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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

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

(Mark One)
™ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934.
For the fiscal year ended December 31, 20(
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934.
For the transition period from to

Commission File Number 0-21074

SUPERCONDUCTOR TECHNOLOGIES INC.
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Delaware 77-015807¢€
(State or other jurisdiction of (IRS Employer
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460 Ward Drive, Santa Barbara, California 93111-23Q
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None
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or NoHM

Indicate by check mark whether the registrant tsrequired to file reports pursuant to Section L1$ection 15(d) of the
Act. YesOO or NoM™

Indicate by check mark whether the Registrant ék)filed all reports required to be filed by Secti3 or 15(d) of the
Securities Exchange Act of 1934 during the preagdid months (or for such shorter period that tiyésteant was required to
file such reports), and (2) has been subject th filing requirements for the past 90 days. Y8s or No O

Indicate by check mark if disclosure of delinquidletrs pursuant to Item 405 of Regulation S-K i¢ contained herein, and
will not be contained, to the best of Registraktiswledge, in definitive proxy or information statents incorporated by
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Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exge Act). YesO
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The aggregate market value of the common stockihyehibn-affiliates was $15.9 million as of June 2007 (the last
business day of our most recently completed sefisaal quarter). The closing price of the commatkton that date was
$1.49 as reported by the NASDAQ Capital Market. ianposes of this determination, we excluded tlageshof common stock
held by each officer and director and by each pevglaco owns 5% or more of the outstanding commockstohe exclusion of
shares owned by the aforementioned individualsesmities from this calculation does not constitaeadmission by any of
such individuals or entities that he or it wassan affiliate of ours.

We had 15,612,775 shares of common stock outstgradirof the close of business on February 29, 2008.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Report contains forward-looking statementfilwithe meaning of Section 27A of the SecuritieAc
1933, as amended, and Section 21E of the Secutitiglsange Act of 1934, as amended. You can fing iiart not
all) of these statements by looking for words saghapproximates,” “believes,” “expects,” “anticipées,”
“estimates,” “intends,” “plans,” “would,” “may” or other similar expressions in this Report. We clim
protection of the safe harbor contained in the Bté/Securities Litigation Reform Act of 1995. Wetice investors
that any forward-looking statements presented is eport, or which we may make orally or in wigtifnom time
to time, are based on the beliefs of, assumptiaderby, and information currently available to, 8sich statemen
are based on assumptions and the actual outconbeviffected by known and unknown risks, trendeemdainties
and factors that are beyond our control or abilitypredict. Although we believe that our assumstiare
reasonable, they are not guarantees of future parémce and some will inevitably prove to be incotré\s a
result, our actual future results can be expectediffer from our expectations, and those diffeenmay be
material. Accordingly, investors should use caufiorelying on past forward-looking statements, ethare based
on known results and trends at the time they ardeani anticipate future results or trends.

Some of the risks and uncertainties that may caus@ctual results, performance or achievementiffer
materially from those expressed or implied by faoxvimoking statements include the following: lintitassets and a
history of losses; limited number of potential omsérs; limited number of suppliers for some of camponents; no
significant backlog from quarter to quarter; our rkat is characterized by rapidly advancing techmygloFor
further discussion of these and other factors“ltem 1A. Risk Factors” of this Report.

This Report and all subsequent written and oraliand-looking statements attributable to us or aryson
acting on our behalf are expressly qualified initlemtirety by the cautionary statements containedeferred to in
this section. We do not undertake any obligatioretease publicly any revisions to our forward-louk statements
to reflect events or circumstances after the déthis Report.

WHERE YOU CAN FIND MORE INFORMATION

As a public company, we are required to file anlyygluarterly and special reports, proxy statemants other
information with the SEC. You may read and copy ahgur materials on file with the SEC at the SERslic
Reference Room at 450 Fifth Street, N.W., JudicRlaza, Washington, DC 20549, as well as at the'SEQional
office at 5757 Wilshire Boulevard, Suite 500, Losggles, California 90036. Our filings are availatoehe public
over the Internet at the SEC’s website at http:AMnsec.gov. Please call the SEC at 1-800-SEC-033fuifther
information on the Public Reference Room. We alswipe copies of our Forms 8-K, 10-K, 10-Q, Proxyla
Annual Report at no charge to investors upon recaas make electronic copies of our most receiiléyg feports
available through our website at www.suptech.corsoas as reasonably practicable after filing suekenial with
the SEC.
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PART |

ITEM 1. BUSINESS

Our Company

We design, manufacture, market and sell high pevdoice infrastructure products for wireless voice data
applications. Our products are utilized in majoreléss networks throughout the United States wigdport voice
and data communications by use of cell phones #rat avireless communication devices.

Our products help maximize the performance of wBsltelecommunications networks by improving theity
of uplink signals from mobile wireless devices. @uoducts increase capacity utilization, lower g and
blocked calls, extend coverage, and enable higiretess data throughput — all while reducing cdited
operating costs. Our SuperLink utilizes patentgghtiemperature superconductor (HTS) technologydate a
receiver front-end that enhances network performafoday, we are leveraging our expertise and fEtzpy
technology in radio frequency (RF) engineeringxpand our product line beyond HTS technology. Weeske our
RF engineering expertise provides us with a sigaift competitive advantage in the developmentg hi
performance, cost-effective solutions for wireledecommunications networks.

We currently sell most of our commercial produdgtedtly to wireless network operators in the Unigdtes.
Our customers to date include ALLTEL, AT&T, SpriMéxtel, T-Mobile, and Verizon Wireless. We have a
concentrated customer base. Verizon Wireless ar@TAdach accounted for more than 10% of our comraérci
revenues in 2007 and Verizon Wireless, ALLTEL, dnilobile each accounted for more than 10% of our
commercial revenues in 2006. We plan to continuexfmnd our customer base by selling directly beotvireless
network operators and manufacturers of base statjoipment, including internationally. During 200w formed a
joint venture to gain access to the Chinese ma

Industry Background. The ability to provide high quality service tdosaribers is becoming increasingly
difficult for wireless operators as the number sérs grows, minutes of use increase and the mfankeireless dat
services expands. Wireless service providers ih hotl and urban areas are encountering radicémcy
interference due to greater subscriber densityadiadger number of users on adjacent channels.réflisced signal
quality and higher percentage of dropped callslead to lower system utilization, decreased revemek
ultimately, higher rates of customer churn. Sonreise providers are also facing network capacitystraints.

As a result, wireless carriers are seeking to effettively reduce interference, increase capaeipand
coverage to improve the quality of their systemd, anilize their spectrum in the most efficient manpossible.

Our Solution. We leverage our expertise in RF technology ta efisctively deliver interference protection
and increased sensitivity to our wireless carriestemers. Our solutions provide the following qyabf-service
improvements:

« reduction of dropped calls and network accessrizsl

« elimination of interference from other sources saslspecialized mobile radio handsets and other bas
stations;

* increased i-building penetration
* reduction in base station noise figure; i
« improved handset power consumpt

Our Products. Our solutions consist of the following three pwotlines:

» SuperLinkcombines HTS filters with a proprietary cryogenioler and an ultra low-noise amplifier to create
a highly compact and reliable receiver front-erat tan simultaneously deliver both high selectivity
(interference rejection) and high sensitivity (a¢ien of low level signals)
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e AmpLinkis a ground-mounted unit which includes a high-gerniance amplifier that provides increased
sensitivity.

« SuperPlexs a line of multiplexers that provides extremalwlinsertion loss and excellent cross-band
isolation.

Our Strategy. Our objective is to provide a full range of perfiance improvement solutions to wireless
carriers by offering our field-proven solutionsnavative duplexer designs for antenna sharing ataark
overlays, ground-based sensitivity improvementtimhs and high-performance multiplexers. The primagements
of our strategy include:

« diversifying our customer bas

« expanding our current product offerin

« enhancing our productivity and lowering our co

« maintaining our focus on technical excellence ambvation, ant
 pursuing strategic partnerships, alliances andiaitiquns.

Government ContractsWe also generate significant revenues from govent contracts. We primarily purs
government research and development contracts webitciplement our commercial product developmentaut
also pursue government product opportunities. Wierttake government contract work which has theriatieto
add to or improve our commercial product line. Thesntracts often yield valuable intellectual prbypeelevant to
our commercial business. We typically own the ietglal property developed under these contrantsttze Feder.
Government receives a royalty-free, non-exclusive montransferable license to use the intelleqiugperty in the
United States.

Corporate Information. Our facilities and executive offices are locat#d60 Ward Drive, Santa Barbara,
California 93111, and our telephone number is (8%8)-4500We were incorporated in Delaware on May 11, 1
Additional information about us is available on ewgbsite at www.suptech.com. The information onweb site is
not incorporated herein by reference.

Our Wireless Products

Wireless service providers can use our solutiorke&p pace with the growing demand for wireless
communications. Wireless providers may deploy agaodpcts in connection with the installation of ddmhal base
stations in a network, as well as with the instadlaof an entirely new network. Wireless serviceyiders can also
improve the performance of existing base statiorsreetworks by retrofitting their equipment withrdimk
enhancement products.

Our performance improvement solutions fit into thpgoduct families: SuperLink, AmpLink and SuperPle

« SuperLink. In order to receive uplink signals from wireléssdsets, base stations require a filter system to
eliminate out-of-band interference, and amplificatto enhance the base station’s sensitivity. Tiyess this
need, we offer the SuperLink product line for theaiver front-end of base stations. These prodiwtsine
specialized filters using HTS technology with agmietary cryogenic cooler and ultra low-noise arfigis.

The result is a highly compact and reliable reaefk@nt-end that can simultaneously deliver botiphhi
selectivity (interference rejection) and high séwity (detection of low level signals). SuperLipkoducts
offer significant performance advantages over catigaal filter and amplifier system

< AmpLink. AmpLink is designed to address the sensitivityuieements of wireless base stations. AmpLin
a ground-mounted unit which utilizes a high-perfanoe amplifier. The enhanced uplink performance
provided by AmpLink improves network coverage immagely and avoids the installation and maintenance
costs associated with tower mounted alternat

« SuperPlex. SuperPlex is our line of multiplexers that pr@ddextremely low insertion loss and excellent
cross-band isolation. Products in our SuperPlexljaof high-performance multiplexers are designed t
facilitate base station antenna sharing and rehfiGstructure costs. SuperPlex can be used irucetipn
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with AmpLink and SuperLink products to optimize fmemance in networks where 1900 MHz EV-DO
capabilities are added to existing 850 MHz netwoRelative to competing technologies, this portfaf ST!
solutions offers increased transmit power delivacetthe base station antenna, higher sensitivigutiscribe
handset signals, interference rejection and fadtcas-effective network overlay:

Marketing and Sales

We sell solutions to wireless communication seryiggviders in the United States and pursue selected
international opportunities.

We have a concentrated customer base. Verizon &8selnd AT&T each accounted for more than 10% of ou
commercial revenues in 2007; Verizon Wireless, AELTand T-Mobile each accounted for more than 10%unf
commercial revenues in 2006 and 2005. We sell usidigect sales force in the U.S. to focus on tiee Mwireless
carriers. We use indirect channels to market ocodgpcets to select customers internationally.

We demonstrate our products at trade shows, atidipate in industry conferences. Advertising, emai
campaigns, direct mailings, and contribution ohtgécal and application reports to recognized tjadenals, are all
employed to communicate our solutions to potemtistomers. We also advertise our products throughvebsite,
brochures, data sheets, application notes, tradagbreports and press releases.

Our sales and marketing efforts are complementealtegam of sales applications engineers who mafielde
trials and initial installations, as well as prazidngoing pre- and post-sales support.

Our marketing efforts are focused on establishimdydeveloping long-term relationships with potentia
customers. The initial sales cycle for our solugican be lengthy, typically ranging from six montith$welve
months. Our customers typically conduct significgahnical evaluations of products before makingpase
commitments. We typically negotiate general puretagreements with our customers. These agreenpmuiysthe
terms and conditions for the business relationgliip our customers. Standard purchase orders &jecuo
cancellation, postponement or other types of delays

We purchase inventory components and manufactuemiory based on sales forecasts.

Backlog

Our commercial backlog consists of accepted propurthase orders with scheduled delivery datesduhie
next twelve months. We had commercial backlog &23300 at December 31, 2007, as compared to $751000
December 31, 2006.

How We Use Government Contracts to Fund Technolog®evelopment

Our strategy is to continue to pursue governmesgarch and development contract awards which congrie
our commercial product and technology developmadtalow for commercialization of the underlyingh&ology.
Since our inception in 1987, a substantial padwfrevenues have been from research and develdpomnacts
with the U.S. government or as a subcontractordopgplier to the U.S. government. Nearly all ofstheevenues
were paid under contracts with the U.S. Departroéitefense. We interact with various governmennaggs to
identify opportunities and actively solicit partedor product development proposals. Since 198&have
successfully obtained a number of classified antcelassified government contracts for superconduesearch,
including one of the largest non-classified HTS algdrom the Defense Advanced Research Projecta@ge
(DARPA) through the Office of Naval Research. ldliéidn to actively soliciting government contraotge have
participated in the Small Business Innovative ReteqSBIR) and Small Business Technology Tran&aiTR)
programs. We have been awarded 34 Phase | SBIR/$®dmiRacts, each of which typically generates up to
$100,000 in revenues. We have been successfuhieciing nine of these Phase | contracts into PHgzegrams,
each of which typically generates up to $750,00@irenues, and we converted one of these contraota
Phase Il program valued at $2.2 million. Since fmumation, government contracts have providedpmaimately
$98 million of revenue and remain a significantrsewf revenue today. We also develop and sellr&#steiver
front-end products that utilize our unique HTSdfiland cryogenics technologies to the US Governiawathiwve
intend to continue growing this government prodietsiness.
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Our Manufacturing Capabilities

Our manufacturing process involves the assembhuoferous individual components and precision tubing
production technicians. The parts and materiald byeus and our contract manufacturers consistayiiynof
printed circuit boards, specialized subassembfidsicated housing, relays and small electric ¢gircomponents,
such as integrated circuits, semiconductors, @sistind capacitors. Principal components of our Aimpand
SuperPlex products are produced by foreign manufexst. We currently manufacture our SuperLink systat our
facilities in Santa Barbara, California.

In 1998, we opened a state-of-the-art manufactdeniljty in Santa Barbara. We renovated these
manufacturing areas in early 2003, the first ie@es of moves that have enabled us to produceramgantities of
our SuperLink products. In 2003 and 2004, we expdralir controlled clean rooms, continued to develugh
introduce new, state-of-the-art production and égsipment and processes, and implemented a consrflow
manufacturing strategy. In addition, performancting and systems screening methods, along wiimaed
quality improvement techniques, have been instrdaiémenabling our SuperLink units to reach Meam&
Between Failure (MTBF) levels of more than 500,000rs.

We have the physical infrastructure to manufactyréo 2,800 SuperLink units per year. This capaisity
unchanged from the prior year. We are holding plalsiapacity and staffing at their current levelsdnserve cash
resources. We could expand manufacturing capaxigpproximately 5,000 units per year in our curfantity with
minor additional equipment purchases and staffiltggases.

