reporting period to
support continued recognition of a benefit. Upoomibn of this standard on October 1, 2007, we wegelired to adjust our financial
statements to reflect only those tax positions éihatmore-likely-than-not to be sustained. Any ssaey adjustment was recorded directly to
opening retained earnings in the period of adoption

In addition, the calculation of the Company’s tabilities involves dealing with uncertainties letapplication of complex tax
regulations in a multitude of jurisdictions. Thereany records liabilities for estimated tax obligas in the U.S. and other tax jurisdictions.
These estimated tax liabilities include the prayisior taxes that may become payable in the future.

Inventory

Inventories are stated at the lower of cost or miaskith cost determined principally by the averagst method, which approximates the
first-in, first-out method. The recoverability afvientories is based upon the types and levelsvehtories held, forecasted demand, pricing,
competition and changes in technology. We write mlowr inventory for estimated obsolescence or uketable inventory equal to the
difference between the cost of inventory and thienaded market value based upon assumptions abturefdemand and market conditions. If
actual market conditions are less favorable thasdlprojected by management, additional inventaitevdowns may be required.

Trade Accounts Receivable and Allowance for Doulbticcounts

Trade accounts receivable are stated at amouritedlia been billed to customers less an allowamcddubtful accounts. Allowances 1
doubtful accounts are recorded for the estimatssel® resulting from the inability of our customtersnake required payments. The estimates
for allowance for doubtful accounts are based erlghgth of time the receivables are past dueentibusiness environment and our historical
experience. If the financial condition of our custers were to deteriorate, resulting in impairmdrheir ability to make payments, additional
allowances may be required.

Goodwill and Intangible Assets

We test goodwill annually for impairment and mamegiuently if events and circumstances indicatettifisset might be impaired. We
recognize impairment losses to the extent that#ineying amount of goodwill exceeds its fair valliee impairment determination is made at
the reporting unit level and consists of two steps.
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First, the Company determines the fair value ofrédporting unit and compares it to its carrying amto Second, if the carrying amount of the
reporting unit exceeds its fair value, an impairtriess is recognized for any excess of the carrgimgunt of the reporting unit’goodwill ovel
the implied fair value of that goodwill. The impdidair value of goodwill is determined by allocaithe fair value of the reporting unit in a
manner similar to a purchase price allocation. fEs&dual fair value after this allocation is thepired fair value of the reporting unit goodwiill.
The Company’s policy is to perform its annual imipegnt testing for all reporting units as of the efieéach fiscal year. For the year ended
September 30, 2009, we recorded a goodwill impaitrobarge for approximately $3.9 million. There vaasimpairment of goodwill for the
year ended September 30, 20

Intangible assets other than goodwill that aresnbject to amortization are also required to beeteannually, or more frequently if
events or circumstances indicate that the asset@aypaired. We did not have intangible assetk imidefinite lives other than goodwill at
any time during the two years ended September(0.Antangible assets subject to amortizatioraarertized over their estimated useful
lives, generally three to ten years, and are ahateost, less accumulated amortization. The neémguseful lives of intangible assets are
evaluated on an annual basis. Intangible assejpsctib amortization are also tested for recovditghivhenever events or changes in
circumstances indicate that their carrying amouay mot be recoverable. If the fair value of annigiale asset subject to amortization is
determined to be less than its carrying value, eireimpairment charge is recorded to write down &saet to its fair value.

Pension and Retirement Plans

The funded status of pension and other postretinélmenefit plans is recognized prospectively onftakance sheet. Gains and losses,
prior service costs and credits and any remairgagsition amounts that have not yet been recogritmedigh pension expense will be
recognized in accumulated other comprehensive iecowt of tax, until they are amortized as a corepbof net periodic
pension/postretirement benefits expense. Additlgnplan assets and obligations are measured agrdiscal year-end balance sheet date
(September 30).

We have defined benefit and defined contributianplin the U.K., Germany and in the U.S. In the lakKd Germany, the Company
provides defined benefit pension plans for cergamployees and former employees, and defined comitsib plans for the majority of the
employees. The defined benefit plans in both thé dnd Germany are closed to newly hired employaed,have been for the two years er
September 30, 2009. In the U.S., the Company atsddges defined contribution plans that cover meaployees and supplementary retirer
plans to certain employees and former employeesasmow retired. These supplementary retirememspére also closed to newly hired
employees, and have been for the two years endaédr8ker 30, 2009. These supplemental plans arefutilough whole life insurance
policies. The Company expects to recover all inscegpremiums paid under these policies in the éytilrough the cash surrender value of the
policies and any death benefits or portions thetedfe paid upon the death of the participant. €velsole life insurance policies are carried on
the balance sheet at their cash surrender valubewsre owned by the Company and are not asktte defined benefit plans. In the U.S.,
Company also provides for officer death benefitd post-retirement health insurance benefits thraugiplemental post-retirement plans to
certain officers. The Company also funds these Isupgntal plans’ obligations through whole life irsce policies on the officers.

Pension expense is based on an actuarial computstmurrent future benefits using estimates fqrested return on assets, expected
compensation increases and applicable discourt. fsli@nagement has reviewed the discount ratesowititonsulting actuary and investment
advisor and concluded they were reasonable. A deerim the expected return on pension assets wuarkehse pension expense. Expected
compensation increases are estimated based onidasend expected increases in the future. Inegasestimated compensation increases
would result in higher pension expense while desgsavould lower pension expense. Discount ratesedeeted based upon rates of return on
high quality fixed income investments currently iafale and expected to be available during thegaeto maturity of the pension benefit. A
decrease in the
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discount rate would result in greater pension egpewhile an increase in the discount rate wouldedse pension expense.

The Company funds its pension plans in amountscserft to meet the requirements set forth in apblie employee benefits laws and
local tax laws. Liabilities for amounts in exces$stese funding levels are accrued and reportedarconsolidated balance sheets.

Recent Accounting Pronouncements

On October 1, 2008, we adopted the new fair valaasurements accounting standard issued by thedr@h@tcounting Standards
Board (the “FASB"), which established a single défon of fair value as “the price that would beeé/ed to sell an asset or paid to transfer a
liability in an orderly transaction between margatticipants at the measurement date”. The nevdatdralso establishes a framework for
measuring fair value and expands the disclosungin@ments for fair value measurements. The imphttis standard is reflected on our
consolidated financial statements for fiscal ye202for financial assets and liabilities, as regdiby this new standard. In February 2008, the
FASB issued a pronouncement which delayed theteféedate of the fair value measurement standardlfmon{inancial assets and liabilitie
except those that are recognized or disclosedratdhaie in the financial statements on a recurbagis, until fiscal years beginning after
November 15, 2008 (Fiscal year ending Septembe2@0) for the Company.) We do not expect that thepton of the fair valu
measurement standards for non-financial asset$iailities will have a material impact on our fimgial statements.

In December 2008, the FASB issued new accountiidggae entitled, “Employers’ Disclosures about Ragement Benefit Plan
Assets”. The new guidance requires additional d&ales about plan assets for sponsors of defineefibpension and postretirement plans
including expanded information regarding investrstrdategies, major categories of plan assets, ancentrations of risk within plan assets.
Additionally, this guidance requires disclosuranikir to those required under the fair value actiognprinciples with respect to the fair value
of plan assets such as the inputs and valuatidmigges used to measure fair value and informatitim respect to classification of plan assets
in terms of the hierarchy of the source of inforimatused to determine their value (see Note 12¢. disclosures under this new guidance are
required for annual periods ending after Decembef009 (Fiscal year 2010 for the Company.) Wecareently evaluating the requirements
of these additional disclosures.

In June 2008, the FASB issued new accounting gaelentitled, “Determining Whether Instruments Geanh Share-Based Payment
Transactions are Participating Securities.” Untlerriew guidance, non-vested share-based paymerdsathat contain non-forfeitable rights
to dividends or dividend equivalents are partidigasecurities and, therefore, are included in cating earnings per share (“EPS”) pursuant to
the two-class method. The tvatass method determines earnings per share foraaeh of common stock and participating securaiording
to dividends or dividend equivalents and their eg$pe participation rights in undistributed eaggnThe new guidance is effective for fiscal
years beginning after December 15, 2008 (Fiscal geding September 30, 2010 for the Company.) Téra@iany does not anticipate that t
new guidance will have a material effect on basidituted EPS for the fiscal year ending Septen3fer2010.

In April 2008, the FASB issued new accounting gaitiaentitled, “Determination of the Useful Lifelotangible Assets”. This new
guidance amends the factors an entity should censiddeveloping renewal or extension assumpticesi in determining the useful life of
recognized intangible assets under existing GAA#s Tiew guidance applies prospectively to intarggddsets that are acquired individually or
with a group of other assets in business combinatimd asset acquisitions. This new guidance és®@fe for financial statements issued for
fiscal years beginning after December 15, 2008cétigear ending September 30, 2010 for the Compdime Company does not anticipate
that this new guidance will have any material intpgaon its preparation of its financial statements.
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In October 2009, the FASB issued new accountindanade entitled, “Multiple—Deliverable Revenue Agaments—a Consensus of tt
FASB Emerging Issues Task Force.” This new guidamends existing revenue recognition accountingcjples regarding multiple-
deliverable revenue arrangements. The consensuglpsoaccounting principles and application guidaoc whether multiple deliverables
exist, how the arrangement should be separatedhantbnsideration allocated. This guidance eliteisshe requirement to establish the fair
value of undelivered products and services andaisonates the residual method of allocating ageanent consideration. The new guidance
provides for separate revenue recognition based o@magement’s estimate of the selling price fouaelivered item when there is no other
means to determine the fair value of that undedisetem. Under the previous guidance, if the falue of all of the elements in the
arrangement was not determinable, then revenuelefasred until all of the items were delivered air f/alue was determined. This new
approach is effective prospectively for revenuargements entered into or materially modified $cdl years beginning on or after June 15,
2010, with early adoption permitted. The Companguisently evaluating the potential impact of thiandard on its financial position and
results of operations, and whether we will earlgtdhe new standard for the fiscal year ending&eper 30, 2010.

Inflation and Changing Prices

Management does not believe that inflation and ghmnprices had significant impact on sales, reesmr income (loss) during fisc
2009 or 2008. There is no assurance that the Coyigphusiness will not be materially and adversédfgaed by inflation and changing prices
in the future.
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ltem 8. Financial Statements and Supplementary De
The consolidated financial statements are includadin.

Page
Report of Independent Registered Public Accourf&imm 41
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Consolidated Statements of Sharehol Equity and Comprehensive income (loss) for theyeaded September 30, 2009 and 2 44
Consolidated Statements of Cash Flows for the ye@ied September 30, 2009 and 2 45
Notes to Consolidated Financial Stateme 46

32



Table of Contents

ltem 9. Changes in and Disagreements with Accountants orcéanting and Financial Disclosure
None.

Iltem 9A(T). Controls and Procedures
Evaluation of Controls and Procedur

Disclosure Controls and Procedure The Company evaluated the effectiveness ofléisggn and operation of our disclosure cont
and procedures as of September 30, 2009. Our ekéefutive officer, our chief financial officer, anther members of our senior management
team supervised and participated in this evaluafitie term “disclosure controls and proceduresdefed in Rules 13a-15(e) and 15d-15(e)
under the Exchange Act, means controls and otloeegures of a company that are designed to ensatrenformation required to be disclosed
by a company in the reports that it files or submitder the Exchange Act is recorded, processetmsauized and reported, within the time
periods specified in the SEC'’s rules and formscbBsure controls and procedures include, withanitétion, controls and procedures designed
to ensure that information required to be discldsgd company in the reports that it files or susrander the Exchange Act is accumulated
and communicated to the company’s management,dimguts principal executive and principal finaraificers, as appropriate to allow
timely decisions regarding required disclosure. Mggment recognizes that any controls and procedwanatter how well designed and
operated, can provide only reasonable assurar@eh@fving their objectives and management necéssgplies its judgment in evaluating the
cost-benefit relationship of possible controls anacedures. Based on the evaluation of our disptosontrols and procedures as of
September 30, 2009, the Company’s chief execufifigeo and chief financial officer concluded thas of such date, our disclosure controls
and procedures were effective.

Management’s Report on Internal Control over Finah&eporting. The Company’s management is responsible for estabf and
maintaining adequate internal control over finah@gaorting. As defined in Rule 13a-15(f) under Ehechange Act, internal control over
financial reporting is a process designed by oreutide supervision of a company’s principal exaiind principal financial officers, and
effected by a company’s board of directors, managerand other personnel, to provide reasonableasse regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantieagicounting principles generally accepted
in the United States of America. It includes thpsécies and procedures that:

» pertain to the maintenance of records that in neasie detail accurately and fairly reflect the sactions and dispositions of t
assets of a compan

» provide reasonable assurance that transactionreeoeded as necessary to permit preparation ofidiahstatements in accordance
with generally accepted accounting principles, trad receipts and expenditures of a company argbeade only in accordance
with authorizations of management and the boadlirettors of a company; at

» provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, oselisposition of a company’s
assets that could have a material effect on itfiral statement:

Management has assessed the effectiveness of thpadg's internal control over financial reporting @& September 30, 2009. In
making its assessment of internal control, managerned the criteria described in “Internal Contritegrated Framework” issued by the
Committee of Sponsoring Organizations (“COSO”)led Treadway Commission.

As a result of its assessment, management hasudatcthat the Company’s internal control over friahreporting was effective as of
September 30, 2009.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that
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controls may become inadequate because of chamgesditions, or that the degree of compliance withpolicies or procedures may
deteriorate.

This Annual Report on Form 10-K does not includeatiestation report of the Company’s independegistered public accounting firm
regarding internal control over financial reportibanagement’s assessment of the effectivenessed®ompany'’s internal control over
financial reporting as of September 30, 2009 wasnbject to attestation by the Company’s indepehregistered public accounting firm
pursuant to temporary rules of the SEC that pettmitCompany to provide only management’s repatiti;m Annual Report on Form 10-K.

