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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

COMARCDO, Inc. and Subsidia
Condensed Consolidated Balanc

Apri
ASSETS (
Current assets:
Cash and cash equivalents $

Short-term investments
Accounts receivable, net
Inventory

Other current assets

Total current assets

Long-term investments

Property and equipment, net
Software development costs, net
Intangible assets, net

Other assets

TOTAL ASSETS $

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payable $
Deferred revenue
Accrued liabilities

Total current liabilities
Deferred income taxes

Stockholders' equity:

Common stock, $.10 par value,
33,705,000 shares authorized,
4,718,959 and 4,707,709 shares
outstanding at April 30, 1996 and
January 31, 1996, respectively

Capital contributed in excess
of par value

Retained earnings

Total stockholders' equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See accompanying notes to the condensed consolidate

*The condensed consolidated balance sheet as of
summarized from the Company's audited consolida
date.

ries
e Sheets

1 30, 1996 January 31, 1996

Unaudited) *
11,232,000 $ 11,801,000
2,124,000 2,657,000
7,719,000 7,335,000
1,737,000 1,361,000

754,000 573,000
23,566,000 23,727,000
1,444,000 841,000
1,254,000 1,174,000
1,421,000 1,401,000
2,494,000 2,578,000
248,000 268,000

30,427,000 $ 29,989,000

192,000 $ 547,000

1,443,000 1,410,000
5,278,000 5,721,000
6,913,000 7,678,000
573,000 573,000
472,000 471,000
3,983,000 3,883,000
18,486,000 17,384,000
22,941,000 21,738,000

30,427,000 $ 29,989,000

d financial statements.

January 31, 1996 has been
ted balance sheet as of that



COMARCDO, Inc. and Subsidia
Condensed Consolidated Statement

(Unaudited)
Q
April 30, 19
Revenues:
Contract revenues $ 11,952,00
Product sales 4,456,00
16,408,00
Direct costs:
Contract costs 8,385,00

Cost of product sales 1,550,00
9,935,00
Indirect costs 4,848,00
14,783,00
Operating income 1,625,00
Net interest income 153,00
Income before income taxes 1,778,00
Income taxes 676,00
Net income $ 1,102,00
Earnings per share
Primary $ 2

Fully diluted earnings per share has not been

immaterial.

See accompanying notes to the condensed consolidate

ries

s of Income

uarter Ended

96

0
0
0

o' oo

o

o

1

presented as the effectis

April 30, 1995

3,487,000

9,266,000
1,437,000

10,703,000

5,320,000

d financial statements.



COMARCDO, Inc. and Subsidia
Condensed Consolidated Statements

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net
cash provided (used) by operating activities:
Depreciation and amortization
Provision for doubtful accounts receivable
Net purchases of trading securities
Increase in accounts receivable
Decrease (increase) in inventory
Decrease (increase) in other current assets

(Unaudited)

Decrease in other assets

Increase (decrease) in accounts payable

Increase in deferred revenue

Decrease in other current liabilities

Net cash provided (used) by operating activitie

Cash flows from investing activities:

Purchases of investments
Sales of investments

Purchases of property and equipment

Software development costs

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from issuance of common stock
Purchase of subordinated debentures

Net cash provided (used) by financing activitie

Net decrease in cash and cash equivalents

Supplemental disclosures of cash flow information:
Cash paid during the quarter for:

Interest
Income taxes

See accompanying notes to the condensed consolidate

ries
of Cash Flows

Quarter Ended

April 30, 1996 April 30, 1995
$ 1,102,000 $ 838,000
586,000 545,000
9,000 8,000
(555,000) (262,000)
(393,000) (69,000)
(376,000) 15,000
(181,000) 12,000
20,000 17,000
(355,000) 35,000
33,000 9,000
(443,000) (622,000)
s (553,000) 526,000
(1,024,000) (220,000)
1,509,000 -
(201,000) (200,000)
(401,000) (562,000)
(117,000) (982,000)
101,000 6,000
- (844,000)

s 101,000 (838,000)
$  (569,000) $ (1,294,000)
$ - $ 41,000

2,000 31,000

d financial statements.