Our internal capabilities include a proprietary mi@tturing process for thin-film materials thasealeable for
high volume production. In addition, we have estdidd a production operation that we use to prothioefilms on
wafers for wireless applications. Our radio frequyeaircuitry is designed, modeled and tested bgrivdl
engineering resources. We have in-house capasitdipattern the superconducting material andth#roaspects of
radio frequency component production, includingkaaging the filters. We also have in-house capadslito
manufacture our cryogenic coolers. We have refmadsupplier base to improve the quality of recdiparts, while
lowering the cost and decreasing lead-times.

In early 2006, we launched our high volume AmpLagsembly and distribution center within the exggtin
Santa Barbara site. The 3,200 square foot produéidlity has the capacity to produce 10,000 Anmbdiinits
annually which can be increased to 20,000 unitk wit additional capital expenditure. The productina is
supported by a newly refurbished 8,000 squarei@sehouse and distribution center. The manufagjuaimd
distributions centers are tightly linked to provitte most efficient and rapid order fulfillment edyilities for up to
200 AmpLink units per week.

A number of the parts used in our products arelavai from only one or a limited number of outsggpliers
due to unique component designs as well as cegtaility and performance requirements.

Intellectual Property

We rely upon trade secrets and patents to protedhtellectual property. We execute confidentiaéihd non-
disclosure agreements with our employees and srpnd limit access to, and distribution of, owappietary
information. We have an on-going program to idgmaind file applications for both U.S. and interoatil patents
for various aspects of our technology. We regarmdpooduct designs, design tools, fabrication eq@pnand
manufacturing processes as proprietary and segtotect our rights in them through a combinatiopatent,
trademark, trade secret and copyright law andrialgrrocedures and non-disclosure agreements. $8esakk
licenses from third parties for HTS materials anocpsses used by us, which have been patentedhéryprties.
We believe that our success will depend, in parthe protection of our proprietary informationtgrats and the
licensing of key technologies from third parties.
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We have an extensive patent portfolio for the tedbgy relevant to our SuperLink products, governmen
products and related business. As of December®XI,2ve held 53 U.S. patents in the following categs which
are currently relevant to this business:

6 patents for technologies directed toward produtiin-film materials and structures expiring inlPto
2024;

» 26 patents for cryogenic and r-microwave circuit designs expiring in 2010 to 20
« 16 patents covering cryogenics, packaging and mgsexpiring in 2013 to 2024; al
« 5 patents covering other superconducting technesogxkpiring in 2013 to 201

We also had 24 U.S. patent applications pendiraf Becember 31, 2007 which are currently relevardur
business. As of that date, we held 14 foreign dgatents and 31 foreign patents pending.

We have trade secrets, unpatented technology apdigtary knowledge about the sale, promotion, apen,
development and manufacturing of our products. \Ateetconfidentiality agreements with our employess a
consultants to protect these rights.

We own federally registered trademarks to Supengotad Technologies, Conductus and Improving theli@ua
of Wireless and have several other trademark mragiishs pending. We own other registered and usteigid
trademarks, and have certain trademark rightsrigida jurisdictions.

From time to time we grant licenses for our tecbgglto other companies for fields of use that arerelevant
to our business. Specifically, we have grantechbes to, among others, (1) Bruker for Nuclear M&griResonance
application, (2) General Dynamics for governmertligptions and (3) Star Cryoelectronics for Supetiating
Quantum Interference Device applications, amongrsth

We use superconducting technology in our Superkaildtion to improve both the selectivity (rejectioh
adjacent band interference) and the sensitivitylifalo “hear” signals better) of a base statieceiver.
Superconducting materials have the ability to cahelectrical energy with little or no resistanckem cooled to
“critical” temperatures. In contrast, electric ants that flow through conventional conductors emnter resistance
that requires power to overcome and generates 8ebstantial improvement in the performance charestics of
electrical systems can be made with supercondydtmisiding reduced power loss, lower heat genenadind
decreased electrical noise. As these properties hegn applied to radio and microwave frequencyicgijons, nev
products, such as wireless filters, have been dpeelthat are extremely small, highly sensitive higdhly
frequency selective.

The discovery of superconductors was made in 1dtvever, a fundamental understanding of the
phenomenon of superconductivity eluded physicistd 3. Robert Schrieffer (a former director anda@man of ou
Technical Advisory Board), John Bardeen (co-invewfithe transistor) and Leon Cooper proposed arthe
explaining superconductivity, for which they wekgaaded the Nobel Prize in Physics in 1972. UntB@.Sall
superconductor utilization was done at extremely temperatures, below 23K (-250°C). Superconduct@n®e not
widely used in commercial applications becausdefiigh cost and complexities associated with riegchnd
maintaining such low temperatures. In 1986, highperature superconductors with critical temperatgreater
than 30K (-243°C) were discovered. In early 198#juym barium copper oxide (“YBCO") was discoveredich
has a critical temperature of 93K (-180°C). Shatttigreafter, thallium barium calcium copper oxitiEBCCO")
was discovered, which has a critical temperaturE26K (-148°C). These discoveries were importaicabse these
high temperature superconductors allowed for opeyaemperatures higher than 77K (-196°C), or thiatpat
which nitrogen liquefies at atmospheric pressuteesk high critical temperatures allow supercondadtmobe
cooled using less expensive and more efficienigefation processes. We were formed following thissovery for
the initial purpose of developing and commercializhigh temperature superconductors.

We have historically TBCCO as the primary HTS miatén our SuperLink product line. In the fourthagter
of 2004, we shifted all of our production from TBOGo YBCO to lower the product manufacturing cdsthe
SuperLink. We have a non-exclusive license in th®. ldnd selected foreign countries to the primatgmts on
YBCO from Lucent and TBCCO from the University ofkansas. We use HTS materials as the base material
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produce “thin film” microelectronics, primarily Rifters, in our SuperLink product line. We manufaet YBCO
using proprietary processes, including proprietagnufacturing techniques. We believe that the m®technology
we have developed produces state of the art HTfithis of the highest quality using YBCO.

As part of our strategy to maintain our technolagleadership, we have focused our research arelag®nent
activities on HTS materials, RF circuitry, cryogediesign and product application. We utilize a petpry
manufacturing process for HTS thin-film productitime base material for our filtering products. Arhiouse design
team develops the filters, which are packagedantacuum-sealed container for thermal insulatidre filter
package is integrated with our cryogenic cooler iechecessary control electronics into a compggstem that is
deployed in conjunction with new or existing wirgdebase stations.

We have devoted a significant portion of our engiimg resources to design and model the complex
RF circuitry that is basic to our products. Theexige of this highly qualified team has allowedasiesign and
fabricate very precise individual components, sagRF signal filters. We have developed computeulstion
systems to design our products and this RF circdigsign capability has allowed us to produce exédg small,
high-performance circuits. Some of our design amglresering innovations have been patented; othrertha
subjects of pending patent applications. We beltbat our RF engineering expertise provides us witimique
competitive advantage. These capabilities alsavalis to begin pursuing additional market segmesutsh as in the
area of handset filters.

The availability of a low-cost, highly reliable, mpact cooling technology is critical to the sucéalss
commercialization of our superconducting produletsor to our efforts, no such cryogenic cooler badn
commercially available. In response to this laclawdilability, we developed a low-cost, highly eddie low-power
cooler designed to cool to 77K (-196°C) with suffit cooling capacity for our superconducting agations. Our
SuperLink systems have logged in excess of 20Gamiiours of cumulative operation. The cryogeniolecs in oul
current models have demonstrated a “mean time leetfieglure” (the industry standard measuremengreéter
than one million hours. The design was based ingrapatents licensed by us from Sunpower, Inc.béleve our
internally developed cooler, which is both compambugh and reliable enough to meet the most demgmdieles:
industry standards, provides us with a signifiGamd unique competitive advantage.

Cooling to cryogenic temperatures requires propembal isolation and packaging. Any superconduating
other cryogenically cooled device must be mainthigieits optimal operating temperature, and itsranttion with
higher temperature components must be controlleslh¥e developed a variety of proprietary and paten
cryogenic packaging innovations to satisfy thisuiegment.

Competition

The wireless communication market is intensely cetitige. We face competition in various aspectsaf
technology and product development and in eactuofarget markets. Our products compete on thes ludisi
performance, functionality, reliability, pricinguglity, and compliance with industry standards. @urent and
potential competitors include conventional RF filteanufacturers and both established and newly ginger
companies developing similar or competing HTS tedtgies. We also compete with companies that design
manufacture and sell antenna-optimizing multiplexa@rd companies that seek to enhance base statiga and
selectivity by means other than a superconductiteg.fThe primary competitors use tower mounted ground
mounted amplifiers, conventional filters, repeatarssmart antenna” technologies. Tower mountedgnodind
mounted amplifiers pass an RF signal received bgré@nna through a broad filter, followed by a loeise
amplifier. These units are produced by a numbeoaipanies, which include most of the base stati@inal
equipment manufacturers (OEMs) such as EricssomNatéh. Filter manufacturers, including Andrew, Rowave,
and Radio Frequency Systems, also produce thetse Bnmiart antennas allow base stations to focuggmeore
directly on individual wireless devices in ordelitgprove capacity. Some competitors have signifiyagreater
financial, technical, manufacturing, sales, marigetind other resources. Some competitors havevachgreater
name recognition for their products and technolegie

In addition, we currently supply components andrige technology to several companies that may eant
decide to manufacture or design their own HTS camepts, rather than purchasing or licensing ourrteldyy.
With respect to our HTS materials, we compete WHEVA among others. In the government sector, wapete
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with universities, national laboratories and battlge and small companies for research and develupeoatracts,
and with larger defense contractors, such as Ragthad Northrop Grumman for government products.

Employees

We employed a total of 129 people as of Decembg3Q7: 54 in manufacturing, 35 in research and
development, 19 in sales and marketing and 21nmrdtration. Nine of our employees have Ph.D.s, faurteen
others hold advanced degrees in physics, matagasace, electrical engineering and other fields. @nployees a
not represented by a labor union and we believieailiaemployee relations are good.

Environmental Issues

We use certain hazardous materials in our resedestelopment and manufacturing operations. As atrese
are subject to stringent federal, state and lagllations governing the storage, use and dispdsaich materials.
Current or future laws and regulations could regsinbstantial expenditures for preventative or thataction,
reduction of chemical exposure, waste treatmedisposal. Although we believe that our safety pdoces for the
handling and disposing of hazardous materials comijih the standards prescribed by state and fédegalations,
there is always the risk of accidental contamimatioinjury from these materials. To date, we hawtincurred
substantial expenditures for preventive action wétbpect to hazardous materials or for remedi@metith respect
to any hazardous materials accident, but the ude@l@posal of hazardous materials involves thethakwe could
incur substantial expenditures for such preventivieemedial actions. If such an accident occumargould be hel
liable for resulting damages. The liability in teent of an accident or the costs of such remedigdns could
exceed our resources or otherwise have a matehialse effect on our financial condition, result®perations or
cash flows.

ITEM 1A. RISK FACTORS

The following section includes some of the matefaators that may adversely affect our business and
operations. This is not an exhaustive list, andtemidl factors could adversely affect our businasd financial
performance. Moreover, we operate in a very cortipetand rapidly changing environment. New riskiéais
emerge from time to time and it is not possibleUstto predict all such risk factors, nor can weeas the impact of
all such risk factors on our business or the exiemthich any factor, or combination of factors,yntause actual
results to differ materially from those containadany forward-looking statements. This discussibrisi factors
includes many forward-looking statements. For @amgiabout relying on such forward looking statemeplease
refer to the section entitled “Forward Looking taents” at the beginning of this Report immediapelgr to
Item 1.

Risks Related to Our Business
We have a history of losses and may never becoroétpble.

In each of our last five years, we have experiersigaificant net losses and negative cash flowsifro
operations. If we fail to increase our revenuesyvag not achieve and maintain profitability and may meet our
expectations or the expectations of financial astalyho report on our stock.

We may need to raise additional capital, and if ase unable to raise capital our ability to implemeaur
current business plan and ultimately our viabiligs a company could be adversely affected.

In 2007, we incurred a net loss of $9.1 million dwadl negative cash flows from operations of $5Kiani In
2006, we incurred a net loss of $29.6 million aad hegative cash flows from operations of $7.3iomllOur
independent registered public accounting firm natuded in their audit report for fiscal 2007 ar@d& an
explanatory paragraph expressing doubt about dlityab continue as a going concern. Our priorépendent
registered public accounting firm included a siméaplanatory paragraph in their audit report f002.

Our principal sources of liquidity consist of ekigf cash balances and funds expected to be gedérate
future operations. We believe one of the key factorour liquidity will be our ability to succesé#ifuexecute on our
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plans to increase sales levels in a highly conatedrindustry where we experience significant flatibns in sales
from quarter to quarter. Our cash requirementsaisib depend on numerous other variable factockjding the
rate of growth of sales, the timing and levels miducts purchased, payment terms and credit lifrdta
manufacturers, and the timing and level of accotetsivable collections.

At December 31, 2007 we had $3.9 million in casth ianJanuary 2008 we received the remaining $1 1l
from our investment agreement with Hunchun BaoLimBwunication Co. Ltd., or BAOLI, whereby in excharfge
$15.0 million in cash we issued to BAOLI and twéated purchasers a total of (a) 3,101,361 sharesroéommon
stock and (b) 611,523 shares of our Series A Rexfe3tock (convertible under certain conditions int
6,115,230 shares of our common stock). If actusth deows deviate significantly from forecasted amisuor if we
believe operations require additional funding werzs assure you that additional financing will baitable on
acceptable terms or at all.

If we issue additional equity securities to raiseds, the ownership percentage of our existingkbinders
would be reduced. New investors may demand rigineferences or privileges senior to those of exgstiolders of
common stock. If we cannot raise any needed fuhdsght be forced to make further substantial iehins in our
operating expenses, which could adversely affectbility to implement our current business plad atiimately
our viability as a company.

We rely on a small number of customers for the nétp of our commercial revenues and the loss of amye of
these customers, or a significant loss, reductianrescheduling of orders from any of these custorsecould
have a material adverse effect on our businessutesof operations and financial condition.

We sell most of our products to a small number ioéless carriers. We derived 75% of our commenmiatuct
revenues from Verizon Wireless and AT&T in 2007 &6&6 of our commercial product revenues from ALLTEL
Verizon Wireless and T-Mobile in 2006. Our fututesess depends upon the wireless carriers congriain
purchase our products, and fluctuations in demesrd uch customers could negatively impact ourltgsu
Unanticipated demand fluctuations can have a negatipact on our revenues and business and ansadetfect o
our results of operations and financial condition.

In addition, our dependence on a small number gbintaistomers exposes us to numerous other risks,
including:

« a slowdown or delay in the deployment, upgradingrgarovement of wireless networks by any one cusit
could significantly reduce demand for our produ

* reductions in a single custon's forecasts and demand could result in excess tones;

« each of our customers have significant purchagxgrhge over us to require changes in sales tachgling
pricing, payment terms and product delivery schesiuhnc

 concentration of accounts receivable credit righiclv could have a material adverse effect on auidiity
and financial condition if one of our major custamdeclared bankruptcy or delayed payment of their
receivables

Many of our customers also provide minimal leadetipmior to the release of their purchase ordershane
non-binding commitments to purchase from us. Iffaikto forecast our customer’'s demands accuratedycould
experience delays in manufacturing which could ltésiwcustomer dissatisfaction. Additionally, theaetors further
impact our ability to forecast future revenue.