Changes in Internal Control over Financial Repogin

During the quarter ended June 30, 2009, the Conipaly Modcomp division (“Modcomp US”), which is parf the Service and System
Integration segment, and one of its largest hardwaanufacturers (the “Hardware Manufacturer”) begarking to resolve a pricing dispute
(the “Dispute”). The Dispute arose through the gy that Modcomp US was buying some products fileenHardware Manufacturer’s
distributors at incorrect prices. The prices thatevincorrect arose from Modcomp US and three@Hardware Manufacturer’s distributors
misapplying discounts that were available for sfpeproducts for certain customers to customersiioom these discounts were not available.

As a result of the Dispute, the Company has regitddinancial statements as of and for the perimaded March 31, 2009 and Decen
31, 2008 to reflect adjustments to cost of goodd, @perating expenses and income tax expenseninection with transactions which
occurred during those periods, as a result of tispude.

As a result of the restatement, management idedt#imaterial weakness in internal controls asioé B0, 2009 related to the Company
policies and procedures within its purchasing cy8leecifically, the Compang’policies and procedures did not provide for timetaluation o
and revision to management’s approach to asseasiather channel discounts were being applied apiatepy. Effective in July 2009,
management completed modifications to its intecaalrol structure and procedures in order to reatedhis weakness. Specifically, the
Company implemented new procedures which requligraposed orders to be reviewed and approved pyogpiate accounting personnel
prior to a vendor purchase order being generatedddition, new training points have been addetiédvlodcomp US sales representatives’
training and orientation processes, so that afissedpresentatives are made aware of the appmprigtiorized distribution channels for each
manufacturer whose products we resell.

Through these steps, the Company believes it fa®ppately addressed the material weakness tfetafl its internal control over
financial reporting as disclosed above. However dffectiveness of any system of internal contiiubject to inherent limitations and there
can be no assurance that the Company'’s internalata@ver financial reporting will prevent or deteadl errors.

During the quarter ended September 30, 2009, there no changes in our internal control over fi@neporting that have materially
affected, or are reasonably likely to materiallfeef, our internal control over financial reportiother than those discussed above.

Iltem 9B.  Other Information
None.
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PART IlI

Item 10.  Directors, Executive Officers and Corporate Goverreze

We incorporate the information required by thisritBy reference to the sections captioned “NomirfieeElection”, “Our Board of
Directors”, “Our Executive Officers”, “Section 1§(Beneficial Ownership Reporting Compliance” ancf@orate Governance” in our 2009
proxy statement to be filed with the SEC within d&ys after the end of our fiscal year ended Seipei30, 2009.

ltem 11.  Executive Compensatio

We incorporate the information required by thisritBy reference to the sections captio” Compensation of Executive Offic” and
“Compensation of Non-Employee Directors” in our 2Qf¥oxy statement to be filed with the SEC withB0XMays after the end of our fiscal
year ended September 30, 20

Item 12.  Security Ownership of Certain Beneficial Owners afanagement and Related Stockholder Matt:
Securities Authorized for Issuance Under Equity Corpensation Plans

The equity compensation plans approved by our staders consist of the CSP, Inc. 1991 Incentivels®ption Plan, 1997 Incentive
Stock Option Plan, 2003 Stock Incentive Plan, 28@xk Incentive Plan and 1997 Employee Stock PeeRdan (the “ESPP”). The equity
compensation plan not approved by our stockholdessstock option plan for certain employees of Bmdp. Stock options issued under this
plan were granted at the fair market value of @mmmmon stock on the date of grant, have a termroféars and vest at the rate of 25% per
starting one year from the date of grant. The feilg table sets forth information as of Septeml®rZ009 regarding the total number of
securities outstanding under these stock optionstoak purchase plans.

(@) (b) (c)
Number of securities
remaining available for future

Number of securities to be issuance under equity
issued upon exercise of Weighted-average compensation plans (excludin
outstanding options, warrants exercise price of outstandin

securities reflected in column
Plan Category and rights options, warrants and rights (@)

Equity compensatio

plans approved by

security holders 354,262(1) $ 6.62 257,235(2)
Equity compensatio

plans not approved

by security holders 40,00( $ 2.7 —

Total 394,26 $ 6.22 257,23!

(1) Does not include purchase rights under the ESP#egsurchase price and number of shares to béased under the ESPP are not
determined until the end of the relevant purchaseg.

(2) Includes 191,200 shares available for future isseamder the incentive stock and stock option péants66,125 under the ESF

We incorporate additional information required histltem by reference to the section captioned t8g8cOwnership of Certain
Beneficial Owners and Managemeirt’our 2009 proxy statement to be filed with theCSEithin 120 days after the end of our fiscal yeadec
September 30, 2009.
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ltem 13.  Certain Relationships and Related Transactions, abitector Independenci

We incorporate the information required by thisritey reference to the section captio” Corporate Governan” in our 2009 proxy
statement to be filed with the SEC within 120 dafter the end of our fiscal year ended SeptembgP®09.
Item 14.  Principal Accountant Fees and Servici

We incorporate the information required by thisritBy reference to the section captiol“Fees for Professional Servi” and“Pre-
approval Policies and Procedures” in our 2009 pstagement to be filed with the SEC within 120 daftsr the end of our fiscal year ended
September 30, 2009.
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Item 15.

PART IV

Exhibits and Financial Statement Schedul

(@ (1) Financial statements filed as parthtreport:
Consolidated Balance Sheets as of September 30,82@0200¢
Consolidated Statements of Operations for the yeraded September 30, 2009 and 2
Consolidated Statements of Shareholders’ EquityGmuprehensive income (loss) for the years endeteSder 30, 2009 and 2008
Consolidated Statements of Cash Flows for the yer@aed September 30, 2009 and 2008
Notes to Consolidated Financial Statements

(2) Financial Statement Schedules

All other financial statements and schedules mb¢di have been omitted since the required infoonas included in the consolidated
financial statements or the notes thereto incliddtem 8, or is not applicable, material or regdir

(3) Exhibits
Exhibit N
No. Description
3.1 Articles of Organization and amendments the
3.2 By-laws, as amended January 8, 1
10.1 Form of Employee Invention and N-Disclosure Agreemet
10.2 CSPI Supplemental Retirement Income F
10.4* 1991 Incentive Stock Option Pl
10.5*  Employment Agreement with Mr. Lupinetti dated Sepiber 12,
1996
10.6* 1997 Incentive Stock Option Plan, as amer
10.7* 1997 Employee Stock Purchase F
10.8* 2003 Stock Incentive Ple
10.9* 2007 Stock Incentive Ple
10.10* 2010 Variable Compensation (Executive Bonus) ansk
Programs dated November 10, 2(
211 Subsidiaries
23.1 Consent of McGladrey & Pullen LLP, Independent Resgiec

Public Accounting Firn
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Incorporated by Reference

Filed with Exhibit
this Form
10-K Form Filing Date No.
1C-K  December 26, 200 3.1
1C-K  December 26, 200 3.2
1C-K  November 22, 199 10.:
1C-K  December 29, 200 10.z
1C-K  December 29, 200 10.4
10-K November 27, 199 10.1¢
DEF 142 December 1, 199 A
DEF 142 December 1, 199 B
DEF 142 December 23, 200 B
DEF 142 March 30, 200° B
X
X
X
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Exhibit
No.

Description

311

31.2

32.1

32.2

*

Certification of Chief Executive Officer pursuant$ection 302 of
the Sarban«Oxley Act of 2002

Certification of Chief Financial Officer pursuat $ection 302 ¢
the Sarban«Oxley Act of 2002

Certification of Chief Executive Officer pursuant$ection 906 ¢
the Sarban«Oxley Act of 2002

Certification of Chief Financial Officer pursuait $ection 906 of
the Sarban«Oxley Act of 2002

Management contract or compensatory p
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d)f the Securities Exchange Act of 1934, the regiant has duly caused this
report to be signed on its behalf by the undersigrk thereunto duly authorized.

CSP INC.

By: /sl ALEXANDER R. L UPINETTI

Alexander R. Lupinetti
Chief Executive Officer, President and Chairman

Date: December 22, 2009

Pursuant to the requirements of the Securities Exa@nge Act of 1934, this report has been signed beldw the following persons ol
behalf of the registrant and in the capacities anan the dates indicated.

Name Title Date
/s  ALEXANDER R. L UPINETTI Chief Executive Officer, December 22, 2009
Alexander R. Lupinetti President and Chairm:
/s/ GarRY W. L EVINE Chief Financial Office December 22, 200
Gary W. Levine (Principal Financial Officer
/s/ ROBERTA. STELLATO Vice President of Financ December 22, 200
Robert A. Stellato (Chief Accounting Officer
/s/ J.DaviD L YONS Director December 22, 2009

J. David Lyons

/s/ C. SHELTON J AMES Director December 22, 2009

C. Shelton James

/s/ ROBERTM. W ILLIAMS Director December 22, 200
Robert M. Williams

/s/ CHRISTOPHERJ. HALL Director December 22, 2009
Christopher J. Hall
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CSP INC.
ANNUAL REPORT ON FORM 10-K

Item 8
Financial Statements
Year Ended September 30, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
CSP Inc.

We have audited the accompanying consolidated balsimeets of CSP Inc. and Subsidiaries as of Septedd, 2009 and 2008, and the
related consolidated statements of operationsebbéters’ equity and comprehensive income (losg),aash flows for the years then ended.
These financial statements are the responsibilitied Company’s management. Our responsibility isxpress an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlogUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of CSP
Inc. and Subsidiaries as of September 30, 20028608, and the results of their operations and ttash flows for the years then ended in
conformity with U.S. generally accepted accounfinigciples.

We were not engaged to examine management’s assetssfrihe effectiveness of CSP, Inc. and Subsatiainternal control over
financial reporting as of September 30, 2009, idetliin the accompanying Management’s Report omrate&Control Over Financial Reporting
in Item 9A(T), and, accordingly, we do not expraasopinion thereon.

/s/ McGladrey & Pullen, LLP

Burlington, Massachusetts
December 22, 2009
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CSP INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Amounts in thousands, except par value)

ASSETS
Current assett
Cash and cash equivalel
Shor-term investment

Accounts receivable, net of allowance for doub#éittounts of $298 in 2009 and $163 in 2

Inventories
Refundable income taxi
Deferred income taxe
Other current asse
Total current asse
Property, equipment and improvements,
Other asset:
Goodwill
Intangibles, ne
Deferred income taxe
Cash surrender value of life insuratr
Other asset
Total other asse!
Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY

Current liabilities:
Accounts payable and accrued expel
Short term note payab
Deferred revenu
Pension and retirement pla
Deferred income taxe
Income taxes payab
Total current liabilities
Pension and retirement pla
Deferred income taxe
Capital lease obligatio
Other long term liabilitie:
Total liabilities
Commitments and contingenci
Shareholder equity:

Common stock, $.01 par; authorized, 7,500 shasesed and outstanding 3,542 i

3,758 shares, respective
Additional pait-in capital
Retained earning
Accumulated other comprehensive |
Total shareholde’ equity
Total liabilities and sharehold¢ equity

See accompanying notes to consolidated financissents.
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September 3C
2009

$ 18,90/

7,41(
5,93t
1,16(
632
1,82¢
35,86¢
832

80C

27E

2,46(

252

3,78¢

$ 40,48

$ 10,53(

2,05¢
447
96

25
13,15;
8,12(
14€
48
32C
21,79:

36
11,32¢
11,60:
(4,266)
18,69¢

$  40,48¢

September 3C
2008

$ 13,49¢
5,00(
11,47(
8,12t
1,77¢

152

1,33¢
41,34¢
1,002

3,941
91:
267

2,251
29¢€

7,66¢

$ 11,231
1,501
3,64

397
187
80¢
17,77¢
7,382
55¢

7C

291

26,07

38
11,81:
15,38t
(3,281)
23,94¢

$ 50,01¢
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CSP INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in thousands, except for per share data)

Years ended September 3(

2009 2008
Sales:
Product $ 67,231 $ 60,30:
Services 16,12( 16,47¢
Total sales 83,351 76,78:
Cost of sales
Product 56,60¢ 50,31:
Services 11,79 12,47:
Total cost of sale 68,40¢ 62,78:
Gross profil 14,95! 13,99¢
Operating expenses
Engineering and developme 1,97C 2,171
Selling, general and administrati 13,96¢ 13,27¢
Goodwill impairment 3,941 —
Total operating expens 19,88( 15,45(
Operating loss (4,929 (1,457
Other income (expense
Interest incomi 22t 682
Interest expens (112) (92)
Foreign exchange gain (los (109 19
Other income (expense), r (36) (27)
Total other income (expense), ne (27) 582
Loss before income tax bene (4,95¢6) (86¢)
Income tax benefi (1,179 (461)
Net loss $ (3,789 $ (407
Net loss per sha-basic $ (1.0 $ (0.1))
Weighted average shares outstan-basic 3,59/ 3,78¢
Net loss per sha-diluted $ (1.0 $ (0.1))
Weighted average shares outstan-diluted 3,594 3,78:

See accompanying notes to consolidated financissents.
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Balance September 30, 20C
Comprehensive los
Net loss
Other comprehensive los
Effect of foreign currency translatic
Increase in minimum pension liabili

Total comprehensive lo:

Effect of adoption of FIN 48 as of October
2007
Exercise of stock optior
Stoclk-based compensatic
Issuance of shares under employee stock
purchase pla
Tax benefit realized from share options
exercisec
Purchase of common sto
Balance September 30, 20C
Comprehensive los
Net loss
Other comprehensive los
Effect of foreign currency translatic
Increase in minimum pension liabili
Total comprehensive lo

Stoclk-based compensatic

Issuance of shares under employee stock
purchase pla

Restricted stock shares isst

Purchase of common sto

Balance September 30, 20C

CSP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS ' EQUITY

AND COMPREHENSIVE INCOME (LOSS)

Years ended September 30, 2009 and 2008

(Amounts in thousands)