COMARCO, Inc. and Subsidiaries

Notes to Condensed Consolidated Financial Stateswgil 30, 1996 and April 30,19¢

(Unaudited)
1. General

The financial statements have been prepared withadit. However, they reflect all adjustments whirthhe opinion of management are
necessary to fairly state the Company's finanaaltiwn at April 30, 1996 and April 30, 1995 ane ttesults of its operations and cash flows
for the quarters ended April 30, 1996 and Janu&ni996. The information has been prepared in decme with Form 1@ instructions, bu
does not necessarily include all information anatrfiotes required by generally accepted accountimgiples for complete financial
statements. The results of the quarter ended B0rilL996 are not necessarily indicative of thelteda be obtained for the full fiscal year.

2. Significant Accounting Policies - Per Share infation

The outstanding shares used for earnings per shimelations for all years presented include thiginted average effect of common shares
and common share equivalents outstanding duringghe Common share equivalents include dilutieelsbptions computed using the
treasury stock method. Convertible subordinatecdelies are not considered common stock equivaderntare not considered in the
computation of fully diluted earnings per sharecsithe effect would be antidilutive. Consolidated imcome of the Company used for
earnings per share purposes is diluted as a mfsstibck options issued by the Company's subsatashich enable their holders to obtain the
subsidiaries' common stock. Primary earnings peresis calculated as follows:

Quarter Ended
April 30, 19 96 April 30, 1995

Net income $ 1,102,0 00 $ 838,000
less - net income

allocated to subsidiary

dilutive stock options

oustanding (53,00 0) (13,000)

Net income used in
calculation of primary
income per share $ 1,049,0 00 $ 825,000

Weighted average number
of common shares used in
calculation of primary
income per share 5,081,0 00 4,929,000

Primary income per
common share $ . 21 $ 17

3. Reclassifications
Certain reclassifications of prior year amountsehbgen made to conform with the current year ptaten.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF RES ULTS OF OPERATIONS
AND FINANCIAL CONDITION

This quarterly report on Form 10-Q contains forwkoking statements within the meaning of Secti@A Df the Securities Exchange Act of
1934. These are in paragraphs 12,14,15,17,18 5228 and 29 of Management's Discussion and AisadfResults of Operations and
Financial Condition. A more complete discussiomasiness risks is included in the Company's AnRegdort on Form 10-K for the year
ended January 31, 1996.

(a) Results of Operations

During the first quarter of Fiscal Year 1997 (yeading January 31, 1997), the Company recordetirmtanues of $16.4 million, down 5.2%
from the revenues of $17.3 million for the compdegieriod of a year earlier. Decreased year-to-y@anues are primarily due to:

o substantial completion as of September 30, 18Bthe Company's contract with the Naval Air Wagf@enter ("NAWC") at China Lake,
California, partially offset by:

o increased sales of the Company's wireless conuations products, including various field measunenaad revenue assurance systern



major cellular telephone carriers.

Total direct costs of $9.9 million for the firstaper of Fiscal Year 1997 are down $.8 million7ds%, from $10.7 million for the first quarter
of Fiscal Year 1996. The decrease is due to theptatimn of the China Lake contract, offset by iraged sales of wireless communications
products, as discussed above. The decrease imihiend of direct costs is greater than the decrieaserenues since the Company's wireless
communications products business requires a sn@iaponent of direct costs than the governmenicEs\business.

Total indirect costs of $4.8 million for the firgtiarter of Fiscal Year 1997 are down $.5 million9al%, from $5.3 million for the first quar
of Fiscal Year 1996. The decrease is due to theptatimn of the China Lake contract, offset by iraged sales of wireless communications
products, as discussed above. The decrease imitiend of indirect costs is greater than the deer@asevenues because the Company's
wireless communications products business has &lgerto increase sales without increasing its @aficosts by the same extent.