The wireless communication industry is highly comteated, which limits the number of potential custers,
and further industry consolidation could result ithe loss of key customers.

The wireless communication industry is highly camtcated in nature and may become more concentdated
to anticipated industry consolidation. As a resuk, believe that the number of potential custorf@rsur products
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may be limited. We also face significant riskshe event any of our key customers is acquired ¢dynapany that
has not adopted our technology or not adoptedtiigcsame extent. In that event, we could facgmifgiant decline
in our sales to the acquired customer.

We experience significant fluctuations in sales angerating results from quarter to quarter.
Our quarterly results fluctuate due to a numbdrofors, including:

« the lack of any contractual obligation by our castos to purchase their forecasted demand for amgygts;
« variations in the timing, cancellation, or reschedpuof customer orders and shipments;

* high fixed expenses that may disproportionatelydntimperating expenses, especially during a quaitkra
sales shortfall

The nature of our business requires that we prgnspib products after we receive orders. This méaaiswe
typically do not have a significant backlog of ulefil orders at the start of each quarter. We hiseragularly
generated a large percentage of our revenues iaghmonth of a quarter. Our major customers galyenave no
contractual obligation to purchase forecasted artsoamd may cancel orders, change delivery schedulesange
the mix of products ordered with minimal notice anghimal penalty. As a result of these factors,may not be
able to accurately predict our quarterly sales. aingrtfall in sales relative to our quarterly exga¢ions or any dela
of customer orders would adversely affect our reresrand results of operations.

Order deferrals and cancellations by our custontlasjning average sales prices, changes in theofix
products sold, increases in inventory and finispedds, delays in the introduction of new producis nger than
anticipated sales cycles for our products haviéherpast, adversely affected our results of opmnatiDespite these
factors, we maintain significant finished goodsskvim-progress and raw materials inventory to nesstimated
order forecasts. If our customers purchase lessttteaforecasted amounts or cancel or delay egigtimchase
orders, there will be higher levels of inventorgttface a greater risk of obsolescence. If ouracnsts desire to
purchase products in excess of the forecasted asoum a different product mix, there may notam@ugh
inventory or manufacturing capacity to fill theirders.

Due to these and other factors, our past resuljsmotibe reliable indicators of our future perfomoa. Future
revenues and operating results may not meet thecéagions of stock analysts and investors. In eithee, the price
of our common stock could be materially adverséfigcied.

Our sales cycles are unpredictable, making futurerfprmance uncertain.

The sales cycle for telecommunications productides identification of decision makers within the
customers’ organizations, development of an undedstg of customer-specific performance and ecoodssies,
convincing the customer through field trial repatghe benefits of systems offered, negotiatiopufchase orders
and deployment. Customers who purchase our systerascommit a significant amount of capital andeoth
resources. Our customers must consider budgetastraints, comply with internal procedures for apimg large
expenditures and complete whatever testing is sacg$or them to integrate new technologies théltimpact their
key operations. Customer delays can lengthen the sgcles and have a material adverse effect obusiness.

We depend on the capital spending patterns of vassl network operators, and if capital spending ecteased
or delayed, our business may be harmed.

Because we rely on wireless network operators ffodyct purchases, any substantial decrease or telay
capital spending patterns in the wireless commtioicandustry may harm our business. Demand frostarers
for our products depends to a significant degremupe amount and timing of capital spending bgé¢heustomers
for constructing, rebuilding or upgrading their &gyss. The capital spending patterns of wireleswordt operators
depend on a variety of factors, including accedmtmcing, the status of federal, local and fonejgpvernment
regulation and deregulation, changing standards/ii@ess technology, overall demand for wireleswvises,
competitive pressures and general economic conditim addition, capital spending patterns in tlrelss
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industry can be subject to some degree of seasgnaith lower levels of spending in the first atiird calendar
guarters, based on annual budget cycles.

Our reliance on a limited number of suppliers ante long lead time of components for our productsuta
impair our ability to manufacture and deliver ourystems on a timely basis.

A number of components used in our products ardadola from only one or a limited number of outside
suppliers due to unique designs as well as ceqizatity and performance requirements. We currgmiichase
substrates for growth of high-temperature supergotud thin-films from a single supplier becausehsf quality of
their substrates. A thin film is a thin layer oghitemperature superconductor material. Theredd#ienal
components that we source from a single vendotaltiee present volume. Key components of our cotiveal
products are manufactured by sole foreign manufact@ur reliance on sole or limited source suppliavolves
certain risks and uncertainties, many of whichtengond our control. These include the possibilita shortage or
the discontinuation of certain key components. Agguced availability of these parts or componeriteswrequired
could impair our ability to manufacture and delieeir systems on a timely basis and result in thayder
cancellation of orders, which could harm our buséne

In addition, the purchase of some of our key coneptsminvolves long lead times and, in the event of
unanticipated increases in demand for our solutimesmay be unable to obtain these componentsfiicisut
guantities to meet our customers’ requirementsdd/aot have guaranteed supply arrangements witlobinese
suppliers, do not maintain an extensive inventdyasts or components and customarily purchaseadienited
source parts and components pursuant to purchdeesoBusiness disruptions, quality issues, pradichortfalls
or financial difficulties of a sole or limited sae supplier could materially and adversely affecby increasing
product costs, or eliminating or delaying the aaaility of such parts or components. In such evemisinability to
develop alternative sources of supply quickly ancha@ost-effective basis could impair our abildaynhanufacture
and deliver our systems on a timely basis and chbaich our business.

Our reliance on a limited number of suppliers exmssus to quality control issues.

Our reliance on certain single-source and limgedfce components exposes us to quality contnoésse thes
suppliers experience a failure in their producpoocess or otherwise fail to meet our quality regmients. A failure
in single-source or limited-source components odpcts could force us to repair or replace a prbdtikizing
replacement components. If we cannot obtain conpbaraplacements or effectively return or redesign
products, we could lose customer orders or incditiathal costs, which could have a material advef§ect on our
gross margins and results of operations.

We expect decreases in average selling prices, iréguus to reduce product costs in order to achéeand
maintain profitability.

The average selling price of our products has @see over the years. We anticipate customer peessuour
product pricing will continue for the foreseeahléuire. We have plans to further reduce the manurfiaact cost of
our products, but there is no assurance that dureficost reduction efforts will keep pace withcgrerosion. We
will need to further reduce our manufacturing caltsugh engineering improvements and economissalt in
production and purchasing in order to achieve adggross margins. We may not be able to achievestjuired
product cost savings at a rate needed to keepwpigtteompetitive pricing pressure. Additionally, weay be forced
to discount future orders. If we fail to reach ouast saving objectives or we are required to dfirre discounts,
our business may be harmed.

Our ability to protect our patents and other proptary rights is uncertain, exposing us to possilidsses of
competitive advantage.

Our efforts to protect our proprietary rights mat succeed in preventing infringement by othersraure that
these rights will provide us with a competitive adtage. Pending patent applications may not résidsued
patents and the validity of issued patents mayubgest to challenge. Third parties may also be &bkiesign arour
the patented aspects of the products. Additiona#iytain of the issued patents and patent applicatire
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owned jointly with third parties. Because any owoeco-owner of a patent can license its rightsaunaintly-
owned patents or applications, inventions madeshipintly with others are not subject to our exalascontrol. Any
of these possible events could result in losse®oifpetitive advantage.

We depend on specific patents and licenses to tetdgies, and we will likely need additional techiogiies in
the future that we may not be able to obtain.

We utilize technologies under licenses of patemtmfothers for our products. These patents maybjest to
challenge, which may result in significant litigatiexpense (which may or may not be recoverablmsigaiture
royalty obligations). Additionally, we continualtyy to develop new products, and, in the coursagoifig so, we
may be required to utilize intellectual propertyhts owned by others and may seek licenses to.deusi licenses
may not be obtainable on commercially reasonaltedeor at all. It is also possible that we maydiextently
utilize intellectual property rights held by othgnghich could result in substantial claims.

Intellectual property infringement claims againstsucould materially harm results of operations.

Our products incorporate a number of technologieduding high-temperature superconductor technglog
technology related to other materials, and eleateotechnologies. Our patent positions, and thatleér companies
using hightemperature superconductor technology, is unceataéhthere is significant risk that others, inchglour
competitors or potential competitors, have obtaimedill obtain patents relating to our productderchnologies or
products or technologies planned to be introdugedsh

We believe that patents may be or have been issueghplications may be pending, claiming various
compositions of matter used in our products. We mesd to secure one or more licenses of thesetpaiérere cal
be no assurances that such licenses could be ettaincommercially reasonable terms, or at all.ivdg be
required to expend significant resources to devaltgynatives that would not infringe such patamts obtain
licenses to the related technology. We may notibe ta successfully design around these patergbtain licenses
to them and may have to defend ourselves at sulzdtenst against allegations of infringement dfdiparty patent
or other rights to intellectual property. In thaseeumstances, we could face significant liabifitend also be forced
to cease the use of key technology.

We currently rely on specific technologies and nragt successfully adapt to the rapidly changing wass
telecommunications equipment market.

Wireless telecommunication equipment is charaadrlzy rapidly advancing technology. Our succesgiép
upon our ability to keep pace with advancing wissleechnology, including materials, processes addisitry
standards. For example, we had to redesign ourrBimpgoroduct to convert from thallium barium calah copper
oxide to yttrium barium copper oxide in order tduee the product cost and compete with other tdohres.
However, even with the lower cost HTS material, Sumk may not ultimately prove commercially comifieée
against other current technologies or those thatlmeadiscovered in the future.

We will have to continue to develop and integrateaamces to our core technologies. We will also rnieed
continue to develop and integrate advances in cemghtary technologies. We cannot guarantee that our
development efforts will not be rendered obsolstedsearch efforts and technological advances rogdehers.

Other parties may have the right to utilize techogly important to our business.

We utilize certain intellectual property rights @nchon-exclusive licenses or have granted to otiersight to
utilize certain intellectual property rights licemsfrom a third party. Because we may not havetotusive rights
to utilize such intellectual property, other pastimay be able to compete with us, which may harnbaosiness.

Our failure to anticipate and respond to developntgein the wireless telecommunications market could
substantially harm our business.

Our efforts are focused on the wireless telecomuatinins market, including the 2G, 2.5G and 3G markehe
dedication of our resources to the wireless telenanications market makes us potentially vulnerable
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changes in this market, such as new technolodgieSMIMAX, future competition, changes in availabyilof capital
resources or regulatory changes that could affectompetitive position and rate of growth of thieekess industry.

We may not be able to compete effectively agailtstraative technologies.

Our products compete with a number of alternatiyereaches and technologies that increase the ¢
improve the quality of wireless networks. Somehase alternatives may be more cost effective ar digtter
performance than our products. Wireless networkaipes may opt to increase the number of transorisstations,
increase tower heights, install filters and amel#iat the top of towers or use advanced antechadégy in lieu o
purchasing our products. We may not succeed in etingpagainst these alternatives.

We depend upon government contracts for a substraimount of revenue and our business may suffer if
significant contracts are terminated, adversely niftet, or we are unable to win new contracts.

We derive a portion of our revenue from a few lacgatracts with the U.S. government. As a resulgdactior
in, or discontinuance of, the government’s commithie current or future programs could materiafiguce
government contract revenue.

Contracts involving the U.S. government may includgous risks, including:

 termination by the governmer
« reduction or modification in the event of changeshie governme’s requirements or budgetary constrai

* increased or unexpected costs causing lossesureaegrofits under contracts where prices are fored
unallowable costs under contracts where the goventhmeimburses for costs and pays an additional
premium;

« risks of potential disclosure of confidential infieaition to third parties

« the failure or inability of the main contractorperform its contract in circumstances where wesare
subcontractor

« the failure of the government to exercise optiarsaidditional work provided for in the contractag:
 the governmer's right in certain circumstances to freely use nettgy developed under these contra

The programs in which we participate may extendséweral years, but are normally funded on an drbasis.
The U.S. government may not continue to fund pnogrander which we have entered into contracts. Hven
funding is continued, we may fail to compete susfidly to obtain funding within such programs.

All costs for services under government contramtssabject to audit, and the acceptance of suds ess
allowable and allocable is subject to federal ratprly guidelines. We record contract revenues iowats which wi
expect to be realized upon final audit settlemAnt; disallowance of costs by the government coaldehan adver:
effect on our business, operating results and &iishugondition. Audits and adjustments may resuliiécreased
revenues and net income for those years. Additipnagécause of our participation in government cacts, we are
subject to audit from time to time for our compkarwith government regulations by various agenéesernment
agencies may conduct inquiries or investigatiomas thay cover a broad range of activity. Responthrany such
audits, inquiries or investigations may involversfigant expense and divert management’s attentioaddition, an
adverse finding in any such audit, inquiry or inigegtion could involve penalties that may harm business.

Because competition for target employees is intenge may be subject to claims of unfair hiring préaes,
trade secret misappropriation or other related cfzs.

Companies in the wireless telecommunications ingwshose employees accept positions with compstitor
frequently claim that competitors have engagediiaiu hiring practices, trade secret misappropriatr other
related claims. We may be subject to such claintkérfuture as we seek to hire qualified persorared, such
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claims may result in material litigation. If thisauld occur, we could incur substantial costs ifedéing against
these claims, regardless of their merits.

If we are unable to forecast our inventory needscacately, we may be unable to obtain sufficient
manufacturing capacity or may incur unnecessary t®gsnd produce excess inventory.

We forecast our inventory needs based on anticigatechase orders to determine manufacturing reognts
If we overestimate demand, we may have excess tomgrand our suppliers may as well, which coulcréase our
costs. If we underestimate our requirements, oppléers may have inadequate inventory, which cauterrupt
manufacturing and result in delays in shipmentsraedgnition of revenues. In addition, lead timasdrdering
materials and components vary significantly andetielpon factors such as the specific supplier, aochterms and
demand for any component at a given time. Accotglinfwe inaccurately forecast demand, we may behle to
obtain adequate manufacturing capacity from oupkens to meet customers’ delivery requirementsictviivould
harm our business.

Our success depends on the attraction and retentiddisenior management and technical personnel with
relevant expertise.

As a competitor in a highly technical market, weaed heavily upon the efforts of our existing senio
management and technical teams. The loss of thi@esrof one or more members of these teams cémid@oduc
development and commercialization objectives. Duiné specialized nature of our products, we aégedd upon
our ability to attract and retain qualified techalipersonnel with substantial industry knowledge expertise.
Competition for qualified personnel is intense aredmay not be able to continue to attract andmejaalified
personnel necessary for the development of ounkasi

We have experienced difficulty recruiting seniormagement due to the high cost of living in the Sdadrbara
area. We have a limited pool of qualified execugiireSanta Barbara and may attempt to recruit figelcandidates
from across the country. Some candidates have ttiteHigh cost of housing in Santa Barbara asrafgignt
negative factor when considering our employmergrstfWe have mitigated this problem to a limitetbekby
allowing some executives to maintain their existiegidences in other parts of the country and tfely
“commute” to our corporate headquarters in Santh&a as needed to perform their duties. Regardlesgxpect
the cost of housing in our area will continue tegant a significant obstacle to recruiting seni@cetives.