Accumulated

Additional other Total
comprehensive Shareholders’ Comprehensive
paid-in Retained
Shares Amount Capital Earnings loss Equity loss
3,81z $ 39 $11,70° $15,23¢ $ (1,64 $ 25,33¢
— — — (407) — (407 $ (407)
— — — — (842) (842) (842)
— — — — (797) (797) (797)
$ (2,046
— — — 55€ — 55€
31 — 12¢€ — — 12€
— — 301 — — 301
30 — 17C — — 17C
— — 265 — — 26E
(115) (1) (757) — — (75€)
3,75¢ $ 38 $11,81: $15,38¢ $ (3,287 $ 23,94¢
— — — (3,789 — (3,78) $ (3,789
— — — — (302) (302) (302)
— — — — (679) (679) (679
$ (4,769
— — 24z — — 24z
65 1 17¢ — — 18C
23 — 22 — — 22
(304) (3) (931) — — (9349
3,54z $ 36 $11,32¢ $11,60: $ (4268 $ 18,69

See accompanying notes to consolidated financtistents
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CSP INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash piexviby (used in) operating activitie
Depreciation and amortizatic
Amortization of intangible:
Loss on disposal of property, r
Foreign exchange lo:
Goodwill impairment charg
Non-cash changes in accounts receivi
Deferred income taxe
Increase in cash surrender value life insurz
Stock based compensation expe
Changes in operating assets and liabilii
Decrease (increase) in accounts receiv
Decrease (increase) in inventor
Decrease (increase) in refundable income t
Decrease (increase) in other current as
Decrease (increase) in other as:
Increase (decrease) in accounts payable and acexpedse
Increase (decrease) in deferred reve
Increase (decrease) in deferred compensation &nelment plan:
Increase (decrease) in income taxes pay
Net cash provided by (used in) operating activi
Cash flows from investing activities:
Purchases of investmer
Sale of investment
Life insurance premiums pa
Business acquired (note
Purchases of property, equipment and improven
Net cash provided by (used in) investing activi
Cash flows from financing activities:
Proceeds (payments) on sl-term borrowings
Tax benefit realized from share options exerc
Proceeds from stock issued from exercise of op!
Proceeds from issuance of shares under employele gtochase pla
Purchase of common sto
Net cash provided by (used in) financing activi
Effects of exchange rate on ce
Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of
Cash and cash equivalents, end of yei

Supplementary cash flow information:
Cash paid for income tax

Cash paid for intere:

See accompanying notes to consolidated financigsents.
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Years ended September 3(

2009 2008
$ (3,789 $  (407)
46€ 567
112 —
11¢ 33

104 —
3,941 —
127 53
(964) 14C
(86) (56)
26E 301
3,86: (472)
2,17¢ (2,05¢)
534 (1,629)
(45¢) 237
147 (78)
(834) 2,02
(1,621) 231
(34) (324)
(706) 1,15¢
3,36¢ (280)
— (16,55()
5,00( 19,24(
(124) (14¢)
— (2,449)
(402) (436€)
4,471 (336)
(1,507) 1,501
— 26E
— 12€
18C 17¢
(934) (75€)
(2,255) 1,30¢
(174) (879
5,41( (199
13,49t 13,68’
$ 18,90« $ 13,49
$ (619 $ (109
$ (105 $ (89
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CSP INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED SEPTEMBER 30, 2009 and 2008
Organization and Business

CSP Inc. “CSP” or “the Compan” or “we” or “our’) was founded in 1968 and is based in Billerica, Mabkasetts. To meet the dive
requirements of its industrial, commercial and dséecustomers worldwide, CSPI and its subsidialée®lop and market IT integration
solutions and high-performance cluster computetesys. The Company operates in two segments, ite®gssegment and its Service and
System Integration segment.

1. Summary of Significant Accounting Policies
Principles of Consolidatiol
The consolidated financial statements include ttomants of the Company and its subsidiaries. ghiicant inte-company accounts a
transactions have been eliminated.
Foreign Currency Translation

The U.S. Dollar is the reporting currency for arjpds presented. The financial information foritee® outside the United States
measured using the local currency as the functiomaency. Assets and liabilities of the Comparigi®ign operations are translated into U.S.
dollars at the exchange rate in effect at the lw@laheet date. Revenue and expenses are trareflatesrage rates in effect during the period.
The resulting translation adjustment is reflectedecumulated other comprehensive income (los®@parate component of shareholders’
equity on the consolidated balance sheets. Thel&iion adjustment for intercompany foreign curselo@ans that are of a long-terimvestmen
nature is also reflected as accumulated other celnemisive income (loss). Currency transaction gamaslosses are recorded as other income
(expense) in the statements of operations.

Cash Equivalents
For purposes of the consolidated statement of ftawsis, highly liquid investments with original maities of three months or less at 1
time of acquisition are considered cash equivalents

Fair Value Measurements

We follow current accounting standards for faimeameasurements, which define fair value as “tieeghat would be received to sell an
asset or paid to transfer a liability in an orddrgnsaction between market participants at thesoreanent date”, and establish a fair value
hierarchy that requires an entity to maximize the af observable inputs and minimize the use obserable inputs when measuring fair
value. A financial instrument’s categorization viitlthe fair value hierarchy is based upon the lawegl of input that is significant to the fair
value measurement. There are three levels of inhatamay be used to measure fair value:

Level 1

Level 1 applies to assets or liabilities for whtblere are quoted prices in active markets for idahaissets or liabilities.
Level 2

Level 2 applies to assets or liabilities for whtblere are inputs other than quoted prices includéun Level 1 that are observable for 1
asset or liability such as quoted prices for simiigsets or liabilities in active
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CSP INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
YEARS ENDED SEPTEMBER 30, 2009 and 2008

markets; quoted prices for identical assets oiliiegs in markets with insufficient volume or irfiquent transactions (less active markets); or
model-derived valuations in which significant inpatre observable or can be derived principally froncorroborated by, observable market
data.

Level 3

Level 3 applies to assets or liabilities for whtblere are unobservable inputs to the valuation atstlogy that are significant to tl
measurement of the fair value of the assets olilitiab.

Investments

The Company classifies its investments at the tfrfeurchase as either h-to-maturity or availabl-for-sale. Hel-to-maturity securitie:
are those investments that the Company has thigyadild intent to hold until maturity. Held-tovaturity securities are recorded at cost, adjt
for the amortization of premiums and discounts,clitdpproximates market value at the purchase Aatelable-for-sale securities are
recorded at fair value. Unrealized gains and loss¢sf the related tax effect, if any, on avaikafir-sale securities is reported in accumulated
other comprehensive income (loss), a componertiareholders’ equity, until realized. The fair vabfeavailable-for-sale investments are
measured based on quoted market prices as of theféhe reporting period (ie., Level 1 inputs.)

Interest income is accrued as earned. Dividenchirecis recognized as income on the date the stadkesr‘ex-dividend.” The cost of
marketable securities sold is determined by thei§pédentification method, and realized gaindasses are reflected in income.

Impairment of Long-Lived Assets

The Company reviews its lo-lived assets (other than goodwill) for impairmetitemever events or changes in circumstances indicat
the carrying amount of an asset may not be recbleerianagement assesses the recoverability dbtigelived assets (other than goodwill)
comparing the estimated undiscounted cash flowscéded with the related asset or group of asgetist their respective carrying amounts.
The amount of impairment, if any, is calculateddabsn the excess of the carrying amount over thedéue of those assets.

Goodwill and Intangible Assets

We test goodwill annually for impairment and maregiuently if events and circumstances indicatettiefisset might be impaired. \
recognize impairment losses to the extent that#ine/ing amount of goodwill exceeds its fair valliee impairment determination is made at
the reporting unit level and consists of two stépst, the Company determines the fair value efréporting unit and compares it to its
carrying amount. Second, if the carrying amourthefreporting unit exceeds its fair value, an impait loss is recognized for any excess of
the carrying amount of the reporting unit's goodwiler the implied fair value of that goodwill. Timaplied fair value of goodwill is
determined by allocating the fair value of the mtipg unit in a manner similar to a purchase péttecation. The residual fair value after this
allocation is the implied fair value of the repogiunit goodwill. The Company’s policy is to perfoits annual impairment testing for all
reporting units as of the end of each fiscal yEar.the year ended September 30, 2009, we recardeddwill impairment charge for
approximately $3.9 million. There was no impairmehgoodwill for the year ended September 30, 2008.
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Intangible assets other than goodwill that aresnbject to amortization are also required to beeteannually, or more frequently if
events or circumstances indicate that the assetmaypaired. We did not have intangible asseth imefinite lives other than goodwill at
any time during the two years ended September(@).Antangible assets subject to amortizatioraarertized over their estimated useful
lives, generally three to ten years, and are ahateost, less accumulated amortization. The neémguseful lives of intangible assets are
evaluated on an annual basis. Intangible assejsctib amortization are also tested for recovditghirhenever events or changes in
circumstances indicate that their carrying amouay mot be recoverable. If the fair value of annigiale asset subject to amortization is
determined to be less than its carrying value, #ireimpairment charge is recorded to write down &isaet to its fair value.

Inventories

Inventories are stated at the lower of cost or miaskith cost determined principally by the averagst method, which approximates the
first-in, first-out method. The recoverability afvientories is based upon the types and levelsvehtories held, forecasted demand, pricing,
competition and changes in technology. We write mlowr inventory for estimated obsolescence or uketable inventory equal to the
difference between the cost of inventory and thienaded market value based upon assumptions abturefdemand and market conditions. If
actual market conditions are less favorable thasdlprojected by management, additional inventaitevdowns may be required.

Property, Equipment and Improvements

The components of property, equipment and improvesnare stated at cost. The Company provides fored@tion by use of the
straight-line method over the estimated usefulslioéthe related assets (three to seven years3ebeld improvements are amortized by use of
the straight-line method over the lesser of themeged useful life of the asset or the lease t&apairs and maintenance costs are expensed a
incurred. Property, equipment and improvementsested for recoverability whenever events or chanigeircumstances indicate that its
carrying amount may not be recoverable. If thealue of Property, equipment and improvement®tiemhined to be less than their carrying
value, then an impairment charge is recorded ttevddwn that asset to its fair value.

Trade Accounts Receivable and Allowance for DoliBtfgcounts

Trade accounts receivable are stated at amouritidkia been billed to customers less an allowasicddubtful accounts. Allowances 1
doubtful accounts are recorded for the estimatsskl® resulting from the inability of our customersnake required payments. The estimates
for allowance for doubtful accounts are based erlghgth of time the receivables are past dueentibusiness environment and our historical
experience. If the financial condition of our custers were to deteriorate, resulting in impairmdrheir ability to make payments, additional
allowances may be required.

Pension and Retirement Plans

The funded status of pension and other postretinélmenefit plans is recognized prospectively onftakance sheet. Gains and los:
prior service costs and credits and any remainiugsition amounts that have not yet been recogrfr@digh pension expense will be
recognized in accumulated other comprehensive iecowt of tax, until they are amortized as a corepbof net periodic
pension/postretirement benefits expense. Additlgnplan assets and obligations are measured agrdiscal year-end balance sheet date
(September 30).
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We have defined benefit and defined contributianplin the United Kingdom (the “U.K.”), Germany andhe U.S. In the U.K. and
Germany, the Company provides defined benefit pangians for certain employees and former emplqoyesss defined contribution plans for
the majority of the employees. The defined berg@éihs in both the U.K. and Germany are closed tdyhired employees, and have been for
the two years ended September 30, 2009. In the the&SCompany also provides defined contributianplthat cover most employees and
supplementary retirement plans to certain emplogedsformer employees who are now retired. Thepplementary retirement plans are also
closed to newly hired employees, and have beethétwo years ended September 30, 2009. Theseesupptal plans are funded through
whole life insurance policies. The Company expé&ztecover all insurance premiums paid under tipeieies in the future, through the cash
surrender value of the policies and any death litsref portions thereof to be paid upon the deéth® participant. These whole life insurance
policies are carried on the balance sheet at tasin surrender values as they are owned by the &ogngnd not assets of the defined benefit
plans. In the U.S., the Company also provides flicer death benefits and post-retirement healfuiance benefits through supplemental post-
retirement plans to certain officers. The Compagry &unds these supplemental plans’ obligationsugh whole life insurance polices on the
officers.

Pension expense is based on an actuarial computstimurrent future benefits using estimates fqreted return on assets, expected
compensation increases and applicable discourt. fsli@nagement has reviewed the discount ratesowititonsulting actuary and investment
advisor and concluded they were reasonable. A deerim the expected return on pension assets wuarkehse pension expense. Expected
compensation increases are estimated based ori¢astind expected increases in the future. Ineeasestimated compensation increases
would result in higher pension expense while desgsavould lower pension expense. Discount ratesedeeted based upon rates of return on
high quality fixed income investments currently ibafale and expected to be available during thegaeto maturity of the pension benefit. A
decrease in the discount rate would result in grgagnsion expense while an increase in the disgcatenwould decrease pension expense.

The Company funds its pension plans in amountscserft to meet the requirements set forth in apblie employee benefits laws and
local tax laws. Liabilities for amounts in exce$shese funding levels are accrued and reporteébddrconsolidated balance sheet.

Revenue Recognition

The Company recognizes product revenue from cus®atehe time of transfer of title and risk ofdoghich is generally at the time of
shipment, provided that persuasive evidence ofi@mgement exists, the price is fixed or determimalnd collectability of sales proceeds is
reasonably assured. When significant performantigaitons remain after products are delivered, saglfor installation, system integration or
customer acceptance, revenue and related costiefareed until such obligations are fulfilled, usdethe delivered element has standalone
and we have objective, reliable evidence of falugaf the undelivered elements. We include frelgéd to our customers as sales and the
related freight costs as cost of sales. The Compashyces revenue for estimated customer returns.