Net interest income (interest income, less amditimaof offering costs and interest expense) ferftrst quarter of Fiscal Year 1997 amour
to $153,000, as compared to $91,000 for the corbpmpeeriod of the prior fiscal year. The increaserincipally due to the repurchase of the
Company's convertible subordinated debenturesandstg and the accelerated amortization of offeciogts related to the Company's
purchase of its convertible subordinated debentiueisig the first quarter of Fiscal Year 1996, adlws an increase in the amount of the
Company's invested funds. The Company recordedeaated offering cost amortization of $23,000 ia fhist quarter of Fiscal Year 1996,
when the Company retired the remaining $844,00&afonvertible subordinated debentures on Aprjl19®5.

The Company's effective tax rate for the first gqeiaof Fiscal Year 1997 is 38% versus an effedixerate of 40% for the comparable period
of the prior fiscal year.

The overall increase in net income from the prisedl year is primarily due to the significant iease in the sales of wireless communications
products at higher operating income margins, asagahcreased net interest income.

Wireless Communications Products

Wireless communications products revenues increa8ao to $4.1 million for the first quarter of €& Year 1997 from $3.0 million for the
comparable period of the prior fiscal year. Thisr@ase is due to increased sales of the Compaelgsrfeasurement systems and revenue
assurance systems for major cellular telephonéecsriThe Company has broadened its product litke tive introduction of its second
generation of field measurement equipment, inclggiroducts supporting the AMPS, TDMA, NAMPS, ETA@& GSM air interfaces.
Summary operating results for Comarco Wireless fieldyies, Inc., the Company's wireless communioatjgroducts subsidiary, are as
follows:

Quarter Ended Q uarter Ended

April 30,1996 Ap ril 30, 1995
Revenues $4,058,000 $2,977,000
Cost of product sales 1,504,000 1,240,000
Gross income 2,554,000 1,737,000
Gross income percentage 62.9% 58.3%
Indirect costs* 1,452,000 1,099,000
Operating income $1,102,000 $ 638,000

*Indirect costs include selling, general, and adstiative expenses as well as research and develtp®penses.

The increased gross income percentage is due todr@mental benefit of spreading the fixed co$tsprations over a larger activity base
the first quarter of Fiscal Year 1997, the grog®me percentage increased to 62.9% of revenues5808%6 of revenues for the comparable
period of the prior fiscal year.

The increase in indirect costs of 32.1% for thstfijuarter of Fiscal Year 1997 over the comparpbtéd of the prior fiscal year is a result of
the increase in revenues as well as an increasséarch and development expenses. Selling, gearaadministrative expenses increased
31% from the first quarter of Fiscal Year 1996He first quarter of Fiscal Year 1997, while reshand development expenses increased
to $295,000 from the first quarter of Fiscal Ye884 to the first quarter of Fiscal Year 1997.

Operating income as a percentage of revenues28@for the first quarter of Fiscal Year 1997, congobto 21.4% for the comparable period
of the prior fiscal year. This increase is primadue to the increased gross income percentagis@asssed above.

As part of its product development program, the @any is continuing its software product developngngram in its wireless
communications products business. In accordandeRiitancial Accounting Standard No. 86, Accounfimgthe Costs of Computer Softwe



to be Sold, Leased, or Otherwise Marketed, the Gmygapitalized $400,000 and $300,000, respectigeising the first quarters of Fiscal
Years 1997 and 1996, respectively. Correspondinguaiis amortized were $325,000 and $275,000, raspbctThe Company's future
product prospects will depend in part on its apiiit enhance the functionality of its existing puots in a timely and cost-effective manner
and to identify, develop, and achieve market acoeg of new products. There can be no assurancthéh@ompany will be able to respond
to technological advances, changes in customeiremants, or changes in regulatory requirementsdustry standards, and any significant
delays in development, introduction or shipmenpmiducts, or achievement of acceptable producscostild have a material adverse effect
on the Company's business, operating results aaddial condition.

The Company's orders for wireless communicationglyets totalled $1.9 million for the first quartdrFiscal Year 1997, down from $3.5
million from the comparable prior period. For thneetve month periods ended April 30, 1996 and 19@8ers received were $14.9 million
and $12.3 million, respectively. Because of theglsales cycle involved in selling these productsthie high unit sales price, the Company
believes that orders are best analyzed by lookirghaelve month time period, as orders can fluetségnificantly from quarter to quarter.
The value of unfilled orders at April 30, 1996 1#d $1.4 million. An additional $1.4 million of éerred revenue has been recorded for
anticipated customer warranty obligations.