Regulatory changes negatively affecting wirelessntounications companies could substantially harm our
business.

The Federal Communications Commission strictly teigs the operation of wireless base stationsarhited
States. Other countries also regulate the operafibase stations within their territories. Bassiens and
equipment marketed for use in base stations must specific technical standards. Our ability td eal high-
temperature superconductor filter subsystems wileshd upon the rate of deployment of other newlegsedigital
services, the ability of base station equipmentufesturers and of base station operators to olataihretain the
necessary approvals and licenses, and changegulatiens that may impact the product requiremehis. failure
or delay of base station manufacturers or operatasbtaining necessary approvals could harm osimass.

We may acquire or make investments in companiesechnologies that could cause loss of value to
stockholders and disruption of business.

We may explore opportunities to acquire companigsahnologies in the future. Other than the adjoisof
Conductus, Inc. in 2002, we have not made any aaghisitions or investments to date and, therefureability as
an organization to make acquisitions or investmeantsmproven. Entering into an acquisition entaibny risks, any
of which could adversely affect our business, idiig:

- failure to integrate operations, services and persh
« the price paid may exceed the value eventuallyzeg|

* loss of share value to existing stockholders a&salt of issuing equity securities to finance aguésition;
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 potential loss of key employees from either ountherrent business or any acquired busin
 entering into markets in which we have little orpréor experience

« diversion of financial resources and manage’s attention from other business conce

» assumption of unanticipated liabilities relatedhe acquired assets; a

« the business or technologies acquired or invest@aay have limited operating histories and may be
subjected to many of the same risks to which weeapesed

In addition, future acquisitions may result in putally dilutive issuances of equity securities tioe incurrence
of debt, contingent liabilities or amortization exyses or charges related to goodwill or other gitde assets, any
of which could harm our business. As a result,éffail to properly evaluate and execute acquisitioninvestment
our business and prospects may be seriously harmed.

If we are unable to implement appropriate contr@dsd procedures to manage our expected growth, weg mat
be able to successfully offer our products and implent our business plan.

Our ability to successfully offer our products amghlement our business plan in a rapidly evolvirarket
requires an effective planning and management psodaticipated growth in future operations wilhtioue to
place a significant strain on management systemsesources. We expect that we will need to coetioumprove
our financial and managerial controls, reportingteyns and procedures, and will need to continexpand, train
and manage our work force worldwide. Furthermore expect that we will be required to manage mutipl
relationships with various customers and othedtparties.

Compliance with environmental regulations could lespecially costly due to the hazardous materialedig
the manufacturing process.

We are subject to a number of federal, state aral [governmental regulations related to the useage,
discharge and disposal of toxic, volatile or othiseaAhazardous chemicals used in our business. @iwyé to
comply with present or future regulations coulduiem fines being imposed, suspension of produnctp
interruption of operations. In addition, these dagians could restrict our ability to expand or brtequire us to
acquire costly equipment or incur other significarpense to comply with environmental regulationtocclean up
prior discharges.

The reliability of market data included in our puld filings is uncertain.

Since we operate in a rapidly changing market, aestin the past, and may from time to time in thterie,
include market data from industry publications and own internal estimates in some of the documeetéile with
the Securities Exchange Commission. The reliabilftthis data cannot be assured. Industry pubtioatgenerally
state that the information contained in these pakithns has been obtained from sources believbd teliable, but
that its accuracy and completeness is not guarnédihough we believe that the market data usealinSEC
filings is and will be reliable, it has not beem@pendently verified. Similarly, internal comparsfimates, while
believed by us to be reliable, have not been \egtifiy any independent sources.

Our international operations expose us to certaiisks.

In November 2007, we signed a binding definitiveeggnent for a joint venture with BAOLI to manufagtu
and market our SuperLirfkinterference elimination solution for the China ketr In addition to facing many of the
risks faced by our domestic business, if that jearture or any other international operation we fmave is to be
successful, we (together with any joint venturempen) must recruit the necessary personnel andajetee
facilities needed to manufacture and sell the petslinvolved, must learn about the local marketi¢iwimay
significantly different from our domestic markeat)ust build brand awareness among potential custwarat must
compete successfully with local organizations witbater market knowledge and potentially greateoueces than
we have. We must also obtain a number of critioalegnmental approvals from both the United Stabekthe local
country governments on a timely basis, includingsthrelated to any transfers of our technology.mist establish
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sufficient controls on any foreign operations teune that those operations are operated in acooedaith our
interests, that our intellectual property is préddcand that our involvement does not inadvertesriyate potential
competitors. There can be no assurance that tieaskitions will be met. Even if they are met, theqess of
building our international operations could divigmancial resources and management attention fribwer dousiness
concerns. Finally, our international operationd aftfo be subject to the general risks of inteoreti operations,
such as:

« changes in exchange rat

« international political and economic conditiol

< changes in government regulation in various coesj
* trade barriers

+ adverse tax conseguences;

* costs associated with expansion into new terrio

Risks Related to Our Common Stock
Our stock price is volatile.

The market price of our common stock has beenwanexpect will continue to be, subject to signifita
volatility. The value of our common stock may deelregardless of our operating performance or jeispFactors
affecting our market price include:

 our perceived prospeci

« variations in our operating results and whethehaee achieved key business targ

» changes in, or our failure to meet, earnings esés

» changes in securities analy buy/sell recommendation

- differences between our reported results and thrgected by investors and securities anal
» announcements of new contracts by us or our cotops!

« market reaction to any acquisitions, joint ventwestrategic investments announced by us or our
competitors; an

» general economic, political or stock market coaisi.

Recent events have caused stock prices for manpamies, including ours, to fluctuate in ways urtesdeor
disproportionate to their operating performances §aneral economic, political and stock market ¢ d that
may affect the market price of our common stockiegond our control. The market price of our comrstotk at
any particular time may not remain the market phictéhe future.

We have a significant number of outstanding warranand options, and future sales of these sharesldou
adversely affect the market price of our commoncdito

As of December 31, 2007, we had outstanding wasrandl options exercisable for an aggregate of
1,210,603 shares of common stock at a weightedhgeezxercise price of $25.92 per share. We havsteegd the
issuance of all these shares, and they will bdyfteadable by the exercising party upon issuaite. holders may
sell these shares in the public markets from tionénte, without limitations on the timing, amountroethod of sale
As our stock price rises, the holders may exefttisg warrants and options and sell a large nurobshares. This
could cause the market price of our common stoaletdine.
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Our corporate governance structure may prevent @aquisition by another company at a premium ovee
public trading price of STI shares.

It is possible that the acquisition of a majorifyoor outstanding voting stock by another compamyid result
in our stockholders receiving a premium over theligurading price for our shares. Provisions of mstated
certificate of incorporation and bylaws and of Dreda@e corporate law could delay or make more diffian
acquisition of our company by merger, tender offieproxy contest, even if it would create an imnagelibenefit to
our stockholders. For example, our restated ceatifi of incorporation does not permit stockholderact by writter
consent and our bylaws generally require ninetys@avance notice of any matters to be brought befa
stockholders at an annual or special meeting.

In addition, our board of directors has the autlgdn issue up to 2,000,000 shares of preferrecksaod to
determine the terms, rights and preferences ofptieiferred stock, including voting rights of thad®res, without
any further vote or action by the stockholders. Tigbts of the holders of common stock may be sdinate to, and
adversely affected by, the rights of holders ofgmred sock that may be issued in the future. $haeadnce of
preferred stock could also make it more difficolt & third party to acquire a majority of our oatsling voting
stock, even at a premium over our public tradirigepr

Further, our certificate of incorporation also gd®s for a classified board of directors with diogs divided
into three classes serving staggered terms. Thesesjpns may have the effect of delaying or prewvena change
in control of STI without action by our stockholdeand, therefore, could adversely affect the pfosur stock or
the possibility of sale of shares to an acquiriegspn.

We do not anticipate declaring any cash dividenagsaur common stock.

We have never declared or paid cash dividends oea@umon stock and do not plan to pay any casludnds
in the near future. Our current policy is to retaihfunds and earnings for use in the operatiahexpansion of our
business. In addition, our debt agreements protiibipayment of cash dividends or other distrimgion any of ot
capital stock except dividends payable in additiehares of capital stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

We lease all of our properties. All of our operasipincluding our manufacturing facility, are logdtn an
industrial complex in Santa Barbara, California. B¢eupy approximately 71,000 square feet in thrmmlex under
a long-term lease that expires in 2011. We belteaeour Santa Barbara facilities are adequateetet murrent and
reasonably anticipated needs for approximatelynthe two years.

ITEM 3. LEGAL PROCEEDINGS

Settlement of Shalvoy Litigation

Mr. Shalvoy, a director and stockholder, executed motes aggregating $820,244 in principal in cetioa
with the exercise in December 2000 of two optianpurchase Conductus, Inc. common stock prior oguigition
of Conductus, Inc. in December 2002. Through tlvel thuarter of, 2005, we carried the principal (sdstes
Receivable from Stockholder”) and accrued intefast'Prepaid Expenses and Other Current Asstdsoth note:
as assets on our balance sheet.

We filed a lawsuit against Mr. Shalvoy on Decemdgr2005 in the California Superior Court (Case
No. 1186812) to collect both notes. In that samerign, due to Mr. Shalv(s refusal to pay the notes voluntarily
recorded a reserve for the value of the notes ¢jpah plus accrued interest) in excess of the marikie of the
collateral securing the notes.

On March 2, 2007, we entered into a Settlement &gent and Mutual Release of All Claims with Mr. Bbg
to settle the lawsuit. As per the agreement, weived a payment of $610,000 on April 2, 2007
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in payment of one note, including interest andratgs’ fees, and the rescission of Mr. Shalvoytose purported
option exercise including cancellation of the rethhote.

Routine Litigation

We may be involved in routine litigation arisingthe ordinary course of our business, and, whigerésults of
the proceedings cannot be predicted with certamgybelieve that the final outcome of such mattahsnot have a
material adverse effect on our financial positioperating results or cash flow.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDER

Our 2007 Annual Meeting of Shareholders was hel@otober 23, 2007. The following matters were sutad
to a vote of our shareholders:

1. Election of two Class 3 Directors. The followidigectors were elected to hold office until thed@®Annual
Meeting or until their successors are elected aradifipd:

Directors Votes For Votes Withheld

John D. Locktor 10,279,80 210,74

David W. Vellequette 10,287,80 202,74
2. Approval to Amend the 2003 Equity Incentive Plan

In Favor Of Against Abstain

2,425,58¢ 148,01¢ 18,73;

3. Ratification of the appointment of Stonefielddphson, Inc. as the Company’s Independent Regjister
Public Accounting Firm for the year ending Decem®gr2007.

In Favor Of Against Abstain
10,277,79: 53,13: 159,61-

PART Il

ITEM 5. MARKET FOR REGISTRANTS COMMON EQUITY, RELATED STOCKHOLDER MATTERS ANI
ISSUER PURCHASES OF EQUITY SECURITIE!

Market for Common Stock

Our common stock is traded on the NASDAQ Capitatidaunder the symbol “SCON.” The following table
shows the high and low intraday sales prices forcommon stock as reported by NASDAQ for each aiden
quarter in the last two fiscal years:

High Low

2007

Quarter ended March 31, 20 $ 2.6C $1.6C

Quarter ended June 30, 2C $ 2.1€  $1.4C

Quarter ended September 29, 2! $10.9C $1.3¢

Quarter ended December 31, 2( $13.71  $5.5C
2006

Quarter ended April 1, 20C $6.7C $3.21

Quarter ended July 1, 20 $ 454  $1.9C

Quarter ended September 30, 2! $ 21C $1.3c

Quarter ended December 31, 2( $ 3.24 $1.4:
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Holders of Record

We had 123 holders of record of our common stockelruary 29, 2008. This number does not include
stockholders for whom shares were held in a “nogfimme “street” name. We estimate that there areentioan
15,000 round lot beneficial owners of our commarkt

Dividends

We have never paid cash dividends and intend tdangl available funds in the development of ousiness.
We have no plans to pay cash dividends in the fogare, and our line of credit does not allow tlayment of
dividends.

Our ability to declare or pay dividends on sharfesus common stock is subject to the requiremeat e pay
an equivalent dividend on each outstanding shaBeaes A Preferred (on an as converted basis).

Sales of Unregistered Securities

We did not conduct any offerings of equity secastduring the fourth quarter of 2007 that wereragtstered
under the Securities Act of 1933.

Repurchases of Equity Securities

We did not repurchase any shares of our commolk stiméng the fourth quarter of 2007.

Securities Authorized for Issuance Under Equity Corpensation Plans

Number of
Securities
Number of Remaining Available
Securities to Be for Future Issuance
Issued Upon Weighted-Average Under Equity
Exercise of Exercise Price of Compensation Plans
Outstanding Outstanding (Excluding
Options, Warrants Options, Warrants Securities
Plan Category and Rights and Rights Reflected in Column(a))
Equity compensation plans approved by sect
holders 741,85¢ $ 34.2¢ 1,575,39
Equity compensation plans not approved by
security holder: — — —
Total 741,85 $ 34.2¢ 1,575,39
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Stock Performance Graph

The graph and table below compare the cumulatitad stockholders’ return on our common stock since
December 31, 2002 with the Nasdaq Composite Iraeck the Nasdaq Telecommunications Index over thesa
period (assuming the investment of $100 in our comistock and in the two other indices, and reinesit of all

dividends).
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ITEM 6. SELECTED FINANCIAL DATA

The information set forth below is not necessadriljicative of results of future operations and dtidie read it
conjunction with our Financial Statements and Ntheseto appearing in Item 15 of Part IV of thigpBe and
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations”.

Year Ended December 31
2003 2004 2005 2006 2007
(In thousands, except per share date

Statement of Operations Data
Net revenues

Net commercial product revenu $38577 $16,787 $21,08C $17,697 $12,78i
Government contract revenu 10,75¢ 6,18¢ 3,107 3,361 511¢
Sub license royaltie 58 28 22 20

Total net revenue 49,39¢ 23,00 24,20¢ 21,07¢ 17,90z
Costs and expense

Cost of commercial product revent 28,24¢ 23,42: 18,98¢ 15,92: 12,94«

Contract research and developm 6,89¢ 4,46¢ 2,80¢ 2,401 2,90¢

Other research and developm 4,697 5,03¢ 4,214 3,48¢ 3,172

Selling, general and administrati 20,56 16,05! 11,44 9,08¢ 8,12:

Restructuring expenses and impairment chs — 4,12¢ 1,197 38 —

Write off of Goodwiill — — — 20,10 —

Total costs and expens 60,41- 53,10: 38,64¢ 51,04¢  27,14¢
Loss from operation (11,019 (30,097 (14,439 (29,970 (9,249
Other income (expense), r (327) (1,120 22€ 34€ 117
Net loss $(11,345) $(31,21) $(14,21Y) $(29,629 $(9,12¢)
Basic and diluted net loss per sh
Net loss per common she $ (18) $ B7) $ (129 $ (237 $ (0.7
Weighted average number of shares Outstar 6,26¢ 8,42¢ 11,41¢ 12,48:  12,48¢
December 31,
2003 2004 2005 2006 2007

Balance Sheet Data:
Cash and cash equivalel $11,14. $12,80: $13,01¢ $ 5,487 $ 3,93¢
Working capital 15,57¢ 16,14¢ 17,21¢ 10,15¢ 3,29z
Total asset 68,12: 62,35¢ 52,04: 21,90« 16,62¢
Long-term debt, including current portic 721 76 33 61€ 563
Total stockholder equity 52,22( 49,24¢ 47,25 17,95 9,19(
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

This Management’s Discussion and Analysis of Fireri@ondition and Results of Operations includeswna
forward-looking statements. For cautions about relyingsach forward looking statements, please refer ¢o th
section entitled “Forward Looking Statements” aétheginning of this Report immediately prior taité.