In certain multiple-element revenue arrangemehtsompany is obligated to deliver to its custonmeudtiple products and/or services
(“multiple elements”). In these transactions, trenpany allocates the total revenue to be earnedruhd arrangement among the various
elements based on their relative fair value. Theration is based on vendor specific objective enak and/or third party evidence of fair value
which is the price charged when that element id separately. The Company recognizes revenue deiatde delivered products or services
only if: (1) the above revenue recognition criteaia met; (2) the delivered element has
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standalone value; (3) there is objective and ridiavidence of fair value of the undelivered eletmand (4) any remaining performance
obligation is inconsequential or perfunctory. Feample, in certain arrangements to provide hardwarkservices, the product is delivered,
however objective, reliable evidence of fair vatdeindelivered services that are considered mame ihconsequential or perfunctory is not
established, therefore revenue is deferred foetttiee arrangement until the services are complete.

The Company recognizes revenue from software leemsen persuasive evidence of an arrangemens ed@ivery of the product has
occurred and no significant Company obligationdwitgard to customization or implementation remghia,fee is fixed or determinable and
collectability is probable.

The Company also offers training, maintenance agea¢s and support services. The Company has estadlfair value on its training,
maintenance and support services based on prieegezhin separate sales to customers at pricdsdisb&d and published in its standard price
lists. These prices are not discounted. Revenume fh@se service obligations under maintenance actstis deferred and recognized on a
straight-line basis over the contractual periodichlis typically three to twelve months, if all ethrevenue recognition criteria have been met.
Support services provided on a time and materisiskare recognized as provided if all of the reeracognition criteria have been met for-
element and the support services have been pravidaihing revenue is recognized when performed.

The following policies are applicable to the Compamajor categories of segment revenue transagtion

Systems Segment Revenue

Revenue in the Systems Segment consists of pradidcservice revenue. Generally, product reventecisgnized when product
shipped, provided that all revenue recognitiorecidt are met. Service revenue consists princifdlhpyalty revenue related to the licensing of
certain of the Company’s proprietary system tecbgpland repair services. The Company recognizeatyosevenues upon notification by the
customer of shipment of the systems produced pntdodhe royalty agreement. Repair service revéngenerally based upon a fixed price
and is recognized upon completion of the repair.

From time to time we enter into multiple elemembagements in the Systems Segment. We follow theuatting policies described
above for such arrangements.

The Company’s standard sales agreements geneaatigtdnclude customer acceptance provisions. Hewen certain instances when
arrangements include a customer acceptance prowsithere is uncertainty about customer acceptaeeenue is deferred until the Company
has evidence of customer acceptance. Customersadjgra® not have the right of return, once custoaeeeptance has occurred.

Service and System Integration Segment Revenue

Revenue in the Service and System Integration Segooasists of product and service revet

Revenue from the sale of third-party hardware &ird{party software is recognized when the revamgegnition criteria are met. The
Company’s standard sales agreements generallytdnaliede customer acceptance provisions. Howérerertain instances when

arrangements include a customer acceptance prowsithere is uncertainty about customer acceptaeeenue is deferred until the Company
has evidence of customer acceptance. Customerstd@we the right of return.
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Service revenue is comprised of information techgplconsulting development and maintenance serviéese and material service
contract revenue is recognized as the serviceseadered. Maintenance services revenue under ssrldgel agreements is recognized ratably
over the period covered by the service level agesgniixed price professional services contractmer is generally recognized upon
completion of the professional services contractjsing percentage of completion for contracts whbe cost of the services can be reliably
estimated. Losses on fixed price professional ses/contracts are recognized in the period in wiiieHoss becomes known. For arrangem
that include a customer acceptance provision, threife is uncertainty about customer acceptansersfces rendered, revenue is deferred until
the Company has evidence of customer acceptance.

We sell certain third party service contracts, watace evaluated to determine whether the saledbf service revenue should be recorded
as gross sales or net sales in accordance wittathe recognition criteria as required by U.S. @a&heAccepted Accounting Principles
(“GAAP"). We must determine whether we act as a principtilértransaction and assume the risks and rewardioérship or if we are simg
acting as an agent or broker. Under gross salegné&@on, the entire selling price is recordedafes and our cost to the third-party service
provider or vendor is recorded in cost of goods sdhder net sales recognition, the cost to theltharty service provider or vendor is
recorded as a reduction to sales resulting inalessequal to the gross profit on the transactiwhthere are no costs of goods sold. We use the
gross sales recognition method for the third psgtywice contracts that we sell, as we have detedrtimat we act as a principal in these sales
transactions.

Product Warranty Accrual

Our product sales generally include a 90-day teywes hardware warranty. At time of product shipmer accrue for the estimated c
to repair or replace potentially defective produBistimated warranty costs are based upon prioabetarranty costs for substantially similar
products.

Engineering and Development Expenses

Engineering and development expenses include pagroployee benefits, sto-based compensation, and other headc-related
expenses associated with product development. Eadimg and development expenses also include plairy- development and programming
costs and the amortization of purchased softwagle.cd/e consider technological feasibility for oafteare products to be reached upon the
release of the software, accordingly, no interofihgare development costs have been capitalized.

Income Taxes

We use the asset and liability method of accourfiingncome taxes whereby deferred tax assetsiahilities are recognized for the
estimated future tax consequences attributabléferehces between the financial statement carrgimgpunts of existing assets and liabilities
and their respective tax bases. Deferred tax aasdttiabilities are measured using enacted tasriat effect for the year in which those
temporary differences are expected to be recovaredttled. The effect on deferred tax assetsiabdilies of a change in tax rates is
recognized in income in the period that includesahactment date. We also reduce deferred taxsassatvaluation allowance if, based on the
weight of available evidence, it is more likely thaot that some portion or all of the recorded defittax assets will not be realized in future
periods. This methodology requires estimates addments in the determination of the recoverabditdeferred tax assets and in the
calculation of certain tax liabilities. Valuatiol@vances are recorded against the gross defegredssets that management
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believes, after considering all available posiéwel negative objective evidence, historical andpective, with greater weight given to
historical evidence, that it is more likely thart tiat these assets will not be realized.

In addition, we are required to recognize in thesmtidated financial statements only those taxtjmrs determined to be more-likely-
than-not of being sustained upon examination, basetie technical merits of the positions as ofréporting date. If a tax position is not
considered more-likely-thanet to be sustained based solely on its techniegitsn no benefits of the position are recogniZéds is a differen
standard for recognition than was previously regfiin 2007. The more-likely-than-not threshold magsitinue to be met in each reporting
period to support continued recognition of a ban&fpon adoption of this standard on October 1,720 were required to adjust our financial
statements to reflect only those tax positions @inatmore-likely-than-not to be sustained. Any seaey adjustment was recorded directly to
opening retained earnings in the period of adoption

In addition, the calculation of the Company’s tabilities involves dealing with uncertainties letapplication of complex tax
regulations in a multitude of jurisdictions. Ther@gany records liabilities for estimated tax obligas in the U.S. and other tax jurisdictions.
These estimated tax liabilities include the prauisior taxes that may become payable in the future.

Earnings per Share of Common Stock

Basic net income (loss) per common share is cordpmteadividing net income (loss) available to comnstockholders by the weighted
average number of common shares outstanding fquetied. Diluted net income (loss) per common slemmmputed by dividing net income
(loss) available to common stockholders by theyfdiluted weighted average common shares outstgrfdirthe period. Fully diluted weightt
average common shares outstanding reflects thenmiaxinumber of shares that would have been outstgnmidsulting from the assumed
exercise and share repurchase related to dilutibak ®ptions and other potential common shares.

The reconciliation of the numerators and denomisabd the basic and diluted net income (loss) pares computations for the
Company'’s reported net income (loss) is as follows:

Years Ended September 30,
2009 2008
(Amounts in thousands,
except per share data)

Net loss $ (3,789 $ (407
Weighted average number of shares outstar—basic 3,59¢ 3,78:¢
Incremental shares from the assumed exercise ¢f sfations — —

Weighted average number of shares outstar—dilutive 3,594 3,78:
Net loss per sha—basic $  (1.09 $ (0.1))
Net loss per sha—diluted $  (1.09 $ (0.1))

All anti-dilutive securities, including stock optis, are excluded from the diluted earnings peresbamputation. For fiscal year 2009 and
2008, 348,000 and 268,000 shares, respectively @erluded from the diluted earnings per share coation.
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Use of Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyalkcepted in the United Stal
requires management to make estimates and assush it affect the reported amounts of assetsiabifities and disclosure of contingent
assets and liabilities at the date of the finamstialements and the reported amounts of revenuksxgenses during the reporting period. Ac
results may differ from those estimates under défie€ assumptions or conditions.

Stock-Based Compensation

We measure and recognize compensation expensk $tock-based payment awards made to employees and dsécttuding stocl
options and nonvested shares of common stock lmasedtimated fair values of stock-based paymentdssan the date of grant. A stock
option pricing model is used to determine the ¥aiue of stock options and the fair value of notegshare awards is the quoted market price
of our common stock as quoted on the Nasdaq GMbaket. The Company uses the Black-Scholes optiaiag model to calculate the fair
value of stock option grants. The value of theiparbf the award that is ultimately expected totvesecognized as expense over the requisite
service periods in the Company’s Consolidated State of Operations.

As stock-based compensation expense recognizée iBansolidated Statements of Operations for #wfiyears ended September 30,
2009 and 2008 is based on awards ultimately exgdoteest, it has been reduced for estimated torkes, and will be revised, if necessary, in
subsequent periods if actual forfeitures diffenirthose estimates.

Stock-based compensation expense recognized fhistia years ended September 30, 2009 and 2008sted of stock-based
compensation expense related to options and nau/esick granted pursuant to the Company’s staznitive and employee stock purchase
plans of approximately $265 thousand and $301 tnudisrespectively.

Concentrations of Credit Risk

Cash and cash equivalents are maintained with akfileancial institutions. Deposits held with bamkay exceed the amount of insura
on such deposits. Generally, these deposits magdee=med upon demand. The Company has not expedi@ny losses in such accounts and
believes it is not exposed to any significant dredk on cash and cash equivalents.

Subsequent Events

The Company recognizes in the consolidated finhistaaements the effects of all subsequent eveatyirovide additional evidence
about conditions that existed at the date of tatestent of financial position, including the estiesainherent in the process of preparing
financial statements.

New Accounting Pronouncements

On October 1, 2008, we adopted the new fair valaagurements accounting standard issued by thedi@h@ccounting Standarc
Board (the “FASB"), which established a single défon of fair value as “the price that would beeé/ed to sell an asset or paid to transfer a
liability in an orderly transaction between margatticipants at the measurement date”. The nevdatdralso establishes a framework for
measuring fair value
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and expands the disclosure requirements for fairevaneasurements. The impact of this standardlected on our consolidated financial
statements for fiscal year 2009 for financial assetd liabilities, as required by this new standardrebruary 2008, the FASB issued a
pronouncement which delayed the effective datéefair value measurement standard for all nonafired assets and liabilities, except those
that are recognized or disclosed at fair valudénfinancial statements on a recurring basis, €iatal years beginning after November 15, 2
(Fiscal year ending September 30, 2010 for the Go) We do not expect that the adoption of thevalue measurement standards for non-
financial assets and liabilities will have a maknmpact on our financial statements.

On April 1, 2009, the FASB issued new guidancetlet “Accounting for Assets and Liabilities Assutni@ a Business Combination
That Arise from Contingencies”. This FASB guidameeends and clarifies Generally Accepted Accounfirigciples (“GAAP”), for business
combinations, to address application issues rdiggareparers, auditors, and members of the legdiégsion on initial recognition and
measurement, subsequent measurement and accowamtihdisclosure of assets and liabilities arisnognf contingencies in a business
combination. The new guidance will be effective &ssets or liabilities arising from contingenciebusiness combinations for which the
acquisition date is on or after the beginning @f finst annual reporting period beginning on oeafdbecember 15, 2008. The Company doe:
anticipate that this new guidance will have anyariat impact upon its preparation of its finanatdtements.

In December 2008, the FASB issued new accountiidggae entitled, “Employers’ Disclosures about Ragement Benefit Plan
Assets”. The new guidance requires additional d&ales about plan assets for sponsors of defineefibpension and postretirement plans
including expanded information regarding investrstrdategies, major categories of plan assets, ancentrations of risk within plan assets.
Additionally, this guidance requires disclosuranikir to those required under the fair value actiognprinciples with respect to the fair value
of plan assets such as the inputs and valuatidmigges used to measure fair value and informatitim respect to classification of plan assets
in terms of the hierarchy of the source of inforimratused to determine their value. The disclosurater this new guidance are required for
annual periods ending after December 15, 200%({figear 2010 for the Company.) We are currenthlieating the requirements of these
additional disclosures.

In June 2008, the FASB issued new accounting gaelentitled, “Determining Whether Instruments Geanh Share-Based Payment
Transactions Are Participating Securities.” Under hew guidance, non-vested share-based paymerdsathat contain non-forfeitable rights
to dividends or dividend equivalents are partidiggsecurities and, therefore, are included in cating earnings per share (“EPS”) pursuant to
the two-class method. The tvetass method determines earnings per share foraaeh of common stock and participating securaiording
to dividends or dividend equivalents and their eg$ppe participation rights in undistributed eaggnThe new guidance is effective for fiscal
years beginning after December 15, 2008 (fiscat geding September 30, 2010 for the Company.) Téragainy does not anticipate that t
new guidance will have a material effect on basidituted EPS for the fiscal year ending Septen3fer2010.