The Company has experienced fluctuations in wisstesnmunications products activity in each of thstgghree years, with greater sales in
the second half of its fiscal year and lesser artsomrthe first half. This trend may or may not ttone as the Company broadens its product
offerings. The nature of the wireless communicaiproducts business is inherently less predictghén the Company's traditional
Government contracting business) as the Companyaimally not have a significant amount of unfillerders at the end of a period.
Therefore, the amount of orders, sales levels paofits are more difficult to predict and may fluate significantly from quarter to quarter.

The Company faces additional risk factors in depiglg its wireless communications products businesfding: foreign marketing, capital
requirements, technical requirements, employeespetition, and proprietary information. A negatiwgact to any of these risk factors cc
have a material adverse effect on the Companyiadsss operating results, and financial conditiereign marketing risks include: the need
for export licenses; tariffs and other potentiabie restrictions (including the need to be ISO 98#dified); and changes in laws governing
imposition of duties, quotas, taxes, or other chanmglating to the import or export of its produ@sher companies having a presence or ¢
business overseas may have advantages over thea@gpiimpthese areas. Certain components used bydhmpany in its existing products ¢
only available from single or a limited number appliers, and the inability by any of these suppli® fulfill Company requirements may
result in an interruption in production. Accesddohnical design of air interface devices is esakfur the Company to anticipate and deve
compatible wireless communications products, tleeegfthe inability to obtain such technical designsa timely basis would have a direct
impact on product design and schedule. The Compé#ulyire success also depends in large part ocothittnued service of its key personnel,
and on its ability to continue to attract and netgilalified employees, especially highly skilledjgreers, for whom competition in the indus
is intense. In addition, the ability of the Compdaycompete successfully depends upon a numbacadrs, including the rate at which
customers accept the Company's products in ovensedsts, product quality and performance, expeadrsales and marketing personnel,
rapid development of new products and featuredyengindustry standards, and the number and natiitiee Company's competitors. There
can be no assurance that the Company will be alderhpete successfully in the future. The Compatigs on a combination of trade seci
copyrights, trademarks, and contractual rightsrtdqet its intellectual property. There can be ssusance that the steps taken by the
Company will be adequate to protect of its techggion addition, the laws of certain foreign cougsrin which the Company's products may
be sold do not protect the Company's intellectuaperty rights to the same extent as do the lawkevfJnited States.

Government Contracting and Other Revenue

Revenues provided by the Company's traditional @owent contracting services business area decrddse®, from $14.3 million in the

first quarter of Fiscal Year 1996 to $12.3 milliorthe first quarter of Fiscal Year 1997. Reveninehis business area decreased from 82.7%
of the Company's total revenues in the first quartd-iscal Year 1996 to 75.0% of the Company'alt@venues in the first quarter of Fiscal
Year 1997. These decreases are due to the conmtdttbe Company's contract with the Naval Air Véaef Center at China Lake, California,
on September 30, 1995. The China Lake contractented for approximately 12% of the Company's tofsrating income and

approximately 15% of the Company's total revenulénfirst quarter of Fiscal Year 1996. The losshis contract required the Company to
reduce the indirect organization supporting thisibess in line with the reduced revenue base. Tmpany's remaining Government
contracting revenue increased 6% in the first quant Fiscal Year 1997 over the comparable periati® prior fiscal year.

Sales to the U.S. Government as well as to govenhpréne contractors were 53% and 43% of the Coryipdatal revenue during the first
quarters of Fiscal Years 1996 and 1997, respegtiltethe course of the Company's business, itegoaent contracts are periodically ope
for competition. Approximately 26% of the Companytsrent Government contracting services revendkgither end or will be open for
competition during the remainder of Fiscal Year 2.9Bhe Company plans to aggressively compete favak opened for competition to the
extent possible and selectively pursue certain hi@he Government procurements. As of June 198@6Cthmpany has outstanding proposals
valued at approximately $100 million for recomgetitor new efforts with Government agencies. Theane be no assurance that the Com
will be selected and awarded the work associatét tivese outstanding proposals. In addition, ganemt agencies may terminate their
contracts in whole or in part at their convenierg@evernment agencies may remove funding previguslyided or may not exercise option
periods. Therefore, there can be no assurancéh&@overnment will fund the portions of existimantracts that are unfunded, or that the
Governmental agencies will exercise any options.