General

We design, manufacture, market and sell high perdmce infrastructure products for wireless voice data
applications. Our products are utilized in majoreléss networks throughout the United States wigdport voice
and data communications by use of cell phones #ret wireless communication devices.

Our products help maximize the performance of wBsltelecommunications networks by improving theity
of uplink signals from mobile wireless devices. @uoducts increase capacity utilization, lower gre and
blocked calls, extend coverage, and enable higiretess data throughput — all while reducing cdpitad
operating costs. Our SuperLink solution utilizetepéed high-temperature superconductor (HTS) tdolggdo
create a receiver front-end that enhances netwenfbymance. Today, we are leveraging our expeatigk
proprietary technology in radio frequency (RF) emgiring to continue to expand our product line belyid TS
technology. We believe our RF engineering expepiseides us with a significant competitive advagetin the
development of high performance, cost-effectiveisohs for wireless telecommunications networks.

We have three product offerings:

e SuperLink In order to receive uplink signals from wireléssdsets, base stations require a wireless filter
system to eliminate out-of-band interference. Suip&rcombines HTS filters with a proprietary cryoge
cooler and an ultra low-noise amplifier. The resith highly compact and reliable receiver front-é#mat can
simultaneously deliver both high selectivity (irfegence rejection) and high sensitivity (detectdhow
level signals). SuperLink delivers significant mgrhance advantages over conventional filter syst

« AmplLink. AmpLink is designed to address the sensitivétyuirements of wireless base stations. AmpLir
a ground-mounted unit which utilizes a high-perfanoe amplifier. The enhanced uplink performance
provided by AmpLink improves network coverage imiiaéely and avoids the installation and maintenance
costs associated with tower mounted alternat

« SuperPlex SuperPlex is our line of multiplexers that pra@ddextremely low insertion loss and excellent
cross-band isolation. SuperPlex high-performanchipiexers are designed to eliminate the need for
additional base station antennas and reduce inidste costs. Relative to competing technologlesse
products offer increased transmit power deliveethé base station antenna, higher sensitivitybssriber
handset signals, and fast and -effective network overlay:

We currently sell most of our commercial produdtedtly to wireless network operators in the Unifdtes.
Our customers to date include ALLTEL, Cingular, ipNextel, T-Mobile, U.S. Cellular and Verizon Wiess. We
have a concentrated customer base. Verizon Wiraled#\T&T each accounted for more than 10% of our
commercial revenues in 2007 and Verizon Wireledd, L, and T-Mobile each accounted for more thafolef
our commercial revenues in 2006. We plan to exmamctustomer base by selling directly to other lese network
operators and manufacturers of base station equipinet we cannot assure that this effort will becessful.

We also generate significant revenues from goventimentracts. We primarily pursue government redear
and development contracts which compliment our censial product development. We undertake government
contract work which has the potential to improve cemmercial product offering. These contractsroftield
valuable intellectual property relevant to our coenaial business. We typically own the intellectpadperty
developed under these contracts, and the Fedevar@uoent receives a royalty-free, non-exclusive and
nontransferable license to use the intellectugbgny for the United States.

We sell most of our products to a small number inéless carriers, and their demand for wireless
communications equipment fluctuates dramatically ampredictably. We expect these trends to contameemay
cause significant fluctuations in our quarterly amual revenues.
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The wireless communications infrastructure equipmesrket is extremely competitive and is charazestiby
rapid technological change, new product developnmoduct obsolescence, evolving industry standandisprice
erosion over the life of a product. We face conspaessures to reduce prices. Consequently, weceRpeaverage
selling prices of our products will continue dewieg over time. We have responded in the past byessfully
reducing our product costs, and expect further iiictions over the next twelve months. However cannot
predict whether our costs will decline at a raticient to keep pace with the competitive pricipgessures.

Recent Developments
BAOLI Investment.

Under a previously announced investment agreemintHunchun BaoLi Communication Co. Ltd, or BAOLI,
in August 2007, on February 27, 2008, we issud8iA®L| and two related purchasers a total of
(a) 3,101,361 shares of our common stock (of wBEB,065 must be voted in accordance with the vattesir othe
shares, effectively giving BAOLI no voting poweransuch shares) and (b) 611,523 shares of oursSkrie
Convertible Preferred Stock, or Series A Prefe(ohvertible under certain conditions into 6,119,2Bares of our
common stock). We received $15.0 million in cashwbich $4.0 million was funded in 2007 and the $itillion
balance was funded in January 2008.

Subject to the terms and conditions of our Seriéxréferred and to customary adjustments to thearsion
rate, each share of our Series A Preferred is atibleinto ten shares of our common stock so lasghe number
shares of our common stock beneficially owned byOBAfollowing such conversion does not exceed 9&%ur
outstanding common stock. Except for a preferemckgoidation of $.01 per share, each share ofeSeki Preferred
is the economic equivalent of the ten shares ofnsomstock into which it is convertible. Except eguired by law,
the Series A Preferred will not have any votinditsy For a complete description of the terms ofSbdes A
Preferred, please see the certificate of desigmsti@ copy of which is available through our webait
www.suptech.com or in our SEC filings availableret SEC’s website at http://www.sec.gov.

With the issuance of the Series A Preferred, oilitylo declare or pay dividends on shares of cammon
stock will be subject to the requirement that wg @a equivalent dividend on each outstanding sbB8eries A
Preferred (on an as converted basis).

BAOLI Joint Venture.

We and BAOLI continue to work on our recently efisdted joint venture to manufacture and market our
SuperLink® interference elimination solution for the China ketr As previously announced, our agreements
provide that BAOLI will provide the manufacturingpeertise and financing in exchange for 55 percéthe equity
and we will provide an exclusive license in therizhimarket of the enabling technology in exchangdfopercent
of the equity and a royalty on sales. We contirmuedrk on preliminary matters relating to the johenture,
including administrative and logistical mattersplkxatory marketing initiatives, technical and netrinalysis and
discussions with governmental officials.

The commencement of manufacturing and any actles &g the joint venture, and the transfer of our
technology to the joint venture, remain subjeciuocess in these efforts and to a number of otiragitons
including certain critical approvals from the Chireand United States governments. In particulaneén
discussions with the Committee on Foreign Investrirethe United States (or CFIUS), an inter-agecaeymittee
of the United States government that reviews thional security implications of foreign acquisiteof
U.S. companies regarding our joint venture with snv@éstment from BAOLI. There continues to be nsuaance
that these conditions will be met, or that all riegd approvals (if obtained) will be obtained otinaely basis. Even
if these conditions are met and the approvals vedeithe results from our joint venture will be fdb to a number
of significant risks associated with internationpkrations and new ventures (which are similahtsé involved in
acquisitions), some of which are set out in ourlipudings, including in particular the “Risk Famts” included in
Item 1A of this document.
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Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caoditind results of operations are based upon panfial
statements, which have been prepared in accordeititaccounting principles generally accepted i thnited
States. The preparation of these financial statésrrequires us to make estimates and judgmentstieat the
reported amounts of assets, liabilities, revenuesexpenses, and related disclosure of contingsats and
liabilities. We continually evaluate our estimaties]uding those related to bad debts, inventoresovery of long-
lived assets, income taxes, warranty obligationstract revenue and contingencies. We base ounatsts on
historical experience and on various other assumsgtihat we believed to be reasonable under tberastances,
the results of which form the basis for making jognts about the carrying values of assets andifiabithat are
not readily apparent from other sources. Any futthranges to these estimates and assumptions cuse a
material change to our reported amounts of reveraxggenses, assets and liabilities. Actual resodtg differ from
these estimates under different assumptions oriomnsl

We believe the following critical accounting poésiaffect our significant judgments and estimasesiin the
preparation of the financial statements. We maingiibwances for doubtful accounts for estimatex$és resulting
from the inability of our customers to make reqdipayments. If the financial condition of our custrs were to
deteriorate, resulting in an impairment of theiligbto make payments, additional allowances meayéquired. We
write down our inventory for estimated obsolescemcenmarketable inventory equal to the differebetveen the
cost of inventory and the estimated market valiseaipon assumptions about future demand and market
conditions. If actual market conditions are lessfable than those projected by management, additiaventory
write-downs may be required.

Our inventory is valued at the lower of its actoast or the current estimated market value ofrtrentory. We
review inventory quantities on hand and on ordef m@tcord, on a quarterly basis, a provision foresscand obsole
inventory and/or vendor cancellation charges rdl&tepurchase commitments. If the results of tivéexe determine
that a write-down is necessary, we recognize aitofte period in which the loss is identified, wter or not the
inventory is retained or disposed. Our inventoerges establish a new cost basis for inventoryaamahot reverse
until the related inventory is sold or otherwisspdised. Such provisions are established basedturibal usage,
adjusted for known changes in demands for suchugtsdor the estimated forecast of product demadd a
production requirements. Our business is charaetdy rapid technological change, frequent newdyecb
development and rapid product obsolescence thdd cesult in an increase in the amount of obsdtetentory
guantities on hand. Demand for our products castudhte significantly. Our estimates of future proddemand ma
prove to be inaccurate and we may understate ostate the provision required for excess and obsabeentory.

Our net sales consist of revenue from sales ofymtschet of trade discounts and allowances. Wegréze
revenue when evidence of an arrangement existsaotmal obligations have been satisfied, title sk of loss
have been transferred to the customer and colfecfithe resulting receivable is reasonably assukethe time
revenue is recognized, we provide for the estimatsd of product warranties if allowed for undentactual
arrangements and return products. Our warrantgatitin is affected by product failure rates andiserdelivery
costs incurred in correcting a product failure. @tdsuch failure rates or costs differ from thestneates, accrued
warranty costs would be adjusted.

We indemnify, without limit or term, our customergainst all claims, suits, demands, damages, itiabil
expenses, judgments, settlements and penaltiésgafiem actual or alleged infringement or misagptation of
any intellectual property relating to our produsither claims arising from our products. We cameasonably
develop an estimate of the maximum potential amotipayments that might be made under our guararteeaus
of the uncertainty as to whether a claim mighteased how much it might total.

Contract revenues are principally generated uretrarch and development contracts. Contract researee
recognized utilizing the percentage-of-completicztimod measured by the relationship of costs indureotal
estimated contract costs. If the current contratibete were to indicate a loss, utilizing the fedé&mount of the
contract, a provision would be made for the totdicipated loss. Contract revenues are derivedaiiynfrom
research contracts with agencies of the UniteceSta@overnment. Credit risk related to accountsivabée arising
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from such contracts is considered minimal. Thesgraots include cost-plus, fixed price and costisiga
arrangements and are generally short-term in nature

All payments to us for work performed on contragith agencies of the U.S. Government are subject to
adjustment upon audit by the Defense Contract Augéncy. Based on historical experience and rewourrent
projects in process, we believe that the auditsneill have a significant effect on our financiakpimn, results of
operations or cash flows. The Defense Contract tMgiency has audited us through 2003.

In connection with the acquisition of Conductusneeognized $20.1 million of goodwill. At July 1, @8, our
market capitalization had declined to $25.5 millian amount less than our total book value. Weloded that our
declining stock price constituted an event undeSAA2 and required us to test for goodwill impainires of
July 1, 2006. We then proceeded with step two efittpairment analysis — determining the fair valagall our
tangible and intangible assets and then aggregatidgubtracting these values from our fair valugr. analysis led
us to reasonably estimate at that time that oumnfiarket value was less than our net assets exgugbodwill.
Accordingly, we recorded a full write-down of theagwill ($20.1 million) in the second quarter 2006.

We periodically evaluate the realizability of lotiged assets as events or circumstances indigatssible
inability to recover the carrying amount. Long-livassets that will no longer be used in businessvatten off in
the period identified since they will no longer geatte any positive cash flows for us. Periodicdting-lived assets
that will continue to be used by we need to bewatald for recoverability. Such evaluation is basedarious
analyses, including cash flow and profitability jpaiions. The analyses necessarily involve sigaifiananagement
judgment. In the event the projected undiscountesth dlows are less than net book value of the sisthet carrying
value of the assets will be written down to thaitiraated fair value. Our future cash flows may viaoyn estimates.

Effective January 1, 2006, we adopted the provsmfiStatement of Financial Accounting Standar&-RS”)
No. 123 (revised 2004“Share-Based Payment” (“SFAS No. 123(R)"). Undés ftrovision, the share-based
compensation cost recognized beginning Januar@dg thcludes compensation cost for (i) all shaased paymer
granted prior to, but not vested as of Januaryp@62based on the grant date fair value originadiymated in
accordance with the provisions of SFAS No. 123,¢dunting for Stock-Based Compensation,” (“SFAS k23")
and (ii) all share-based payments granted subsétuéanuary 1, 2006, based on the grant datedhie estimated
in accordance with the provisions of SFAS No. 133Ebmpensation cost under SFAS No. 123(R) is neizegl
ratably using the straight-line attribution methmaer the expected vesting period. Prior periodsataestated
under this transition method.

Prior to 2006, as permitted under Statement ofriiia Accounting Standards No. 123 (SFAS 123),
“Accounting for Stock-Based Compensation”, we edddb follow Accounting Principles Board Opinion Ntb,
“Accounting for Stock Issued to Employees” in acating for stock options and other stoclised employee awar
Pro forma information regarding net loss and lassghare, as calculated under the provisions ofSSEZ3, are
disclosed in the notes to the financial stateméffis accounted for equity securities issued to nopleyees in
accordance with the provision of SFAS 123 and Eingrtssues Task Force 96-18.

Prior to 2006, we did not recognize compensatigrease for issuance of stock options to employéese had
elected to recognize compensation expense for gmplawards prior to 2006 based upon the fair vaiuke
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grant date consistent with the methodology preedriy SFAS 123, our net loss and net loss per shauéd have
been increased to the pro forma amounts indicag&nib

For the Year Ended

December 31, 2005

(In thousands, excep
per share data)

Net loss:

As reportec $ (14,217
Stocl-based employee compensation included in net —
Stocl-based compensation expense determined under fa@ reethoc (6,459
Pro forma (20,677)
Basic and Diluted Loss per Share

As reportec $ (1.29)
Stocl-based compensation expense determined under faé& reethoc (0.57)
Pro forma $ (1.87)

On December 1, 2005, the Compensation CommitteeioBoard of Directors approved the accelerateting
of all time-vested outstanding out-of-the-moneycktoptions held by current employees or consultdfus this
purpose, the Compensation Committee defined “odh@fmoney optionsas options having an exercise price e«
to or greater than $5.80 per share (the markee junicthe date of the committee’s decision to acagdehe vesting).
If we had elected to recognize compensation expEmsmployee awards, the pro forma cost impathese
accelerated options in 2005 would have been $3libmi

Our valuation allowance against the deferred taetass based on our assessments of historicalslessl
projected operating results in future periodsnid &hen we generate future taxable income in ti8 Blgainst whic
these tax assets may be applied, some portion of thie valuation allowance would be reversed andncrease in
net income would consequently be reported in fuyeas.