In April 2008, the FASB issued new accounting gaitiaentitled, “Determination of the Useful Lifelotangible Assets”. This new
guidance amends the factors an entity should censiddeveloping renewal or extension assumpticesi in determining the useful life of
recognized intangible assets under existing GAA#s Tiew guidance applies prospectively to intarggddsets that are acquired individually or
with a group of other assets in business combinatimd asset acquisitions. This new guidance és®@fe for financial statements issued for
fiscal years beginning after December 15, 2008 4figyear ending September 30, 2010 for the Compadinge Company does not anticipate
this new guidance will have any material impactmufis preparation of its financial statements.
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In October 2009, the FASB issued new accountindange entitled, “Multiple—Deliverable Revenue Amgaments—a Consensus of tt
FASB Emerging Issues Task Force.” This new guidamends existing revenue recognition accountingcjpies regarding multiple-
deliverable revenue arrangements. The consensuslpsoaccounting principles and application guigaoc whether multiple deliverables
exist, how the arrangement should be separatedhantbnsideration allocated. This guidance eliteimghe requirement to establish verifia
objective evidence of the fair value of undelivepedducts and services and also eliminates thduakimethod of allocating arrangement
consideration. The new guidance provides for sépaevenue recognition based upon managementeastiof the selling price for an
undelivered item when there is no other means terigne the fair value of that undelivered itemdenthe previous guidance, if the fair va
of all of the elements in the arrangement was ptgrdhinable, then revenue was deferred until athefitems were delivered or fair value was
determined. This new approach is effective prospelgtfor revenue arrangements entered into or rizdhe modified in fiscal years beginning
on or after June 15, 2010, with early adoption peech. The Company is currently evaluating the ptigg impact of this standard on its
financial position and results of operations, areether we will early-adopt the new standard forftbeal year ending September 30, 2010.

In May 2009, the FASB new accounting guidance lewtjt'Subsequent Events” to establish accountirdydisclosure standards for
events that occur after the balance sheet datedfote financial statements are issued or areabaito be issued. It defines financial
statements as available to be issued, requirindifobosure of the date through which an entity dzeuated subsequent events and the basis
for that date, whether it be the date the finargtialements were issued or the date they wereadlailo be issued. The Company adopted this
new guidance upon issuance. This standard had terimlampact on the Company’s financial positiogsults of operations or cash flows.

In June 2009, the FASB issued accounting guidantidesl, “The FASB Accounting Standards Codjficatigthe “Codification”) and the
Hierarchy of Generally Accepted Accounting Prinerl’as the single source of authoritative nongovernaté€bénerally Accepted Accountit
Principles in the United States. The Codificati@tdme effective for interim and annual periods regdifter September 15, 2009. The
Cadification is now the single source of authohitataccounting principles to be applied by all nongrnmental U.S. entities. All other
accounting literature not included in the Codificatwill be nonauthoritative. The adoption of thedffication did not have an impact on our
financial position or results of operations.

2. Acquired Business

On September 25, 2008, the Company acquired suladhaall of the assets of R2 Technology Servidas, (‘R2"), through its
Modcomp subsidiary, as part of its Service and &yditegration business segment. R2 is an IT soistand managed service provider that
specializes in unified communications and IT sdgwsdlutions. We acquired R2 to expand ouwr 3 parogduct and IT services offerings and
for potential synergies which we may realize byserselling our legacy and newly acquired produdtsarvice capabilities among the newly
combined customer base. R2 is an establishedtgitdibusiness with knowledge and expertise iniginog unified communications and IT
security solutions. These factors contributed puchase price that resulted in the recognitiogaafdwill. The Company paid total
consideration of approximately $2.4 million to acguubstantially all of the assets of R2, of wh&hmillion was paid in cash at closing, $317
thousand was paid subsequently for net workingtabipems acquired, $36 thousand was incurredréorsaction costs directly related to the
acquisition, and approximately $90 thousand wasriedl for the assumption of certain other liat@hti The purchase of R2 resulted in good
not subject to amortization for book purposes toggapproximately $1.1 million. We expect the godtiwill be deductible for income tax
purposes.

55



Table of Contents

CSP INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
YEARS ENDED SEPTEMBER 30, 2009 and 2008

The purchase price is allocated as follows:

(Amounts in

Thousands)
Accounts receivabl $ 51¢
Prepaid expenst 3
Inventories 36
Less: Accounts payab (247
Working capital $ 317
Goodwill 1,168
Customer list (amortized over 10 yee 82C
Non-compete agreements (amortized over 3 ye 93
Property and equipme 50
Total purchase pric $ 2,44:

The acquisition was accounted for as a businesbic@ation. The results of operations of R2 for tleeigpd September 26—September 30,
2008, and for the year ended September 30, 2089neluded in the Company’s consolidated statemaineperations for the years ended
September 30, 2009 and 2008.

The following tables sets forth pro forma finandig#brmation for the year ended September 30, 2308 R2 was acquired as of
October 1, 2007:

Pro
R2 Pro forma
Actual forma combined
(Amounts inThousands, except
per share data)

Revenue $76,78: $7,24i $84,02¢
Net loss (407) (45) (452)
Basic loss per Sha $ (0.17) $(0.05) $ (0.12
Fully Diluted Earnings per Sha $ (0.17) $(0.05) $ (0.12
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3. Short-term Investments
At September 30, 2009 and 2008, S-term investments consist of the followir

Gross
Amortized Unrealized
Fair
Cost Gains Value

(Amounts in thousands)

September 30, 200!
Closed end Fund:
Total $ — $ — $ —
September 30, 200!
Closed end Fund:

Blackrock Preferred Strategy Fu $ 45C $ — $ 45C
Student Loan Backed Auction Rate Securi
Pennsylvania Higher Education Assistance AgencydB 1,10( — 1,10(
Panhandle Plains Higher Education Authority, InonBs 2,05( — 2,05(
Nelnet Student Loan Funding, LLC As-Backed Note: 1,40( — 1,40(
Total $ 5,00( $ — $5,00(
Short-term Long-term Total

September 30, 200!
Available-for-sale $ — $ — $ —

September 30, 200!
Available-for-sale $ 5,00( $ — $5,00(

Our investments in auction rate securities as pteeber 30, 2008, listed above totaling approxitysié.6 million were diversified
across five separate issues and each issue maithtstheduled interest rate auctions in either 7ed&8-day intervals. All of our auction rate
securities were rated Aaa by Moody’s, AAA by Stamald& Poor’s and/or AAA by Fitch, which are the highest ratingsued by each respect
rating agency. These investments were issued by atgencies and are supported by student loanghich repayment is substantially
guaranteed by the U.S. government under the FeBanally Education Loan Program (“FFELP”) or MBIAdarance Co. The remaining $450
thousand was invested in a closed end, preferretibausecurity secured by the assets of the clesedunds. This closed end fund was legally
required to maintain assets of 200% of the facaevafl the preferred auction securities.

On October 3, 2008, approximately $3.4 million af auction rate securities, which were held at Bainkmerica, were redeemed at par
value which was our carrying value. The remainiatahce of our auction rate securities and closedemds totaling approximately $1.6
million, which were held at Merrill Lynch, were reeimed as of January 20, 2009 at par value, whishowacarrying value.

Net unrealized gains or losses on available-fog-salestments are reported as a separate compoingmreholdersequity until realizec
There were no realized or unrealized gains or beseavailable-for-sale investments for the yeaded September 30, 2009 and 2008.
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4. Inventories
Inventories consist of the followin

September 30,
2009 2008
(Amounts in thousands)
Raw material $ 1,28t $ 1,531
Work-in-process 871 20z
Finished good 3,77¢ 6,392
Total $ 5,93t $ 8,12¢

5. Accumulated Other Comprehensive Loss
The components of Accumulated Other Comprehensdgs lare as follows:

Accumulated

Effect of Minimum Other

Foreign Comprehensive
Currency Pension
Translation Liability Loss
(Amounts in thousands)

Balance September 30, 20 $ (707) $ (94)) $ (1,64¢)
Change in perio (842) (703) (1,545
Tax effect of change in peric — (94) (99
Balance September 30, 20 $ (1,549 $(1,73¢) $ (3,28)
Change in perio (302) (711) (1,019
Tax effect of change in peric — 32 32
Balance September 30, 20 $ (1,85)) $(2,417) $ (4,26¢)

The changes in the minimum pension liability areafeamortization of net (gain) loss of $(39) thand in 2009 and $20 thousand in
2008 included in net periodic pension cost.

58



Table of Contents

CSP INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
YEARS ENDED SEPTEMBER 30, 2009 and 2008
6. Income Taxes:
The components of income (loss) before income takiacome tax expense (benefit) are comprisedefdhowing:

Years Ended September 30,

2009

2008

(Amounts in thousands)

Income (loss) before income te

u.s. $ (4,19)) $ (2,320
Foreign (759) 1,452
$ (4,956 $ (869
Income tax expense (benefi

Current:
Federal $ 28 $ (675
State 31 (43)
Foreign (519) 217
(460) (507)

Deferred:
Federal (625) 48
State (92) 1C
Foreign 3 (18)
(713 4G
$ (1,179 $ (46))

Reconciliation of “expected” income tax benefit'é@tual” income tax benefit is as follows:

Years Ended September 30,

2009 2008
(Dollar amounts in thousands)
Computec” expecte” tax benefil $(1,685) (34.0%  $(295) (34.0%
Increases (reductions) in taxes resulting fr
State income taxes, net of federal tax bel (40 (0.8% (26) (3.0%
Foreign operation (25¢) (5.2% (295) (34.0%
Change in valuation allowan 90C 18.2% 19¢ 22.%
Permanent difference 19 0.4% 3C 3.4%
Inventory (76) (1.5% (77) (8.99%
Stoclk-based compensatic 49 1.C% 50 5.7%
Federal net operating lo (10€) (2.1)% — —
Write off of subsidiary — — (105) (12.9%
Uncertain tax liability adjustmel 28 0.5% 31 3.6%
Other items (4 (0.2)% 3C 3.5%
Income tax benef $(1,179)  (23.0%  $(461) (53.9%
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The Company recorded a consolidated income taxfivefiél1.2 million in fiscal year 2009 reflectiran effective tax benefit rate of
23.7% compared to a tax benefit of $461 thousariiddal year 2008 with an effective tax rate of28. We utilized approximately $313
thousand of our net operating loss carryovers whiete applied against our 2009 U.S. taxable income.

For the years ended September 30, 2009 and 200Bptary differences, which give rise to deferreddasets (liabilities), are as follows:

September 3C September 3C

2009 2008
(Amounts in thousands)
Deferred tax asset

Pensior $ 2,19¢ $  2,40¢
Goodwill 1,052 —

Other reserves and accru 272 31z
Inventory capitalization and resery 51¢ 46t
State credits, net of federal bens 21¢ 47
Federal and state net operating loss carryforw 297 307
Federal capital loss carryov — 1C
Foreign net operating loss carryforwa 2,84 2,84(
Foreign tax credit 44 44
Depreciation and amortizatic 203 23€
Gross deferred tax assi 7,65: 6,67(
Less: valuation allowanc (6,74%) (6,25))
Realizable deferred tax as: 90¢ 41¢

Deferred tax liabilities

Goodwill — (37¢)
Pensior (14¢€) (175)
Reserve! (96) (187
Gross deferred tax liabilitie (242 (740
Net deferred tax assets (liabilitie $ 66€ $ (32])

The deferred tax valuation allowance increased4®4ghousand, from $6.3 million at September 3082@ $6.7 million at
September 30, 2009. In assessing the realizabflitieferred tax assets, the Company consideraxgbte future earnings and the expected
timing of the reversal of temporary differencescéidingly, the Company has recorded a valuatiamnalhce which reduces the gross deferred
tax asset to an amount which management believesaiie likely than not be realized. The valuatalltowance was determined, by assessing
both positive and negative evidence, whetherntase likely than not that deferred tax assets eaéizable. Such assessment is done on a
jurisdictior-by-jurisdiction basis. The Company’s inabilitypooject future profitability beyond fiscal year ZDih the U.S. and the cumulative
losses incurred in recent years in the U.K. represefficient negative evidence to record a vabratillowance against certain deferred tax
assets.

As of September 30, 2009 and 2008, the CompanyJh@dnet operating loss carryforwards for statepiasposes of approximately $4.2
million and $4.6 million, respectively which areadable to offset future taxable income through202
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As of September 30, 2009, the Company had U.Kopetating loss carryforwards of approximately $8ilfion that have an indefinite
life with no expiration.

Undistributed earnings of the Company’s foreignssdiaries amounted to approximately $3.1 million &3.3 million at September 30,
2009 and 2008, respectively. The Company’s pobdpat its undistributed foreign earnings are imdefly reinvested and, accordingly, no
U.S. federal and state deferred tax liabilitiesehbeen recorded.

In addition, the calculation of the Company’s tabilities involves dealing with uncertainties metapplication of complex tax
regulations in a multitude of jurisdictions. Ther@gany records liabilities for estimated tax obligas in the U.S. and other tax jurisdictions.
These estimated tax liabilities include the prayisior taxes that may become payable in the future.

On October 1, 2007, we adopted provisions of th&B Anterpretation “Accounting for Uncertainty inciome Taxes, which clarifies the
accounting for uncertainty in income tax positiofisis interpretation requires us to recognize sa¢hnsolidated financial statements only
those tax positions determined to be more-likebntimot of being sustained upon examination, basgfi@technical merits of the positions as
of the reporting date. If a tax position is not sislered more-likely-than-not to be sustained baséely on its technical merits, no benefits of
the position are recognized. This is a differeahdard for recognition than was previously requifdte more-likely-than-not threshold must
continue to be met in each reporting period to supgontinued recognition of a benefit. At adoptifrthe interpretation, companies must
adjust their financial statements to reflect ohigge tax positions that are more-likely-than-ndi¢csustained as of the adoption date. Any
necessary adjustment is recorded directly to ogergtained earnings in the period of adoption. dimaulative effect of adoption, as of
October 1, 2007, resulted in an increase to reda@@enings of $556 thousand.

As of October 1, 2007, the total amount of uncartaxk liabilities was $260 thousand, all of whichwd affect our effective tax rate if
recognized. We recognize interest and potentiahlties accrued related to unrecognized tax beriefisir provision for income taxes.