Operating income (revenues less direct costs,entloosts, and depreciation and amortization) faveBnment contracting services is down
20.9% from $676,000 in the first quarter of Fis¢ahr 1996 to $535,000 in the first quarter of Histear 1997. The reduced operating
income is due to the operating loss incurred byGbmpany's software products line in the first ¢graof Fiscal Year 1997, and the impact of
the completion of the China Lake contract. The afieg loss for the Company's software productsibrdue to a concerted effort on 1



Company's part to complete a comprehensive repositj of the CASE tool products. The upgraded pcoeas released on February 29,
1996. Because of the long sales cycle involveeliing the Company's software products, the Comgmatigves that the receipt of orders for
the upgraded product will occur over an extende@gdef time. In addition to completing the softwaooling project, the Company took
other steps to reorganize this product line dutiveglatter part of Fiscal Year 1996, including maythis software products group report to the
government business organization.

New Accounting Standards

In March 1995, the Financial Accounting Standardafd issued Statement of Financial Accounting SteadgiNo. 121, Accounting for the
Impairment of Long-Lived Assets and for Long-Livadsets to be Disposed of ("Statement 121"). Statéiti2l requires that the Company
review its long-lived assets for impairment whenmeasents or circumstances indicate that the cagrgimount of an asset may not be
recoverable. To the extent that the future undisteinet cash flows expected to be generated froasset are less than the carrying amount
of the asset, an impairment loss is recognizeddaséehe difference between the asset's carryimguatand its fair market value. The
Company adopted Statement 121 as of February B, T9#@ adoption of Statement 121 did not have &naimpact on the Company's
financial condition or results of operations.

In October 1995, the Financial Accounting Stand&dard issued Statement of Financial Accountingn&tiads No. 123, Accounting for
Stock-based Compensation ("Statement 123"). Staieh®3 recommends, but does not require, the amlopfia fair value based method of
accounting for stock-based compensation of empkyiaeluding common stock options. Statement 188ires a fair value based method of
accounting for stock-based compensation to indalslother than employees. The Company currentinitg to continue recording stock-
based compensation to employees under the intwasie method and does not intend to adopt thevédire based method of accounting for
stock-based compensation to employees as permiyt&datement 123. Certain pro forma disclosurekbeirequired in the Company's
financial statements for the year ending January897 as if the fair value based method had bdeptad.

(b) Financial Condition

The Company signed a loan agreement with a baektafé September 26, 1994, which was amended effeSeptember 26, 1995. The loan
agreement consists of (1) an $8 million revolvingdit facility, which expires June 30, 1997, angd25 million guidance line of credit,
which expires June 30, 1996. The revolving creatitlity and the guidance line of credit are unsedysrovided that the Company maintains
certain covenants. Currently, management anticspigt cash flow will remain at a level which velable the Company to avoid utilizing
credit facility except to support letters of crealitd acquisition financing, and that the Compariy/bve able to purchase investments on a
regular basis. The Company's cash and investméarides averaged $15 million (includes highly ligladgterm investments with maturiti
of 12 to 36 months) during the first quarter ofdaisyear 1997. However, maintaining such cash lo&laiis predicated on the Company
maintaining its business base and is subject tadbeof financing new contracts, acquisitions, soffware product development costs.

During the first quarter of Fiscal Year 1997, then@pany's average days' sales in accounts receiabéeremained steady from the prior
fiscal year's levels, at approximately 41 days.

Several additional key factors indicating the Compmfinancial condition include:

April 30, 1996 J anuary 31, 1996
Current ratio 3.41 3.09
Working capital $ 16,653,000 $ 16,049,000
Debt to equity 0 0
Book value per share $4.86 $4.62

The Company continues to demonstrate improvemariteei above financial factors during the first qeaof Fiscal Year 1997, primarily due
to increased operating margins from increased sdiledreless communications products.