We have a contract to deliver several custom prsdioca government contractor. We are unable to
manufacture the products for technical reasonsh@¥e discussed the problem with the contractoritand
government customer. They are considering the pnopand we expect further discussions. We do H@veethat ¢
loss is reasonably estimable at this time and therdnave not recorded any liability relating testmatter. We will
periodically reassess our potential liability agliidnal information becomes available. If we ladetermine that a
loss is probable and the amount reasonably estenatel would record a liability for the potentiatfo

Backlog

Our commercial backlog consists of accepted propurthase orders with scheduled delivery datesduhie
next twelve months. We had commercial backlog &23300 at December 31, 2007, as compared to $751000
December 31, 2006.

Results of Operations

2007 Compared to 2006

Net revenues decreased by $3.2 million, or 15%n$@1.1 million in 2006 to $17.9 million in 2007eN
revenues consist primarily of commercial produgeraies and government contract revenues. We afsoaje
some additional revenues from sublicensing ourrtelidyy.

Net commercial product revenues decreased by $#lidnmor 28%, to $12.8 million in 2007 from
$17.7 million in 2006. The decrease is primarilg thsult of lower sales volume for some or our potsl Average
sales prices for our products decreased only §ligh®007. Our two largest customers accounted & of our ne
commercial revenues in 2007, as compared to 762008. These customers generally purchase products
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through non-binding commitments with minimal leatds. Consequently, our commercial product revesaas
fluctuate dramatically from quarter to quarter lshsa changes in our customers’ capital spendinig et

Government contract revenues increased to $5.Jomilh 2007 from $3.4 million in 2006, an increade
$1.7 million, or 52%. This increase is primarilyrégutable to the addition of new or amended cansran 2007.

Cost of commercial product revenues includes alladicosts, manufacturing overhead, provision k@ess an
obsolete inventories. The cost of commercial prodenenues totaled $12.9 million for 2007 as coragdo
$15.9 million for 2006, a decrease of $3.0 million 19%. The lower costs resulted principally frimwer
production as a result of lower sales. There wss b restructuring expenses in 2007 and a lowsfigion for
obsolete inventory. Our provision for obsolete miegies totaled $160,000 in 2007 as compared t0$80 in
2006.

Our cost of sales includes both variable and fixest components. The variable component consistegty
of materials, assembly and test labor, overhead;hwhcludes equipment and facility depreciatioansportation
costs and warranty costs. The fixed component deduest equipment and facility depreciation, pasaing and
procurement expenses and quality assurance cagen (Be fixed nature of such costs, the absorgifasur
production overhead costs into inventory decreasdshe amount of production overhead variancesresqd to
cost of sales increases as production volumesmgesince we have fewer units to absorb our overbests against.
Conversely, the absorption of our production ovatcheosts into inventory increases and the amouptaafuction
overhead variances expensed to cost of sales desraa production volumes increase since we have unds to
absorb our overhead costs against. As a resulgress profit margins generally decrease as revandgroduction
volumes decline due to lower sales volume and migh®unts of production overhead variances expettsedst of
sales; and our gross profit margins generally m&eeas our revenue and production volumes incraase higher
sales volume and lower amounts of production owath@riances expensed to cost of sales. Our inmeist@alued
at the lower of its actual cost or the currentreated market value of the inventory. We review iteey quantities
on hand and on order and record, on a quarterig mprovision for excess and obsolete inventad/@ vendor
cancellation charges related to purchase commignérthe results of the review determine that aesdown is
necessary, we recognizes a loss in the period ichvthe loss is identified, whether or not the intagy is retained
or disposed.

The following is an analysis of our commercial protdgross profit margins for 2006 and 2007:

For the Years Ended December 31,

2006 2007
Dollars in thousands
Net commercial product sal $17,697 100.% $12,787 100.(%
Cost of commercial product sal 15,92: 90% 12,94« 101.2%
Gross profit $ 1,77¢ 10% $ (1579 (1.9%

We had a negative gross margin of $157,000 in 2@07 the sale of our commercial products as comptoea
positive gross margin of $1.8 million in 2006. Weperienced negative gross profits in 2007 primebidgause the
reduced level of commercial sales was insuffictertover our fixed manufacturing overhead costs. gdass
margins were also adversely impacted by a $160;686ge for excess and obsolete inventory. Grosgingawere
favorably impacted by $195,000 in 2007 and $700jaQD06 by the sale of previously written-off imiery. We
regularly review inventory quantities on hand anavjile an allowance for excess and obsolete invgittased on
numerous factors including sales backlog, histbiioaentory usage, forecasted product demand anduygtion
requirements for the next twelve months.

Contract research and development expenses tdal@dnillion in 2007 as compared to $2.4 millior2i®06,
an increase of $499,000 or 20%. The increase viamply the result of higher expenses associatet performing
a greater number of government contracts.

Other research and development expenses relaey&bogppment of new wireless commercial products.afge
incur design expenses associated with reducingaseand improving the manufacturability of ourstixig
products. These expenses totaled $3.2 million BvV28 compared to $3.5 million in 2006, a decred$316,000,
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or 9%. The decrease is due to lower expenses assdevith commercial products development and ¢kalt of ou
cost reduction efforts.

Selling, general and administrative expenses ttd81 million in 2007 as compared to $9.1 milliar2006, a
decrease of $1.0 million, or 11%. The lower expsmesulted primarily from $610,000 received frosetlement
agreement with a former director and lower insuegmremiums.

In connection with the acquisition of Conductu®iecember 2002 we recognized $20.1 million of goddwt
July 1, 2006, we concluded that our declining stadg&e constituted an event under FAS 142 and redquis to test
for goodwill impairment. Our analysis led us togeaably estimate at that time that our fair maviedtie was less
than our net assets excluding goodwill. Accordinghg recorded a full write-down of the goodwill (32 million)
in the second quarter of 2006. We also recorddchpairment charge of $38,000 related to a noteivabée from a
Board member in 2006.

The following table summarizes our restructuring anpairment charges for 2006 and 2007:

For the Year Ended December 31,

Restructuring Impairment Restructuring Impairment
Charges for Charges for Total for Charges for Charges for  Total for
2006 2006 2006 2007 2007 2007
Severance cos $ — 3 — 3 — 3 — 3 - $ —
Fixed assets write of — — — — — —
Facility consolidation cosi — — — — — —
Employee relocation co — — — — — —
Goodwill Write-off — 20,107,00  20,107,00 — — —
Impairment charge for notes receivable
from shareholder and board mem — 38,00( 38,00( — — —
Total — 20,145,00  20,145,00 — — —
Fixed Asset write off and severance
costs included in cost of goods s — — — — — —
Expense included in operating exper $ — $20,145,00 $20,145,00 $ — 3 — $ —

Interest income decreased to $156,000 in 2007ompared to $391,000 in 2006, primarily becausewer
cash balances in 2007.

Interest expense in 2007 amounted to $39,000,rapa@d to $45,000 in 2006, as a result of lowerdwing
levels.

Our loss totaled $9.1 million in 2007 as compare#29.6 million in 2006.

The net loss available to common shareholderset®0.73 per common share in 2007, as compare?i 33 $
per common share in 2006.

2006 Compared to 2005

Net revenues decreased by $3.1 million, or 13%n$24.2 million in 2005 to $21.1 million in 2006eN
revenues consist primarily of commercial produgtraies and government contract revenues. We atsyaje
some additional revenues from sublicensing ourrtelduy.

Net commercial product revenues decreased by $Bidrmor 16%, to $17.7 million in 2006 from
$21.1 million in 2005. The decrease is primarilg tesult of lower sales and lower average salegit our
products. Our three largest customers accounte@6fr of our net commercial revenues in 2006, aspeoed to
95% in 2005. These customers generally purchaskipt® through non-binding commitments with minineald-
times. Consequently, our commercial product revemma@ fluctuate dramatically from quarter to qualbiesed on
changes in our customers’ capital spending patterns
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Government contract revenues increased to $3.4omilh 2006 from $3.1 million in 2005, an increade
$254,000, or 8%. This increase is primarily atttéhle to the addition of new or amended contrac006.

Cost of commercial product revenues includes allaicosts, manufacturing overhead, provision k@ess an
obsolete inventories. The cost of commercial prodexenues totaled $15.9 million for 2006 as coragdo
$19.0 million for 2005, a decrease of $3.1 million 16%. The lower costs resulted from no restmiguexpenses
in 2006 and a lower provision for obsolete invept&estructuring and impairment expenses from sawer and
“fixed assets write off included in cost of good$d$ were zero in 2006 as compared to $109,000MB62 Our
provision for obsolete inventories totaled $360,002006 as compared to $1.0 million in 2005.

Our cost of sales includes both variable and fixest components. The variable component consistegty
of materials, assembly and test labor, overhead;hwhcludes equipment and facility depreciatioansportation
costs and warranty costs. The fixed component dteduest equipment and facility depreciation, pasaing and
procurement expenses and quality assurance casen (Be fixed nature of such costs, the absorgifaour
production overhead costs into inventory decreasdshe amount of production overhead variancesresqd to
cost of sales increases as production volumesmgesince we have fewer units to absorb our overbests against.
Conversely, the absorption of our production ovatcheosts into inventory increases and the amouptaafuction
overhead variances expensed to cost of sales desraa production volumes increase since we have unds to
absorb our overhead costs against. As a resulgroess profit margins generally decrease as revandgroduction
volumes decline due to lower sales volume and migh®wunts of production overhead variances expettsedst of
sales; and our gross profit margins generally m&eeas our revenue and production volumes incoaase higher
sales volume and lower amounts of production owath@riances expensed to cost of sales. Our inmeist@alued
at the lower of its actual cost or the currentreated market value of the inventory. We review iteey quantities
on hand and on order and record, on a quarterig emprovision for excess and obsolete inventad/@ vendor
cancellation charges related to purchase commignérthe results of the review determine that aesdown is
necessary, we recognizes a loss in the period ichvthe loss is identified, whether or not the imtagy is retained
or disposed.

The following is an analysis of our commercial prodgross profit margins for 2005 and 2006:

For the Years Ended December 31,

2005 2006
Dollars in thousands
Net commercial product sal $21,08C 100.% $17,697 100.(%
Cost of commercial product sal 18,98¢ 90.1% 15,92 90%
Gross profit $ 2,091 9.9% $ 1,77¢ 10%

We had a positive gross margin of $1.8 million @0@& from the sale of our commercial products aspamed
to a positive gross margin of $2.1 million in 200%e gross margin percentage improved slightlyoevel sales
volumes primarily due to lower restructuring expensa lower provision for obsolete inventory arg phsitive
results of our cost reduction efforts. Gross mavgas also favorably impacted $700,000 by the sipgaviously
written-off inventory. We regularly review inventoguantities on hand and provide an allowance %oess and
obsolete inventory based on numerous factors inmuusales backlog, historical inventory usage,dasted product
demand and production requirements for the nexveumonths.

Contract research and development expenses téalédnillion in 2006 as compared to $2.8 millior2@05, ¢
decrease of $399,000 or 14%. The decrease wasrpyitie result of 2005 expenses totaling $759,08@& contrac
for which no revenue was recognized. S&vhtractual Contingencyunder the Contractual Guarantees and
Indemnities Note to the Financial Statements fdescription of the non-revenue generating contract.

Other research and development expenses relagy&bogppment of new wireless commercial products.afge
incur design expenses associated with reducingaseand improving the manufacturability of ourstixig
products. These expenses totaled $3.5 million 3628 compared to $4.2 million in 2005, a decred$¥26,000,
or 17%. The decrease is due to lower expensesiasmbwith commercial products development and-¢iselt of
our cost reduction efforts.
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Selling, general and administrative expenses ttd81 million in 2006 as compared to $11.4 millinr2005,
a decrease of $2.3 million, or 20%. The lower espsresulted primarily from lower auditor fees, éownsurance
premiums, lower legal expenses for other mattersestructuring activities in 2006 and the paynier005 of
retirement benefits for our previous Chief Execait®fficer.

We implemented several restructuring programs s20€l. These activities were completed in 2005. In
connection with the acquisition of Conductus in Bmber 2002 we recognized $20.1 million of goodwitl.July 1,
2006, we concluded that our declining stock primestituted an event under FAS 142 and required tesst for
goodwill impairment. Our analysis led us to reaspastimate at that time that our fair market ealas less than
our net assets excluding goodwill. Accordingly, rgeorded a full write-down of the goodwill ($20.1llran) in the
second quarter. We also recorded an impairmengehar$38,000 related to a note receivable fronoaré
member.

The following table summarizes our restructuring anpairment charges for 2005 and 2006:

For the Year Ended December 31

Restructuring Impairment Restructuring Impairment
Charges for Charges for Total for Charges for Charges for Total for
2005 2005 2005 2006 2006 2006

Severance cos $ 178,000 $ — $ 178,000 $ — 3 — 3 —
Fixed assets write of 137,00( — 137,00( —
Facility consolidation cos! 6,00( — 6,00( —
Employee relocation co 16,00( — 16,00( — —
Goodwill Write-off — — — — 20,107,00 20,107,00

Impairment charge for notes
receivable from shareholder and

board membe — 969,00( 969,00( — 38,00( 38,00(
Total $ 337,000 $ 969,00( $1,306,00! — 20,145,00 20,145,00
Fixed Asset write off and severance

costs included in cost of goods s (109,000 — (109,000 — — —
Expense included in operating

expense: $ 228,000 $ 969,000 $1,197,000 $ — $20,145,00 $20,145,00

Interest income increased to $391,000 in 2006patpared to $342,000 in 2005, primarily becausaaofdase
interest rates.

Interest expense in 2006 amounted to $45,000,rmpa@d to $116,000 in 2005, as a result of lowerdyang
levels.

Our loss totaled $29.6 million in 2006 as compdaeefi14.2 in 2005.

The net loss available to common shareholdersetts2.37 per common share in 2006, as compareti 24 $
per common share in 2005.

Liquidity and Capital Resources
Cash Flow Analysis

As of December 31, 2007, we had working capit&#2B million, including $3.9 million in cash andste
equivalents, as compared to working capital of $10illion at December 31, 2006, which included $%ilion in
cash and cash equivalents. We currently invesercess cash in short-term, investment-grade, maorayet
instruments with maturities of three months or I€xsr investments have zero exposure to the auri@nsecurities
market. We believe that all of our cash investmerdsld be readily available to us should the naézkta
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Cash and cash equivalents decreased by $1.6 nfiliom$5.5 million at December 31, 2006 to $3.9lionil at
December 31, 2007. (In January 2008 we receivecetinaining $11.0 million from our investment agreetnwith
BAOLI. See notes below in Financing Activities and Futtiggidity ). Cash was used principally in operations and
to a lesser extent for the purchase of propertyegpuipment and for the payment of short and lomgrigorrowings.
Cash and cash equivalents decreased by $7.5 nfilian$13.0 million at December 31, 2005 to $5.8Hiom at
December 31, 2006. Cash was used in operation)dguurchase of property and equipment, for thyenaat of
short and long-term borrowings. These uses wesebHy gross cash proceeds of $12.5 million recefinan the
sale of common stock in a public offering during third quarter of 2005.