A reconciliation of the beginning and ending baksof the total amounts of gross unrecognized ¢evetits is as follows:

Year Ended Year Ended
September 30, 20C September 30, 20C
(Amounts in thousands)

Balance, beginning of ye $ 291 $ 26(
Increases in tax positions in the current y — 3
Settlement: — —
Accrued penalties and intere 29 28
Balance, end of ye: $ 32C $ 291

We file income tax returns in the U.S. federalgdittion and various state and foreign jurisdicsionhe Internal Revenue Service is
currently examining fiscal year 2007. The Compaay feviewed the tax positions taken on returnd filemestically and in its foreign
jurisdictions for all open years, generally 200ftigh 2008, and believes that tax adjustmentsyraadited year will not be materi:
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7. Property, Equipment and Improvements, Net
Property, equipment and improvements, net consisteofollowing:

September 3C September 3C
2009 2008
(Amounts in thousands)

Leasehold improvemen $ 30C $ 29t
Equipment 7,96( 7,85(
Automobiles 84 84
8,34« 8,22¢

Less accumulated depreciation and amortize (7,519 (7,226
Property, equipment and improvements, $ 83z $ 1,00¢

The Company uses the straight-line method oveestienated useful lives of the assets to recordedgtion expense. Depreciation
expense was $466 thousand and $567 thousand fgedine ended September 30, 2009 and 2008, resplgctiv
8. Goodwill and Other Intangible Assets
Goodwill

The following table summarizes our goodwill as ep&mber 30, 2009 and 2008 and the changes tHerdtee years ended
September 30, 2009 and 2008:

September 3C September 3C
2009 2008
(Amounts in thousands)
Goodwill balance beginning of ye $ 3941 $ 2,77¢
Additions to goodwill — 1,162
Impairment charg (3,94) —
Goodwill balance end of ye: $ — $ 3,94

The goodwill balance as of September 30, 2008 stetsiof $2.8 million recognized in connection viltlke purchase of certain assets of
Technisource Hardware, Inc. (“Technisource”) on N8@y 2003 and approximately $1.1 million recognizedonnection with the purchase of
substantially all the assets of R2 on Septembe2@33 (see Note 2). The goodwill as of SeptembeB09 and 2008 was within the Service
and System Integration segment. The reportingfanipurposes of evaluating goodwill impairment vtlas Modcomp U.S. Systems and
Solutions division.

As required by GAAP, we test goodwill for impairmemnually and/or more frequently if events octiattindicate the impairment
conditions may be present, to determine whetheethas been an impairment to the fair value ofreporting unit that includes goodwill. The
estimated fair value of the reporting unit with gedll is based on a combination of discounted ptgd cash flows and observable market
price-to-earnings multiples of relevant, compargider companies. Based upon the results of ouneggband valuation activities in
connection with our annual goodwill impairment tesé determined that the reporting unit’s estimdsedvalue was below its carrying value.
We then calculated the implied fair value of godtiny determining the fair value of all the assatal liabilities of the reporting unit. As a
result of this process we determined that theviaine of
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goodwill was $0 as of September 30, 2009. The tagryalue of goodwill prior to any impairment chasgwas approximately $3.9 million.
Accordingly, we recorded an impairment charge gfrapimately $3.9 million as shown in the table abov

The global economic downturn led to significant kedvolatility and a reduction in the Company’sfitability in the second half of
fiscal 2009. These changes to market and busimesitons caused lower multiples and resulted inlowering our projected forecast for
2010 and beyond. The fair value of our SystemsSuidtions reporting unit declined due to these rilmtating market and business conditions,
which ultimately resulted in a $3.9 million non-bampairment charge to our goodwill as of Septen#fer2009.

Intangible Asset

The Company acquired intangible assets in conneetith the acquisition of R2 on September 25, 23@& Note 2). As of
September 30, 2009 and 2008 intangible assetsfidlaws:

September 30, 200! September 30, 200:
Weighted Weighted
Average Average
Remaining Remaining
Amortization Accumulated Amortization Accumulated
Period Gross Amortization Net Period Gross Amortization Net
(Amounts in thousands)
Customer lis 9yearr $82C $ 82 $73¢ 10year $82(C — $82(C
Non-Compete agreemer 2 year: 93 31 62 3 year: 93 — 93
Total 85year $91z $ 112 $80C 9.3year $91: — $91:

Amortization expense on these intangible assetsbd/a3 thousand and $0 for fiscal 2009 and 200®eas/ely. Amortization for fiscal
2008 was negligible due to the acquisition occgrririthin 6 days of the fiscal year ended Septen3fe2008.

Annual amortization expense related to intangiskeets for each of the following successive fisealry is as follows:

Fiscal year ending September 30: (Amounts in thousands
2010 $ 113
2011 11c
2012 82
2013 82
2014 82
Thereaftel 32¢
Total $ 80C
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9. Accounts Payable and Accrued Expenses
Accounts payable and accrued expenses consist ébitbwing:

September 30,

2009 2008

(Amounts in thousands)
Accounts payabl $ 6,901 $ 7,82%
Commission: 12¢ 137
Compensation and fringe benet 1,42¢ 1,46¢
Professional fees and sharehol’ reporting cost: 64% 624
Taxes, other than incon 36¢ 291
Warranty 157 167
Current portion of capital lea: 16 21
Other 887 71C

$ 10,53C $ 11,23}

10. Stock Options and Awards

In 1991, the Company adopted the 1991 Stock Oftlan (the “1991 Plan”), and authorized 332,750 ahaf common stock to be
reserved for issuance pursuant to the 1991 Plasm1981 Plan expired on October 23, 2001. In 198¥ Ctompany adopted the 1997 Stock
Option Plan (the “1997 Plan”), and authorized 180,6hares of common stock to be reserved for i€gsuparsuant to the 1997 Plan. The 1997
plan expired in 2007. Because the 1991Plan and38& Plan have expired no further awards will Iseésl under these plans. In 2003, the
Company adopted the 2003 Stock Incentive Plan“@8@3 Plan”) and authorized 200,000 shares of comstock to be reserved for issuance
pursuant to the 2003 Plan. As of September 30, ,20@% were 10,000 shares available to be gramtddr the 2003 Plan. In 2007, the
Company adopted the 2007 Stock Incentive Plan“@8@7 Plan”) and authorized 250,000 shares of comstock to be reserved for issuance
pursuant to the 2007 Plan. As of September 30, ,20@%e were 181,200 shares available to be gramtddr the 2007 Plan. In 2003, the
Company issued non-qualified stock options to nfficer employees hired as part of the Technisoaaguisition. These options were granted
at their fair value on the date of grant. Theséomgtvested over a period of four years and expineyears from the date of grant. Under all of
the stock incentive plans, both incentive stocka® and non-qualified stock options may be gratdeafficers, key employees and other
persons providing services to the Company. The 288 and 2007 Plan also provide for awards of asted shares of common stock. All of
the Company’s stock incentive plans have a ten lfeaiThe total number of available shares undigplans for future awards was 191,200 as
of September 30, 2009.

Options issued under any of the stock option ptaesot affected by termination of the plan. Thenpany issues stock options at their
fair market value on the date of grant. Vestingtotk options granted pursuant to the Companytkstawentive plans is determined by the
Company’s compensation committee. Generally, optgnanted to employees vest over four years anideetgn years from the date of grant.
Options granted to non-employee directors, havetigslly been cliff vesting after six months frahve date of grant and expire three years
from the date of grant. In fiscal 2009, the Compgrgnted its Chief Executive Officer and nemployee directors shares of nonvested con
stock instead of stock options. The vesting perfodshe Chief Executive Officer's and directorginvested stock award are three years and
one year, respectively.

We measure and recognize compensation expensk stoek-based payment awards made to employeediagiors including
employee stock options and awards of nonvested di@sed on estimated fair values, as

64



Table of Contents

CSP INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)
YEARS ENDED SEPTEMBER 30, 2009 and 2008

described in note 1. Stock-based compensation sgganurred and recognized for the years endedeBdyerr 30, 2009 and 2008 related to
stock options and nonvested stock granted to erepbgnd non-employee directors under the compatyck incentive and employee stock
purchase plans totaled approximately $265 thouaadds301 thousand, respectively. The classificaifdhe cost of share-based
compensation, in the statements of operationgrisistent with the nature of the services beingleezd in exchange for the share based
payment. The following table summarizes stock-basedpensation expense in the Company’s consolidatgédments of operations:

Years ended

September 3C September 3C
2009 2008
(Amounts in thousands)
Cost of sale: $ 9 $ 1C
Engineering and developme 35 41
Selling, general and administrati 221 25C
Total $ 26¢ $ 301

For the year ended September 30, 2009, the Congranyed 12,250 share options to certain key empkyE3,300 nonvested shares to
its Chief Executive Officer and 10,000 nonvestearsh to its non-employee directors. For the yedeérSeptember 30, 2008, the Company
granted 54,000 share options to employees, an®@QG@ares to non-employee directors.

The Company measures the fair value of nonvestad stiwards based upon the market price of its comstack as of the date of grant.
The Company uses the Black-Scholes option-pricingehto value stock options. The Black-Scholes rhoetguires the use of a number of
assumptions including volatility of the Companytsck price, the weighted average risk-free interat, and the weighted average expected
life of the options, at the time of grant. Becatis® Company does not pay dividends, the dividetelvariable in the Black-Scholes model is
zero. The table below summarizes the assumpticed tasvalue these options:

Years ended
September 30, September 30,
2009 2008
Expected volatility 57% 59%
Expected dividend yiel — —
Risk-free interest rat 1.55%-1.73%  2.18%-3.87%
Expected term (in year 6.1-7.6 3.C-7.9

The volatility assumption is based on the histdneeekly price data of the Company’s stock oveedqu equivalent to the weighted
average expected life of the Company’s options. &d@ment evaluated whether there were factors dthivge periods which would distort the
volatility figures if used to estimate future validy and concluded that there were no such factors

The risk-free interest rate assumptions are basddl 8. Treasury rates determined at the date idrogrant.

The expected terms of employee stock options reptegeighted-average periods that the stock opaoagxpected to remain
outstanding. They are based upon the historicabgeeof the actual terms that stock options wetstanding, or are expected to be
outstanding. Management believes this historictd darepresentative of the expected term of optgnanted for the years ended Septembe
2009 and 2008.
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As stock-based compensation expense recognizéeé iconsolidated statements of operations is basesvards ultimately expected to
vest, expense for grants beginning upon adoptio®anber 1, 2005 has been reduced for estimatéeitimes. Forfeitures to be estimated at
the time of grant and revised, if necessary, iresghent periods if actual forfeitures differ fromese estimates. The forfeiture rates for the
years ended September 30, 2009 and 2008 were basedual forfeitures

No cash was used to settle equity instruments gdamtder share-base payment arrangements in dhg géars in the two-year period
ended September 30, 2009.

The following tables provide summary data of stopkion and award activity:

Weighted Weighted
Average
average Remaining Aggregate
Number exercise Contractual Intrinsic
of Shares price Term Value
(in thousands
Outstanding September 30, 2C 426,15¢ $ 6.57 — —
Granted 64,00( $ 6.3¢ — —
Expired (19,22 $ 7.1¢ — —
Forfeited (1,939 $ 8.54 — —
Exercisec (31,319 $ 4.0Z — —
Outstanding at September 30, 2( 437,68: $ 6.6¢ — —
Granted 12,25( $ 2.9¢ — —
Expired (78,970 $ 6.5C — —
Forfeited — — — —
Exercisec — — — —
Outstanding at September 30, 2( 370,96: $ 6.61 4.35 Year $ 45
Exercisable at September 30, 2( 303,64¢ $ 6.6¢ 3.50 Year $ 37
Vested and expected to vest at September 30, 370,96: $ 6.61 4.35 Year $ 45

The weighted average grant date fair value of sbptiens granted during the years ended Septenthe0®9 and 2008 was $1.71 and
$3.69, respectively. The aggregate intrinsic vallistock options exercised during the years enagdesnber 30, 2009 and 2008 was zero
(there were no stock options exercised in fisc@Q@nd $85 thousand, respectively.

A summary of the status of the Company’s nonvestedles as of September 30, 2009, and changes dleiygar ended September 30,
2009, is presented below:

Weighted
Average .
Number of grant date V/\-\/\?gzgag
Remaining Aggregate
nonvested Fair Contractual Intrinsic
shares Value Term Value
(in thousands
Nonvested shares outstanding at September 30, — — — —
Activity in 2009
Granted 23,30( $ 3.17 — —
Vested — — — —
Forfeited — — — —
Nonvested shares outstanding at September 30, 23,30( $ 317 1.42 Year $ 85
Exercisable at September 30, 2( — — — —
Vested and expected to vest at September 30, 23,30( $ 3.17 1.42 Year $ 85
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As of September 30, 2009, there was $253 thoushtudad unrecognized compensation cost relatedtvasted share-based
compensation arrangements (including share optidmanvested share awards) granted under the caaspstock incentive plans. This cos
expected to be expensed over a weighted averagel mérapproximately 2 years. The total fair vabfeshares vested during the years ended
September 30, 2009 and 2008 was $194 thousandZadtousand, respectively.

11. Stock Purchase Plan

In October 1997, the Board of Directors of the Campadopted an Employee Stock Purchase Plan (88¥“Rurchase Plan”), which
was ratified by the shareholders. There are 332sha0es of common stock reserved for issuance uhder997 Purchase Plan. Under the 1
Purchase Plan, the Company’s employees may purshases of common stock at a price per sharegt&i% of the lesser of the fair market
value as of the beginning or end of semi-annudbaopieriods. Compensation expense recorded foeshssued pursuant to the 1997 Purchase
Plan for the years ended September 30, 2009 ar8l\28¢8 approximately $75 thousand and $60 thousasgectively. For the years ended
September 30, 2009 and 2008, 64,888 and 30,126sshare issued pursuant to the 1997 PurchaserB&pectively. Since inception of the
plan, 266,625 shares have been issued, and thee66A25 shares available for future issuance uheet997 Purchase Plan as of
September 30, 2009.