The Company has a significant commitments for eapitpenditures at April 30, 1996 for Comarco Waesl Technologies, Inc. The
Company has developed and intends to continuevelale new product line extensions for the wirele@mmunications industry. This
product development program is expected to be faificen the Company's current working capital. Unitier software development portion
of the Company's product development program, tragany capitalized and amortized in accordance Riithncial Accounting Standard
No. 86, Accounting for the Costs of Computer SofeMa be Sold, Leased, or Otherwise Marketed, $0@and $325,000, respectively,
the first quarter of Fiscal Year 1997.

The Company's Board of Directors has authorizewekge-purchase program of up to 1,000,000 sh&®sf April 30, 1996, the Company
has re-purchased and retired approximately 796s8@6es. The average price paid per share re-p@dheasler the program was $4.75.

The Company redeemed the remaining $844,000 ofamding convertible subordinated debentures inraecee with the provisions of the
debenture agreement on April 15, 1995.

The Company is subject to legal proceedings arithslavhich arise in the ordinary course of businésshe opinion of management, t



amount of ultimate liability with respect to thesaions will not materially affect the financialratition of the Company.

The Company believes that its cash flow from openatand available bank borrowings will be suffitiéo satisfy the current and anticipated
capital requirements for operations. The Compartigigates that it will be able to renew each of ¢thedit facilities under its loan agreement
for an additional one year period during June 1!



PART Il - OTHER INFORMATION
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits
The following exhibits are included herewith:
ll. Schedule of Computation of Net Income Per Share
(b) Reports on Form 8-K

None.



SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causeddiport to be signed on its behalf by
undersigned thereunto duly authorized.

COMARCQO, Inc.
(Registrant)

June 5, 1996

THOMAS P. BAIRD

Thomas P. Baird Chief Financial Officer

(Authorized Officer and Principal Financial Offige



Exhibit Il

SCHEDULE OF COMPUTATION OF NET INC

PRIMARY

Net income $
Less - net income allocated to subsidiary
dilutive stock options outstanding

Net income used in calculation of primary
income per share $

Weighted average number of common shares
outstanding during the period

Add - common equivalent shares (determined
using the "treasury stock" method)
representing shares issuable upon
exercise of stock options

Weighted average number of shares used in
calculation of primary income per share

Primary income per common share $

FULLY DILUTED

Net income used in calculation of primary
income per share

Weighted average number of common shares
outstanding during the period

Add - common equivalent shares
(determined using the "treasury stock"
method) representing shares issuable
upon exercise of stock options

Weighted average number of shares used in
calculation of fully diluted
income per share

Fully diluted income per common share $

OME PER SHARE

Quarter Ended
pril 30, 1996 April 30, 1995

1,102,000 $ 838,000

(53,000) (13,000)

1,049,000 $ 825,000

4,715,000 4,603,000
366,000 326,000
5,081,000 4,929,000

21 % 17

1,049,000 $ 825,000

4,715,000 4,603,000
368,000 368,000
5,083,000 4,971,000

21 3 17




ARTICLE 5
MULTIPLIER: 1,00C

PERIOD TYPE

FISCAL YEAR END
PERIOD END

CASH

SECURITIES
RECEIVABLES
ALLOWANCES
INVENTORY
CURRENT ASSET¢
PP&E

DEPRECIATION
TOTAL ASSETS
CURRENT LIABILITIES
BONDS

PREFERRED MANDATORY
PREFERREL
COMMON

OTHER SE

TOTAL LIABILITY AND EQUITY
SALES

TOTAL REVENUES
CGS

TOTAL COSTS
OTHER EXPENSES
LOSS PROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

NOTE-RECEIVABLES AND PP&E VALUES REPORTED REPRESENT NEMOUNTS.

3 MO<
JAN 31 199
APR 30 199

11,23:

3,56¢
7,71¢
0
1,731
23,56¢
1,25¢
0
30,42%
6,91:
0

0

0

472
22,46¢

30,42%

4,45¢
16,40¢
2,37¢

14,78

4,02:

(153
1,77¢
67€
1,102
0

0

0
1,102
21
21
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