Cash used in operations totaled $5.4 million in2200e used $9.1 million to fund the cash portiomof net
loss. We also used cash to fund a $2.1 millioneiase in accounts payable payments, accounts rbteeiad
patents and licenses. These uses were offset hygea®rated from lower inventory, lower prepaid atiter assets
totaling $3.0 million. Cash used in operationsleres7.3 million in 2006. In 2006 we used $6.2 millto fund the
cash portion of our net loss. We also used casimiba $1.8 million increase in inventory and agusipayable
payments. These uses were offset by cash gendratedower accounts receivables and prepaid baktataling
$746,000.

Net cash used in investing activities totaled $266,in 2007. In 2007, sales of fixed assets geee$26,000
and were offset by fixed asset purchases totalirdf $00. Net funds used in investing activitiealed $229,000 in
2006 and $45,000 in 2005. In 2006 we purchased,8R2f fixed assets and there were no sales edfifassets. In
2005, sales of fixed assets generated $216,00@ss@htially offset purchases of property and egeiprtotaling
$261,000.

Net cash provided by financing activities total@dmillion in 2007. In 2007, $4.0 million was réeed from
BAOLI as an installment toward completion of a L&illion financing which was completed in Febru2g08.
Cash used to pay long term debt was $14,000 anaffset by $26,000 provided by the exercise of lsiggtions.
Net cash used in financing activities totaled $@0,h 2006 and was used to pay long term debt0O0b3ross cas
received from the sale of common stock totaled $1@llion and borrowings against our line of cremitaled
$662,000, offset by cash used to pay down ourdfreredit and long term debt of $1.6 million. Cashas also used
to pay $1.9 million of offering expenses relatedhe sale of common stock in November 2004 and Aug005.

Financing Activities

We have historically financed our operations thioagcombination of cash on hand, equipment lease
financings, available borrowings under bank linesredit and both private and public equity offggnWe have
effective registration statements on file with 8&C covering the public resale by investors oftedlcommon stock
issued in our private placements, as well as amnoon stock acquired upon exercise of their warrants

We have an existing line of credit from a banks la material source of funds for our business. lifteeof
credit expires in July 2008. The loan agreemestrisctured as a sale of our accounts receivablgenddes for the
sale of up to $5.0 million of eligible accountse®@ble, with advances to us totaling 80% of theereables sold.
Advances bear interest at the prime rate (7.25Beaember 31, 2007) plus 2.50% subject to a minimaonthly
charge. Advances are collateralized by a lien bafadur assets. Under the terms of the agreementontinue to
service the sold receivables and are subject twurse provisions. There was no amount outstandidgnthis
borrowing facility at December 31, 2007.

In 2007 and 2006, we did not complete a financiaggaction. However, on August 17, 2007, we enteted
the previously noted investment agreement with BA@id on February 27, 2008, the transactions copiesed by
this investment agreement closed and in exchangklfa0 million in cash we issued to BAOLI and tvetated
purchasers a total of (a) 3,101,361 shares of @mnwon stock and (b) 611,523 shares of our Serieseferred
Stock (convertible under certain conditions inth16,230 shares of our common stock).
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Contractual Obligations and Commercial Commitmer

We incur various contractual obligations and conuiaicommitments in our normal course of busin@sgy
consist of the following:

« Operating Lease Obligatior
Our operating lease obligations consist of a fgciéase in Santa Barbara, California and sevegikee leases.
» Patents and Licenst

We have entered into various licensing agreemeujsiring royalty payments ranging from 0.13% td?2.6f
specified product sales. Some of these agreementain provisions for the payment of guaranteethimimum
royalty amounts. Typically, the licensor can teratgour license if we fail to pay minimum annuaflalbies.

¢ Purchase Commitmen

In the normal course of business, we incur purclasigations with vendors and suppliers for thecpaise of
inventory, as well as other goods and servicess& labligations are generally evidenced by purcbeders that
contain the terms and conditions associated walptirchase arrangements. We are committed to adelypery of
such material pursuant to the purchase ordersabjearious contract provisions which allow ugitday receipt ¢
such orders or cancel orders beyond certain agneed lead times. Cancellations may result in cdatieh costs
payable by us.

* Quantitative Summary of Contractual Obligations &wmmercial Commitmen
At December 31, 2007, we had the following contratbbligations and commercial commitments:

Payments Due by Period

Less than After
Contractual Obligations Total 1 year 2-3 years 4-5 years 5 years
Operating lease 5,870,000 1,425,000 2,999,000 1,445,00! 1,00(C
Minimum license commitmer 1,800,00! 150,00( 300,00( 300,00 1,050,001
Fixed asset and inventory purchase
commitments 3,184,000  3,184,00! — — —
Total contractual cash obligatio $10,854,00 $4,759,001 $3,299,000 $1,745,000 $1,051,00!

Capital Expenditures

We plan to invest approximately $700,000 in fixadets during 2008.

Future Liquidity

Our principal sources of liquidity consist of exigf cash balances and funds expected to be geddraie
future operations. We believe one of the key factorour liquidity will be our ability to succesé#ifuexecute on our
plans to increase sales levels in a highly conagdrindustry where we experience significant flatibns in sales
from quarter to quarter. Our cash requirementsaislb depend on numerous other variable factockjding the
rate of growth of sales, the timing and levels miducts purchased, payment terms and credit lifrdta
manufacturers, and the timing and level of accotatsivable collections.

In 2007, we incurred a net loss of $9.1 million dradl negative cash flows from operations of $5Hiani In
2006, we incurred a net loss of $29.6 million aad hegative cash flows from operations of $7.3iomillOur
independent registered public accounting firm natuded in their audit report for fiscal 2007 ar@& an
explanatory paragraph expressing doubt about dlityab continue as a going concern. Our priorépéndent
registered public accounting firm included a siméaplanatory paragraph in their audit report f002.

At December 31, 2007 we had $3.9 million in casth ianJanuary 2008 we received the remaining $11ll®drr
from our previously noted investment agreement BI##@OLI whereby in exchange for $15.0 million

32




Table of Contents

in cash we issued to BAOLI and two related purcigadotal of (a) 3,101,361 shares of our commooksand
(b) 611,523 shares of our Series A Preferred Stomhvertible under certain conditions into 6,119, 2Bares of our
common stock). If actual cash flows deviate siguaifitly from forecasted amounts or if we believerapens requir
additional funding we cannot assure you that aotditi financing will be available on acceptable tewn at all.

Net Operating Loss Carryforward

As of December 31, 2007, we had net operatingdasyforwards for federal and state income tax pses of
approximately $285.1 million and $154.7 milliprespectively, which expire in the years 2008 thio@g27. Of
these amounts $88.3 million and $23.5 million, esdjvely, resulted from the acquisition of Condwctincluded in
the net operating loss carryforwards are deductieladed to stock options of approximately $24.1liam and
$13.1 million for federal and California income taprposes, respectively. To the extent net opeyabiss
carryforwards are recognized for accounting purpadise resulting benefits related to the stock optiwill be
credited to stockholders’ equity. In addition, walresearch and development and other tax credifederal and
state income tax purposes of approximately $2.Wamibnd $1.3 million, respectively, which expirethe years
2008 through 2027. Of these amounts $661,000 a86,800, respectively resulted from the acquisibbn
Conductus.

Due to the uncertainty surrounding their realizatime have recorded a full valuation allowance ragfadur net
deferred tax assets. Accordingly, no deferred smeghas been recorded in the accompanying bathees.

Section 382 of the Internal Revenue Code imposesianal limitation on the utilization of net opénatloss
carryforwards based on a statutory rate of retusudlly the “applicable federal funds rate”, adrd in the
Internal Revenue Code) and the value of the cotjporat the time of a “change of ownership” as edi by
Section 382. We had changes in ownership in Aub®89 and December 2002. Therefore, the abilitytitze net
operating loss carryforwards of $97.3 million ined prior to the ownership changes will be subjedtture
periods to an annual limitation of $1.3 million.dddition, we acquired the right to Conductus’ egerating losses,
which are also subject to the limitations imposgdkction 382. Conductus underwent three ownexdapges,
which occurred in February 1999, February 2001 @adember 2002. Therefore, the ability to utilizen@octus’net
operating loss carryforwards of $88.3 million in@d prior to the ownership changes will be subjedtture
periods to annual limitation of $700,000. Net opiaglosses incurred by us subsequent to the owipechanges
totaled $99.5 million and are not subject to thistation. We are currently evaluating the poteritraitations on
our ability to utilize our net operating loss cdanyvards as a result of the recent investment byDBA

Future Accounting Requirements

In February 2008, the FASB issued FSP 157-2 “Rdbéderral of the Effective Date of Statement 157"
(FSP 157-2). FSP 157-2 delays the effective dagF#S No. 157, for all non-financial assets and-fioancial
liabilities, except those that are recognized scldised at fair value in the financial statememts oecurring basis
(at least annually) to fiscal years beginning aftewember 15, 2008. We are currently assessingrtpact of
SFAS No. 157 for non-financial assets and non-fireriabilities on our consolidated financial posn and results
of operations. We do not expect that the implententaf this standard, for financial assets andiiicial liabilities,
will have a material impact on our consolidateafinial position and results of operations.

In December 2007 the FASB issued Statement of EiabAccounting Standards No. 141 (revised 2007),
“Business Combinations” (FAS 141(R) and No. 189pncontrolling Interests in Consolidated FinanSttement:
an amendment of ARB No. 51 (FAS 160FAS 141(R) will change how business acquisitiorsaacounted for ar
FAS 160 will change the accounting and reportingnficnority interests, which will be recharacterizzesi
noncontrolling interests and classified as a corapbof equity. FAS 141(R) and FAS 160 are effecforefiscal
years beginning on or after December 15, 2008 @lgnl, 2009 for the Company). The adoption of FAS(R) anc
FAS 160 are not expected to have a material impathe Company’s consolidated financial statements.

In June 2007 the FASB ratified EITF No. 07-3, of EI07-3,Accounting for Nonrefundable Advance Paym
for Goods or Services to Be Used in Future ReseanchDevelopment Activitic. EITF 07-3 requires non-
refundable advance payments for goods and serades used in future research and developmentitesivo
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be recorded as an asset and the payments to besexipp@hen the research and development activities a
performed. EITF 07-3 is effective for fiscal ye@eginning after December 15, 2007. We are curreawhjuating
the impact of adopting EITF 07-3 on our result®pérations and financial condition.

In June 2007, the FASB ratified EITF 06-11 “Accdungtfor the Income Tax Benefits of Dividends on @ha
Based Payment Awards” (“EITF 06-11"). EITF 06-1bvyides that tax benefits associated with dividemdshare-
based payment awards be recorded as a componaaditibnal paid-in capital. EITF 06-11 is effectivim a
prospective basis, for fiscal years beginning dtecember 15, 2007. We are currently assessinignbect of
EITF 06-11 on our consolidated financial positiom aesults of operations.

In May 2007, the FASB issued FASB Staff PositioR§P”) FIN 48-1 “Definition of Settlement in FASB
Interpretation No. 48" (FSP FIN 48-1). FSP FIN 48+bvides guidance on how to determine whethex gdaition
is effectively settled for the purpose of recogmigpreviously unrecognized tax benefits. FSP FINL48 effective
retroactively to January 1, 2007. The implementatibthis standard did not have a material impacbor
consolidated financial position or results of opierss.

In February 2007, the FASB issued SFAS No. 159 “Faie Value Option for Financial Assets and Finahci
Liabilities” (SFAS No. 159). SFAS No. 159 permits entities toosleoto measure many financial assets and fine
liabilities at fair value. Unrealized gains anddes on items for which the fair value option hasnbelected are
reported in earnings. SFAS No. 159 is effectivefifgral years beginning after November 15, 2007.d&/@ot
expect that the implementation of this standard lvéize a material impact on our consolidated fifarosition anc
results of operations.

Market Risk

We are exposed to various market risks, includimgnges in interest rates. Market risk is the paéluss
arising from adverse changes in market rates andp\We do not enter into derivatives or otheafficial
instruments for trading or speculation purposes. @eney market investments have zero exposureetadhtion
rate securities market.

At December 31, 2007, we had approximately $3.Tianiinvested in a money market account yielding
approximately 4.63%. Assuming a 1% decrease iyithld on this money market account and no liqutatf
principal for the year, our total interest incomeuld decrease by approximately $37,000 per annuso, At
December 31, 2007, we had no amounts outstandideren$5.0 million bank borrowing arrangement begri
interest at the prime rate (7.25% at December GQ7Pplus 2.50%. Assuming a 1% increase in the griate
interest and that the entire line was used foetitée year, interest expense would increase appedgly $40,000
per annum.

Inflation

We do not foresee any material impact on our opmraifrom inflation.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

See “Management’s Discussion and Analysis of Financiahdition and Results of Operations — Market
Risk.”

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

All information required by this item is listed the Index to Financial Statements in Part IV, ItE5ia)1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACOUNTING AND
FINANCIAL DISCLOSURE

Not applicable.

34




Table of Contents

ITEM 9A. CONTROLS AND PROCEDURES

Controls and Procedures

We have established disclosure controls and praesda ensure that material information relatingsaand ot
consolidated subsidiaries is made known to theerf§ who certify the Company’s financial reporsyell as other
members of senior management and the Board of Dnedo allow timely decisions regarding requicistlosures.
As of the end of the period covered by this repatcarried out an evaluation under the superviaimhwith the
participation of our management, including the Gbief Executive Officer and Controller (“Princigainancial
Officer”), of the effectiveness of the design ame@tion of our disclosure controls and procedpresuant to
Rule 13a-15 of the Securities and Exchange Ac98#1Based upon that evaluation, the Chief Exeeufifficer
and Controller concluded that our disclosure cdstand procedures are effective in timely alertimgm to material
information related to us that is required to b&luded in our annual and periodic SEC filings.

There were no changes in our internal controls éimancial reporting during the fourth quarter bétyear
ended December 31, 2007 that have materially &fecr are reasonably likely to materially affeat smternal
controls over financial reporting.

We do not expect that our disclosure controls andgdures or our internal controls will preventeatior and
all fraud. A control system, no matter how well ceived and operated, can provide only reasonabteabsolute,
assurance that the objectives of the control systenmet. Further, the design of a control systamtmeflect the
fact that there are resource constraints, andeheftis of controls must be considered relativéhéir costs. Becau:
of the inherent limitations in all control systems, evaluation of controls can provide absolute@see that all
control issues and instances of fraud, if any, H#en detected.