12. Pension and Retirement Plans

We have defined benefit and defined contributianplin the U.K., Germany and in the U.S. In the lakKd Germany, the Company
provides defined benefit pension plans for ceréairployees and former employees, and defined comiibb plans for the majority of the
employees. The defined benefit plans in both thé dnd Germany are closed to newly hired employaed,have been for the two years er
September 30, 2009. In the U.S., the Company atsddges defined contribution plans that cover mesaployees and supplementary retirer
plans to certain employees and former employeesashmow retired. These supplementary retirememtspare also closed to newly hired
employees, and have been for the two years endadr8ker 30, 2009. These supplemental plans arefutilough whole life insurance
policies. The Company expects to recover all inscegpremiums paid under these policies in the &tilrough the cash surrender value of the
policies and any death benefits or portions thetedfe paid upon the death of the participant. €velsole life insurance policies are carried on
the balance sheet at their cash surrender valuggwasire owned by the Company and not asseteafdfined benefit plans. In the U.S., the
Company also provides for officer death benefitd post-retirement health insurance benefits thrawgiplemental post-retirement plans to
certain officers. The Company also funds these Isupgntal plans’ obligations through whole life irsce polices on the officers.

Defined Benefit Plans

The Company funds its pension plin amounts sufficient to meet the requirementdch in applicable employee benefits laws i
local tax laws. Liabilities for amounts in excesshese funding levels are accrued and reportederconsolidated balance sheet.

The German Plan does not have any assets andatesadif costs and benefits of the plan are fundedially with cash flow from
operations.

The domestic supplemental retirement plans hagergurance policies which are not considered ptmets but were purchased by the
Company as a vehicle to fund the costs of the glaese insurance policies are
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included in the balance sheet at their cash suerevadue, net of policy loans, aggregating $1.7ianiland $1.6 million as of September 30,
2009 and 2008, respectively. The loans againgpdfieies have been taken out by the Company talp@apremiums. The costs and benefit
payments for these plans are paid through operatisf flows of the Company to the extent that ey not be funded through the use of the
cash values in the insurance policies. The Compapgcts that the recorded value of the insuranteig®will be sufficient to fund all of the
Company'’s obligations under these plans.

At September 30, 2009, our pension plan in the Wi#s the only plan with assets, holding investmehtgpproximately $7.4 million.
The Company'’s investment strategy is to maximizeltimg-term rate of return on plan assets withimegeptable level of risk while
maintaining adequate funding levels. The portfidionanaged to achieve optimal diversity. The folluyvable presents the percentages of the
fair value of plan assets by investment categomyf &eptember 30, 2009:

Percentage ¢

plan assets
Equity securitie: 79.€%
Debt securitie: 11.4%
Cash 9.C%
Total 100.(%

As of September 30, 2009, our actual asset mixaqpated our target mix.

Assumptions:

The following table provides the weighted averag®arial assumptions used to determine the actyaeaent value of projected benefit
obligations at:

Domestic International
September 30, September 30,
2009 2008 2009 2008
Discount rate 5.7% 7.5(% 5.65% 6.6€%
Expected return on plan asse — % — % 6.2(% 7.1(%
Rate of compensation increa — % — % 1.17% 1.62%

The following table provides the weighted averag®arial assumptions used to determine net perioelefit cost for years ended:

Domestic International
September 30, September 30,
200¢ 2008 2009 2008
Discount rate 7.5% 6.25% 6.66% 5.67%
Expected return on plan asse — % — % 7.1(% 6.8(%
Rate of compensation increa — % — % 1.62% 1.9(%

For domestic plans, the discount rate was detewhiiyecomparison against the Citigroup Pension Rist€urve and Liability Index for
AA rated corporate instruments. The Company mositdher indices to assure that the pension obtigatare fairly reported on a consistent
basis. The international discount rates were détertinby comparison against country specific AA cogpe indices, adjusted for duration of
obligation.
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The Company’s U.K. plan is invested in low-costamaled funds and aims to produce consistent investpgeformance in-line with

average U.K. pension funds.

The periodic benefit cost and the actuarial pregahie of projected benefit obligations are basedctuarial assumptions that are
reviewed on an annual basis. The Company revigse thssumptions based on an annual evaluationgéom trends, as well as market

conditions that may have an impact on the costofigding retirement benefits.
The components of net periodic benefit costs rdlaaghe U.S. and international plans are as fatow

Years Ended September 30

2009 2008
Foreign U.S. Total Foreign U.S. Total
(amounts in thousands’
Pension:
Service cos $ 54 $ 7 $61 $ 84 $ 8 $ 92
Interest cos 68¢ 147 83¢€ 794 13€ 932
Expected return on plan ass (45¢) — (45€) (650C) — (650)
Amortization of:
Prior service gain — — — — — —
Amortization of net (gain)/los 9 (30) (22) — 19 19
Net periodic benefit co: $29€ $124 $42C $ 226 $16E $ 39
Post Retirement
Service cos $ — $13 $ 13 $ — $ 64 $ 64
Interest cos — 66 66 — 52 52
Expected return on plan ass — — — — — —
Amortization of:
Prior service costs/(gain — — — — — —
Amortization of net (gain)/los — (18) (18) — 1 1
Net periodic benefit co: $— $61 $ 61 $— $117  $117
Pension:
Increase (decrease) in minimum liability includadcomprehensive income (los $ 277 $18Z $45¢ $ 90t  $(14€) $ 762
Post Retirement
Increase (decrease) in minimum liability includaccomprehensive income (los — 252 252 — (59) (59)
Total:
Increase (decrease) in minimum liability includaccomprehensive income (los $277 $434 $711 $ 90t  $(20%) $70<
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The following table presents an analysis of thengea in 2009 and 2008 of the benefit obligatioa,glan assets and the funded status of
the plans:

Years Ended September 3

2009 2008
Foreign U.S. Total Foreign U.S. Total
(Amounts in thousands)
Pension:
Change in projected benefit obligation “ PBO")

Balance beginning of ye: $12,377 $1,96€ $14,337 $14,14. $2,21<¢ $16,35¢
Service cos 54 7 61 84 8 92
Interest cos 68¢ 147 83¢€ 794 13¢€ 932
Changes in actuarial assumptic 854 151 1,00t (907) (128 (1,035
Foreign exchange impa (80¢) — (80¢) (1,489 — (1,489
Benefits paic (397 (260) (651) (255) (26€) (521
Projected benefit obligation at end of y: $12,76¢ $2,011 $14,78( $12,377 $1,96€ $14,33]

Changes in fair value of plan asse

Fair value of plan assets at beginning of $ 744 $ — $ 744, $983( $ — $ 9,83(

Actual gain (loss) on plan ass: 79€ — 79€ (1,42%) — (1,42¢)

Company contribution 28¢ 26C 54¢ 467 26€ 733

Foreign exchange impa (729 — (729 (1,170 — (1,170

Benefits paic (390 (260) (65C) (255) (26€) (52))
Fair value of plan assets at end of y $741C $ — $741C $744 $ — $ 7,444

Funded statu $(5,359 $(2,01) $(7,370 $(4,927) $(1,966) $(6,8979

Unamortized net los — — — — — —
Net amount recognize $(5,359 $(2,01) $(7,370 $(4,927) $(1,966) $(6,8979

Post Retirement
Change in projected benefit obligation “ PBO”):

Balance beginning of ye: $ — $ 88 §$ 88 $ — $ 826 $ 82¢
Service cos — 13 13 — 64 64
Interest cos — 66 66 — 52 52
Changes in actuarial assumptic — 233 233 — (57) (57

Foreign exchange impa — — — — — —
Benefits paic = — — — — —

Projected benefit obligation at end of y: $ — $1197 $1,197 $ — $ 88t $ 88t

Changes in fair value of plan asst
Fair value of plan assets at beginning of — — — — — —
Actual gain/(loss) on plan asst — = — — — —
Company contribution — — — — — —
Foreign exchange impa — — — — — —
Benefits paid from plan asse — — — — — —

Fair value of plan assets at end of y $ — $ — $ — $ — $ — $ —
Funded statu $ —  $(1,19) $(1,19) $ — $ (885 $ (88
Unamortized net los — — — — — —

Net amount recognize $ — $(1,19) $(1,19) $ — $ (88E) $ (88H
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The amounts recognized in the consolidated balaheet consist of:

Years Ended September 30

2009 2008
Foreign U.S. Total Foreign U.S. Total
(Amounts in thousands)

Pension:
Accrued benefit liability $ (5,359 $(2,01) $ (7,370 $ (4,92¢) $(1,966) $ (6,899
Deferred ta» (245) — (145 (174 — (179
Accumulated other comprehensive inca 2,131 90 2,221 1,88: (92) 1,792
Net amount recognize $ (3,379 $(1,92) $ (5,299 $ (3,219 $(2,057) $ (5,276
Post Retirement
Accrued benefit liability $ — $1,197) $ (1,197 $ — $ (885) $ (88%H
Deferred ta» — — — — — —
Accumulated other comprehensive inca — 19€ 19€ — (59 (59)
Net amount recognize $ — $(1,00) $ (1,000 $ — $ (939 $ (939
Total pension and post retiremen
Accrued benefit liability $ (5,359 $(3,20¢ $ (8,567) & (4,92¢) $(2,85) $ (7,779
Deferred tay (14%) — (14%) a74 — (1749
Accumulated other comprehensive inca 2,131 28€ 2,417 1,88: (145) 1,73¢
Net amount recognize $ (3.37Y) $(2,929) $ (6,295 $ (3,219 $(2,999 % (6,21%
Accumulated Benefit Obligation
Pensior $(12,677) $(2,011) $(14,689) $(12,23¢) $(1,966¢) $(14,20)
Post Retiremer — (1,197 (1,197 — (88E) (88E)
Total accumulated benefit obligati $(12,677) $(3,20¢) $(15,88Y) $(12,23¢) $(2,85)) $(15,087)

Plans with projected benefit obligations in excefsglan assets are attributable to unfunded domsesgpplemental retirement plans, our
German plans which are legally not required toleléd, and our U.K. retirement plan.

Accrued benefit liability reported as:

September 30
2009 2008
(Amounts in thousands)
Current accrued benefit liabilit $ 447 $ 397
Noncurrent accrued benefit liabili 8,12( 7,38
Total accrued benefit liabilit $ 8,567 $ 7,77¢

As of September 30, 2009 and 2008 the amountsdadlin accumulated other comprehensive incomejstedsof deferred net losses
totaling approximately $2.4 million and $1.7 mitiorespectively.

The amount of net deferred loss expected to begrezed as a component of net periodic benefit fayghe year ending September 30,
20009, is approximately $171 thousand.
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Contributions
The Company expects to contribute $447 thousaitd frension plans for fiscal 201

Estimated Future Benefit Payments
The following benefit payments, which reflect exigecfuture service, as appropriate, are expectée jwaid (amounts in thousands):

Fiscal year ending September 30: (Amounts in thousands
2010 $ 57:
2011 64z
2012 694
2013 70z
2014 775
Therealftel 4,577

Defined Contribution Plans

The Company has defined contribution plans in deimesd international locations under which the @amy matches the employ's
contributions and may make discretionary contriimsito the plans. The Company’s contributions vdr&8 thousand and $220 thousand for
the years ended September 30, 2009 and 2008, tieshec

13. Line of Credit

As of September 30, 2009, the Company maintairletkaf credit note that allowed for borrowingsigf to $1.0 million. (As o
September 30, 2008 the Company’s line of credivegd for borrowings of up to $2.5 million; howev#hre line of credit agreement was
amended during fiscal 2009 to reduce the revoleirglit maximum amount to $1.0 million.) Availabjliinder the facility is reduced by
outstanding letters of credit issued thereundee. ifiterest rate on outstanding borrowings is etputiie London Inter-Bank Offer Rate
(“LIBOR”) plus 2.5% with a floor of 4%. The matuyitlate under the credit agreement is the dateetigel demands repayment of all the
revolving credit loans made thereunder.

The credit note contains financial and rforancial covenants. The covenants include a requiént to maintain (i) a level of $25 thous
in operating cash flow for the trailing twelve mbatfrom the end of each fiscal quarter; (ii) a minm debt service coverage ratio of 1.25 and
(iif) a minimum current ratio excluding inventomofn current assets of 1.5 at the end of each fpeafter. The Company’operating cash flo
and debt service coverage ratio did not meet thetia as of September 30, 2009. The lender vaapgenpliance with those specific
covenants for the year ended and as of Septemb@080. The waiver amended the terms of the cegpligement by way of converting it inti
demand note, such that any borrowings under thaita@greement shall be payable on demand by thietein addition, the terms were
amended such that any borrowings under the crgdieanent shall be made at the sole discretioneoffettider. The Company was in
compliance with all other covenants for the yeatezhSeptember 30, 2009.

The outstanding balance under this credit facdiyof September 30, 2009 and September 30, 2008Gvaisd $1.5 million, respectively.
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14. Commitments and Contingencies
Leases
The Company occupies office space under lease ragree expiring at various dates during the nex figars. The leases are classifie
operating leases, and provide for the paymentaifastate taxes, insurance, utilities and maintegian

The Company was obligated under non-cancelableatipgrieases as follows:

Fiscal year ending September 30: (Amounts in thousands
2010 $ 1,19¢
2011 53¢
2012 40¢
2013 25¢
2014 25¢€

$ 2,65¢

Occupancy expenses under the operating leasesxappted $1.6 million in 2009 and $1.7 million in(8

Common Stock Repurchase

On February 3, 2009, the Board of Directors autteatithe Company to purchase up to 350 thousanti@dtishares of the Company’s
outstanding common stock at market price. Purstattte aforementioned authorization and an authtiae by our board of directors on
November 13, 2007 to purchase 250 thousand shthee€ompany repurchased approximately 305 thoushaes of its outstanding comm
stock during the year ended September 30, 2009f Sgptember 30, 2009, approximately 240 thoushades remain authorized to repurct
under its stock repurchase program.
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15. Segment and Geographical Information
The following table presents certain operating seginmformation

Service and System Integration Segment

Consolidatec

Systems
Years Ended September 3C Segment Germany UK Us Total Total
(Amounts in thousands)

2009
Sales:

Product $ 6,05 $15,58¢ $ 153 $45,44! $61,18: $ 67,231

Service 1,932 9,33¢ 2,04¢ 2,801 14,18¢ 16,12(

Total sales 7,981 24,921 2,201 48,24: 75,37( 83,351

Profit (loss) from operatior (684) (72¢) 112 (3,629 (4,24%) (4,929
Assets 13,56¢ 11,95 4,16: 10,80¢ 26,92: 40,48¢
Capital expenditure 61 24¢ 13 79 341 402
Depreciatior 182 124 27 133 284 46€
2008
Sales;

Product $ 4,63 $21,98¢ $ — $33,68! $55,67( $ 60,30:

Service 324 11,02¢ 3,00: 2,121 16,15¢ 16,47¢

Total sales 4,95 33,01« 3,00¢ 35,80¢ 71,82¢ 76,78:

Profit (loss) from operatior (3,809 94¢ 331 1,07z 2,352 (1,45))
Assets 15,82% 12,55¢ 4,81z 16,82( 34,19: 50,01¢
Capital expenditure 10t 16€ 99 64 331 43¢
Depreciatior 228 12¢€ 37 181 344 567

Profit (loss) from operations is sales less costatés, engineering and development, selling, géaad administrative expenses but is
affected by either non-operating charges/incomaydncome taxes. Non-operating charges/income stmprincipally of interest
income/expense and foreign exchange gain/loss.

All intercompany transactions have been eliminated.

The following table details the Company’s saleopgrating segment for fiscal years September 309 20d 2008. The Comparsysale:
by geographic area based on the location of wher@itoducts were shipped or services renderedséelaws:

% of

200¢ Americas Europe Asia Total Total
(Amounts in thousands)
Systems $ 5,79¢ $ — $2,18¢ $ 7,981 10%
Service and System Integrati 47,94¢ 27,38 34 75,37( _ 9%
Total $53,74¢ $27,38. $2,22; $83,35. _10C%
% of Total 64% 33% 3% 10C%
% of
200¢ Americas Europe Asia Total Total
(Amounts in thousands)
Systems $ 2,661 $ 31 $2,25¢ $ 4,951 6%
Service and System Integrati 34,67( 35,96 1,19/ 71,82¢ _99%
Total $37,33. $35,99: $3,45:¢ $76,78: 10C%
% of Total 48% 47% 4% 10C%
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Substantially all Americas amounts are United State

Long-lived assets by geographic location at Sepeerib, 2009 and 2008 were as follows:

September 3C September 3C
2009 2008
(Amounts in thousands)
North America $ 1,11¢€ $ 5,46/
Europe 51€ 39z
Totals $ 1,632 $ 5,851
Deferred tax assets by geographic location at &dpe 30, 2009 and 2008 were as follows:
September 3C September 3C
2009 2008
(Amounts in thousands)
North America $ 40C $ 152
Europe 50¢ 267
Totals $ 90¢€ $ 41¢

The following table lists customers from which Bempany derived revenues in excess of 10% of tetednues for the years ended
September 30, 2009 and 2008.

Years Ended

September 30, 2009 September 30, 2008
% of % of
Amount Revenue Amount Revenue
(Dollar amounts in thousands)
Atos Origin GmbH $ 5.C 6% $ 9.8 13%

16. Restructuring Expense

In connection with reductions in workforce in ther@®an and U.K. divisions of Modcomp, the Companyraed a restructuring charge
approximately $268 thousand in the fourth quartdiscal 2009, which was charged to services cosates expense. This amount consists of
termination payments to affected employees.

17. Loss Contingency

We record estimated loss contingencies when infoomas available that indicates that it is proleatilat a material loss has been incL
or an asset has been impaired and the amount tdgbean be reasonably estimated. We disclobe iissessment indicates that a potentially
material loss contingency is not probable but #&somably possible, or is probable but cannot bmatd, or if an exposure to loss exists in
excess of the amount accrued. Loss contingenciesdered remote are generally not disclosed. Détémmthe likelihood of incurring a
liability and estimating the amount of the liahjlinvolves an exercise of judgment. If the evesutts in an outcome that has greater adverse
consequences to us than management expects, th@ayjeave to record additional charges in futuméops.

The Company’s U.S. Modcomp division (“Modcomp U)Swhich is part of the Service and System Intégrasegment, is currently
working to resolve a pricing dispute (the “Dispyt@iith one of its largest hardware manufacturere (Hardware Manufacturer'Y.he Dispute
arose through the discovery that Modcomp
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U.S. was buying some products from the HardwareWanturer’s distributors at incorrect prices. Thiegs that were incorrect arose from
Modcomp U.S. and three of the Hardware Manufactidistributors misapplying discounts that wereikade for specific products for certain
customers to customers for whom these discounts naravailable.

The Company settled with the Hardware Manufactwiér respect to a portion of the transactions inclhincorrect discounts were used.
However, there are additional affected transactiaufisch are subject to further review by the Hardevslanufacturer before we will be able to
agree on a final adjustment with respect to theseiming transactions.

We accrued approximately $337 thousand in additicost of sales, approximately $174 thousand ottvias paid to the Hardware
Manufacturer under the settlement referred to abdlealso reduced commissions and income tax erg@napproximately $98 thousand and
$103 thousand, for a net impact of approximate§7thousand of additional net loss, for the yeaeenSeptember 30, 2009, in connection
with the Dispute. These amounts represent ourdstshates of the liability associated with the Migpfor all transactions involved, whether
settled or still under review. Our estimate is lblage the assumption that all of the transactioitisustder review will be resolved in
substantially the same manner that the settleddions have been, because management believéisetiacts and circumstances of the
transactions still under review are the same athitransactions that have been settled. Howdweardware Manufacturer has advised us
that it will need more time to review the remainaffected transactions, and accordingly has noageted to resolve the remaining
transactions in the same manner as the previoattled transactions. Accordingly, there exists atiogent liability with respect to the
unsettled transactions, because the Hardware Metowéa could assert a claim for amounts in excésiseoestimates that we accrued in
connection with the Dispute. The Company has asdabst an additional contingent loss related éoHardware Manufacturer is reasonably
possible. Therefore, an accrual has not been reddut the loss contingency. For loss contingenttiasare assessed at the reasonably po:
level, the loss contingency must be disclosed anelssimate or range of possible loss must alsadmoded in the event that a reasonable
estimate can be made. Accordingly, we estimateghge of the loss contingency associated with tispude is between $0 and $389 thousand.

18. Fair Value Measures
Assets and Liabilities measured at fair value oecarrring basis are as follows:

September 3C
September 30, 200!
Fair Value Measurements Using 2008
Quoted Prices in Significant
Active Other Significant
Markets for Identical Observable Unobservable
Gain
Instruments Inputs Input Total or
(Level 1) (Level 2) (Level 3) Balance (loss) Total Balance
(Amounts in thousands)
Assets:
Money Market fund: $ 6,84( $ — $ — $6,84( $— $ 1,327
Auction rate securitie — — — — — 5,00(
Total assets measured at fair ve $ 6,84( $ — $ — $6,84( $— $ 6,32i

The assets are included in cash and cash equisaadtshort term investments in the accompanyingalwated balance sheets. All
other monetary assets and liabilities are shorriarnature and approximate their fair value.
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The Company had no liabilities measured at faiugals of September 30, 2009. The Company had etsassliabilities measured at fi
value on a non recurring basis as of Septembe2(BIH.

19. Subsequent Events
The Company evaluated subsequent events througeniber 22, 2009, when the financial statements gsteed.
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Exhibit 10.1C

2010 Variable Compensation (Executive Bonus) and Ba
Program for CSP Inc. Executive Management

The 2010 Variable Compensation and Base Pay pragpaavide the opportunity for incentive earnings¥ice Presidents and General
Managers based on how well they and the comparfgrmper

The Variable Compensation Program places emphasismpany performance and is focused on the busmeadities of the coming year. If
CSPI does well, Vice Presidents and General Masag#irtoo.

The Base Pay Program for Vice Presidents and GeMarsagers contains a merit budget which placeemjum on personal performance.
Both programs are designed to encourage Vice Rmesidind General Managers to provide the leadesstiplirection necessary to achieve
company’s business goals.
These programs have three important goals:

1. motivate performanc

2. becompetitive

3. position the company to capitalize on the progieszakes this yea

Competitive Compensation

The programs deliver a level of pay that is fullyrgparable to what other people in similar positizndifferent companies receive. The
company knows that its pay levels must be competit attract and retain the talent we need toeat@s a company. We need highly-trained
and uniquely skilled people to make decisions andige the leadership that will help us achieve louginess goals.

The review of the pay practices of our peer comgmehows that Vice President and General Managelr pesitions contain a merit pay
component as well as variable compensation. Pdrpenfarmance measured against individual goalsdeilermine each Vice President and
General Managers’ merit increase.

Variable Compensation

The Variable Compensation target incentive for VRecesidents and General Managers is 20-50% ofgmseEach Vice President and General
Manager will have their entire Variable Compensatiased on a Revenue and Operating Income matrtkéd specific operation.

Individual Performance Component
The individual performance component determinesiikét increase percentage for Vice PresidentsGemnktral Managers.

The program scores individual performance for tiloiving goals:

MBOs

Accountabilities

Group Performance Factors
Leadership

MBOs are performance improvement initiatives. Aatabilities are the day-to-day responsibilitieshs job. Group performance factors are
team achievement targe



Leadership is a critical success factor for CSP0OR0, because we need leaders to motivate anddeeaple to drive our business growth in
2010. In evaluating leadership, CSP will measuverss important factors linked to how well Vice Bigents and General Managers align their
priorities and that of their people with the comparbusiness strategies. The leadership evaluatibive determined by how well participants:

Communicate and implement the strategic directionFoster the development of a strategy for their whiich is consistent with and
supportive of the company’s. Ensure that everyartbeir organization has goals and accountabilitidé®d to the strategies, and that they are
held accountable for delivering on them. Understiiiadl implementing strategies may entail signifiaetmanges, and that will mean changes in
them as well as their organization.

Create and sustain a culture focused on customengyality, and people.Seek to understand the emerging culture and leakéample.
Personally engage in behaviors which reflect oltuoe, and hold those in their organization accabl for that as well. Reinforce the
importance of the culture by the action they taedect people who demonstrate the capability foremnesponsibility; reward those who do and
communicate your support.

Motivate and develop your employeesSet high performance standards, communicate exgppeeselts and behaviors, and provide regular
feedback to employees. Identify and remove bart@employee success and be open to their ideasmfwovement. Complete appraisals on
time and reward employees for results. Insuredah@mployees have development plans which reflentpany and individual interests.
Delegate responsibility to employees based on tiaggabilities and interests. Increase employeailitgi decision making and responsibility.
Attract, retain and develop people of diverse bamkgds.

Be open to developing yourselfunderstand your own strengths and development naedsstrive to be more effective by building oa th
strengths and overcoming weak areas. Become aredetirner, open to new ideas and approaches.f&egfiack from others, including your
peers, direct reports and boss.



EXHIBIT 21.1

SUBSIDIARIES OF THE REGISTRANT

Each of the below listed subsidiaries is 100% diyemvned by CSP Inc. except as otherwise indicaded all are included in the

consolidated financial statements.

NAME OF SUBSIDIARY

CSP Inc. Securities Corp.
43 Manning Road
Billerica, MA 0182:-3901

CSP Inc. Foreign Sales Corp., L
43 Manning Road
Billerica, MA 0182:-3901

Modcomp, Inc (1).
1500 North Powerline Road
Deerfield Beach, FL 3344

(1) Modcomp has three subsidiaries operating in Eu

STATE OR OTHER JURISDICTION OF INCORPORATION/
ORGANIZATION

Massachusetts

U.S. Virgin Islands

Florida



EXHIBIT 23.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference iniRegion Statement Nos. 333-64493, 333-124030;133®31 and 333-151024 on
Form S-8 of CSP Inc. of our report dated DecemBePR09, relating to our audits of the consoliddtedncial statements which appear in this
Annual Report on Form 10-K of CSP Inc. for the yeaded September 30, 2009.

/sl McGladrey & Pullen, LLP

Burlington, Massachusetts
December 22, 2009



EXHIBIT 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002

I, Alexander R. Lupinetti, certify that:

1.
2.

| have reviewed this annual report on Forr-K of CSP Inc.;

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assuramgesding the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registre’s auditors and the audit committee of the regi¢'s board of director:

a) all significant deficiencies and material weases in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

b) any fraud, whether or not material, that involveaniagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: December 22, 2009

/s/  ALEXANDER R. L UPINETTI
Alexander R. Lupinetti
Chief Executive Officer;
President and Chairman




EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002

I, Gary W. Levine, certify that:

1.
2.

| have reviewed this annual report on Forr-K of CSP Inc.;

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contamld procedures (i
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assuramgesding the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimrernal control over financial
reporting, to the registre’s auditors and the audit committee of the regi¢'s board of director:

a) all significant deficiencies and material weases in the design or operation of internal corttvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

b) any fraud, whether or not material, that involveaniagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: December 22, 2009

/s/ GaArRY W. L EVINE

Gary W. Levine
Chief Financial Officer




EXHIBIT 32.1

18 U.S.C. Section 1350,
CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANTT O
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10#C&P Inc. (the “Company”) for year ended Septendigr2009, as filed with the
Securities and Exchange Commission on the dat@h@he “Report”), the undersigned Chief Executfficer of the Company, certifies, to
the best knowledge and belief of the signatoryspant to 18 U.S.C. Section 1350, as adopted pursu&ection 906 of the Sarbanes-Oxley
Act of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations
of the Company.

Date: December 22, 2009 By: s/ ALEXANDER R. L UPINETTI
Chief Executive Officer,

President and Chairman




EXHIBIT 32.2

18 U.S.C. Section 1350,
CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANTT O
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10#C&P Inc. (the “Company”) for year ended Septendigr2009, as filed with the
Securities and Exchange Commission on the dat@h@he “Report”), the undersigned Chief Financdficer, Vice President of Finance,
Chief Financial Officer of the Company, certifiés,the best knowledge and belief of the signatptysuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@ydt of 2002, that:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and
(2) The information contained in the Report faphesents, in all material respects, the finanaaldition and results of operations
of the Company.

Date: December 22, 2009 By: /sl GARY W. L EVINE

Chief Financial Officer