Management’s Report on Internal Control Over Finandal Reporting

Our management is responsible for establishingnamidtaining adequate internal control over ourriicial
reporting (as defined in Rule 13a-15(f) under teeuities Exchange Act of 1934, as amended). Ouragrment
assessed the effectiveness of our internal cordras financial reporting as of December 31, 2068 7aking its
assessment of the effectiveness of our internataisrover financial reporting, our management ubedcriteria set
forth by the Committee of Sponsoring Organizatiohthe Treadway Commission (“COSQ") in Internal @of:
Integrated Framework. Based on these criteriammamagement has concluded that, as of Decembef@Z, 8ur
internal controls over financial reporting are effee. This annual report does not include an &ttes report of ou
independent registered public accounting firm rdiyay internal control over financial reporting. Magement'’s
report was not subject to attestation by our indepet registered public accounting firm pursuanetoporary rule
of the SEC that permit the company to provide angnagement’s report in this annual report.

ITEM 9B. OTHER INFORMATION

We disclosed all the information required to becidised pursuant to Form 8-K during the fourth oeraof
2007.

PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNXCE

Information regarding our executive officers andedfors is incorporated by reference to the infdiomaset
forth under the captionDirectors and Executive Officefdn our Proxy Statement for the Annual Meeting of
Stockholders to be filed with the Commission with20 days after the end of our year ended DeceBhe2007.

We have a Code of Business Conduct and Ethicdlfof aur employees, including our Chief Executive
Officer, Chief Financial Officer and Principal Aaaating Officer. The purpose of the code is to eagbat our
business is conducted in a consistently legal #imdad matter. We have posted the text of the andeur website ¢
www.suptech.com. We will post any material amendimien waivers to the code on our website. We witviide a
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copy of our code free of charge to any person upquoest by writing to us at the following addreSsperconductor
Technologies Inc., 460 Ward Drive, Santa Barbaedif@nia 93111-2310, Attn: Corporate Secretary.

ITEM 11. EXECUTIVE COMPENSATION

Information regarding executive compensation isiporated by reference to the information set farider th
caption “Executive Compensatidrin our Proxy Statement for the Annual MeetingStbckholders to be filed with
the Commission within 120 days after the end ofymar ended December 31, 2007.

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

Information regarding security ownership of certaéneficial owners and management is incorporaged b
reference to the information set forth under thatioa “Voting Securities and Principal ShareholdersSecurity
Ownership of Certain Beneficial Owners and Manageathe our Proxy Statement for the Annual Meeting of
Stockholders to be filed with the Commission with20 days after the end of our year ended DeceBhe2007.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, ANCDIRECTOR
INDEPENDENCE

Information regarding certain relationships anated transactions is incorporated by referencheo t
information set forth under the captifransactions With Related Personahd“Corporate Governance —
Director Independen¢ in our Proxy Statement for the Annual Meeting afckholders to be filed with the
Commission within 120 days after the end of ouryraled December 31, 2007.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND DISCLOSURES

Information regarding accounting fees and disclesus incorporated by reference to the informasieinforth
under the captiolFees Paid to Independent Auditor#i our Proxy Statement for the Annual Meeting of
Stockholders to be filed with the Commission with20 days after the end of our year ended DeceBhe2007.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) The following documents are filed as part @ fReport:

1. Index to Financial Statement®ur financial statements and the Reports of Steld Josephson, Inc.,
Independent Registered Public Accounting Firm amcke®aterhouseCoopers LLP, our former Independent
Registered Public Accounting Firm , are includedart IV of this Report on the pages indicated:

Page
Reports of Independent Registered Public Accourfings F-1
Consolidated Balance Sheets as of December 31,&00&007 F-3
Consolidated Statement of Operations for the yeaded December 31, 2005, 2006 and 2 F-4
Consolidated Statement of Stockhol¢ Equity for the years ended December 31, 2005, 20062007 F-5
Consolidated Statement of Cash Flows for the yeaded December 31, 2005, 2006 and Z F-6
Notes to Consolidated Financial Statem F-7

2. Financial Statement Schedule Covered by thedeing Report of Independent Registered Public
Accounting Firms
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Schedule I— Valuation and Qualifying Accoun F-29

All other schedules are omitted because they arapmicable or the required information is shown i
the financial statements or the notes thereto.

3. Exhibits

Number Description of Documen

31 Amended and Restated Certificate of Incorporatiothe registrant(1
3.2 Certificate of Amendment of Restated Certificaténmforporation(2]
33 Certificate of Amendment of Restated Certificaténmforporation(3’
34 Certificate of Designations of the Registrant ielato the Series A Preferred Stock(:
35 Amended and Restated Bylaws of the Registral
4.1 Form of Common Stock Certificate(
4.2 Third Amended and Restated Stockholders Rights é&xgent(6)
4.3 Form of Warrant to Purchase Common Stock dated IVia8; 2003, issued to Silicon Valley Bank
4.4 Form of Warrant(9
45 Form of Registration Rights Agreement
4.6 Silicon Valley Bank Warrant dated May 2004
4.7 Form of Warrant dated August 2005(:
101 Amended and Restated 1988 Stock Option Plan, asdadewith form of stock option agreement(
10.2 1999 Stock Option Agreement(7)*
10.3 1998 Stock Option Plan (13)**
10.4(a) Form of Change of Control Agreement dated March2®®3 (14)***
10.4(b) Form of Amendment to Change of Control Agreemem¢dias of May 24, 2005 (12)**
10.4(c) Form of Amendment to Change of Control Agreememe¢das of December 31, 2006 (23)’
10.5(a) Accounts Receivable Purchase Agreement dated M2,cR003 by and between Registrant and Silicon
Valley Bank(14)
10.5(b) Accounts Receivable Purchase Modification Agreemeétit Silicon Valley Bank dated March 17, 2004
(15)
10.5(c) Accounts Receivable Purchase Modification Agreemeéttt Silicon Valley Bank dated March 29, 2005
(16)
10.6 Unconditional Guaranty dated March 27, 2003 isdme@onductus, Inc. to Silicon Valley Bank(1
10.7 Patent License Agreement between Telcordia Teclgiegplnc. and Registrant dated July 13, 2002
10.8(a) Securities Purchase Agreement dated June 23, 2
10.8(b) Form of Investor Warrant(1'
10.9 Form of Registration Rights Agreement(:
10.10 Patent License Agreement by and between Lucentnbdofies and the registrant**(1
10.11 License Agreement with Sunpower**(2
10.12(a] Employment Agreement with Jeffrey Quiram (20)’
10.12(b; Option Agreement with Jeffrey Quiram (20)*
10.12(c) Amendment to Employment Agreement with Jeffrey @uirdated as of December 31, 2006 (24,
10.13(a; 2003 Equity Management Incentive Plan (as amendeg 28, 2005)(4)***
10.13(b} Form of Option Agreement for 2003 Equity IncentRian (20)***
10.13(c) Management Incentive Plan (22)*
10.14(a; Employment Agreement with Terry White (23)*
10.14(b. Amendment to Employment Agreement with Terry Widiééed as of December 31, 2006 (24)
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Number Description of Documen

10.15 Compensation Policy for Ni-Employee Directors dated March 18, 2005 (23)

10.15  Stipulation of Settlement to Class Action dated Bstgl 0, 2005(23

10.16(a; Placement Agency Agreement for August 2005

10.16(b} Form of Subscription Agreement for August 2005 offg(22)

10.17 Form of Director and Officer Indemnification Agreent(21)

10.18 Code of Business Conduct and Ethics(

10.19 Master Services Agreement dated as of SeptemI2808, with Cingular Wireless, LLC(2:

10.20  August 17, 2007 investment agreement with HunchaoLBCommunication Co. Ltd“BAOLI")(25)

10.21  November 9, 2007 first amendment to investmenteagent with BAOLI*

10.22  January 8, 2008 second amendment to investmergragre with BAOLI*

10.23  November 8, 2007 Framework Agreement with BAO

10.24 December 8, 2007 Sino-Foreign Equity Joint Venhetveen the Registrant and BAOLI (Exhibit A to
Framework Agreement with BAOLI)

10.25 Form of License Agreement between the RegistracthtBkOLI (Exhibit B to Framework Agreement
with BAOLI)*

21 List of Subsidiaries:

23.1 Consent of Stonefield Josephson Inc, Independegisieed Public Accounting Firn

23.2 Consent of PricewaterhouseCoopers LLP, IndeperiRiegistered Public Accounting Firn

311 Statement of CEO Pursuant to 302 of the Sarl-Oxley Act of 2002*

31.2 Statement of CFO Pursuant to 302 of the Sarl-Oxley Act of 2002*

321 Statement of CEO Pursuant to 906 of the Sarl-Oxley Act of 2002*

32.2 Statement of CFO Pursuant to 906 of the Sarl-Oxley Act of 2002*

(1) Incorporated by reference from the Registrant’'sré@guly Report on Form 10-Q filed for the quarteded
April 3, 1999.

(2) Incorporated by reference from the Registrant’'sré@guly Report on Form 10-Q filed for the quarteded
June 30, 2001

(3) Incorporated by reference from Regist’s Form &K dated March 13, 2001
(4) Incorporated by reference from Regist’s Form &K dated May 25, 200!
(5) Incorporated by reference from the Regis's Registration Statement Form -1 (Reg.No. 3:-56714).

(6) Incorporated by reference from the Registrant’sr@uly Report on Form 10-Q filed for the quarteded
July 3, 1999

(7) Incorporated by reference from the Regisf's Registration Statement Form £-8 (Reg.No. 33:-90293).

(8) Incorporate by reference from Registrant’'s QuaytBéport on Form 10-Q for the quarter ended Ma&h 2
2003.

(9) Incorporated by reference from Regist’s Current Report oForm &K filed June 25, 200:
(10) Incorporated by reference from Registr’ Registration Statement Form £-3 (Reg.333-89184).
(11) Incorporated by reference from Regist’s Form ¢-K dated August 10, 200

(12) Incorporated by reference from the Registrant’s waiiReport on Form 10-K filed for the year ended
December 31, 199.

(13) Incorporated by reference from the Registrant’siReggion Statement on Form S-8 (Reg.
No. 33:-56606)filed March 6, 2001

(14) Incorporate by reference from Registrant’s QuaytBeport on Form 10-Q for the quarter ended Ma&h 2
2003.
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(15) Incorporated by reference from Registrant’s Qubrteeport on Form 10-Q for the quarter ended April
2004.

(16) Incorporated by reference from Registr’ Form ¢-K dated March 29, 200!
(17) Incorporated by reference from Registr’ Form &K dated June 25, 200

(18) Incorporated by reference from Registrant’s AniR@port on Form 10-K for the year ended December 31,
2003.

(19) Incorporated by reference from Registrant’s Qubrteeport on Form 10-Q for the quarter ended Oat@ye
2004.

(20) Incorporated by reference from Registrant’s AnriR@port on Form 10-K for the year ended December 31,
2004.

(21) Incorporated by reference from Registrant’s AnriR@port on Form 10-K for the year ended December 31,
2005

(22) Incorporated by reference from Regist’s Form ¢-K dated July 27, 200!

(23) Incorporated by reference from Registrant’s Qubrteeport on Form 10-Q for the quarter ended Apil
2005.

(24) Incorporated by reference from Registrant’s AnriRi@port on Form 10-K for the year ended December 31,
2006.

(25) Incorporated by reference from Registrant’s Qubrteeport on Form 10-Q for the quarter ended
September 29, 200

(26) Incorporated by reference from Regist’s Report orForm &K/A dated February 25, 20C
* Filed herewith
**  Confidential treatment has been previously grafdedertain portions of these exhibi

***  This exhibit is a management contract or compenggilan or arrangemer

(b) Exhibits. See Item 15(a) above.
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Report of Independent Registered Public Accountingrirm

To: The Board of Directors and Stockholders of $opeductor Technologies, Inc.
Santa Barbara, California

We have audited the accompanying consolidated balsineets of Superconductor Technologies, Inc. and
subsidiaries as of December 31, 2007 and 2006thencklated consolidated statements of operatgiaskholders’
equity, and cash flows for each of the two yeath@period ended December 31, 2007. Our auditsiadsuded the
consolidated financial statement schedule listettiénindex at Item 15(a)(2) as of and for the yeaded
December 31, 2007 and 2006. These financial statisna@d schedule are the responsibility of the Gomis
management. Our responsibility is to express aniopion these financial statements and schedukedbas our
audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighago
(United States). Those standards require that ame ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of materisstatement. We were not engaged to perforaudit of the
Company’s internal control over financial reporti@ur audits included consideration of internaltcolnover
financial reporting as a basis for designing apdittedures that are appropriate in the circumstarmé not for the
purpose of expressing an opinion on the effectigsmd the Company’s internal control over financegorting.
Accordingly, we express no such opinion. An autlibancludes examining, on a test basis, evidenpparting the
amounts and disclosures in the financial statemasgessing the accounting principles used andfisayt
estimates made by management, as well as evalub@rmyerall financial statement presentation. \&keke that
our audits provide a reasonable basis for our opini

In our opinion, the financial statements referredlbiove present fairly, in all material respedts, financial
position of Superconductor Technologies, Inc. arukgliaries as of December 31, 2007 and 2006, e desults of
its operations and its cash flows for each of the years in the period ended December 31, 200@nfocmity with
accounting principles generally accepted in thetdthStates of America. Also, in our opinion, thiated
consolidated financial statement schedules asafanrthe years ended December 31, 2007 and 200&n w
considered in relation to the basic financial stetets taken as a whole, presents fairly in all neteespects the
information set forth therein.

The accompanying financial statements have begrapgd in conformity with accounting principles geaily
accepted in the United States of America, whicht@mplate continuation of the company as a goingeon As
discussed in Note 2, the Company has incurredfgigni net losses since its inception and has anmaualated
deficit of $199,985,000 and expects to incur suitihadditional losses and costs. The foregoingeraraise
substantial doubt about the Company’s ability totowe as a going concern. Management’s plansgardeto these
matters are described in Note 2 of the accomparfiniagcial statements. These financial statememtsad include
any adjustments that might result from the outcoimbese uncertainties.

/s/  SONEFIELD JOSEPHSON INC.

Los Angeles, California
March 27, 2008




Table of Contents

To the Board of Directors and Stockholders of
Superconductor Technologies Inc.

In our opinion, the consolidated statements of afi@ns, stockholder€quity and cash flows for the year eni
December 31, 2005 present fairly, in all matemsipects, the results of operations and cash fléBsiperconductc
Technologies Inc. and its subsidiaries for the ysated December 31, 2005, in conformity with actiogn
principles generally accepted in the United StafeSmerica. In addition, in our opinion, the finaalcstatement
schedule for the year ended December 31, 2005rieefzérly, in all material respects, the inforneatiset forth
therein when read in conjunction with the relatedswolidated financial statements. These finant&éments and
financial statement schedule are the responsilafithe Company management. Our responsibility is to expres
opinion on these financial statements and finarst&tement schedule based on our audit. We cortloateaudit o
these statements in accordance with the stand&tde ®ublic Company Accounting Oversight Board ifeih
States). Those standards require that we plan arfidrp the audit to obtain reasonable assurancetafifwether the
financial statements are free of material misstatgmAn audit includes examining, on a test basiglence
supporting the amounts and disclosures in the &ilahistatements, assessing the accounting prirsciged and
significant estimates made by management, and avwaduthe overall financial statement presentative. believe
that our audit provides a reasonable basis foopinion.

The accompanying consolidated financial statemiesne been prepared assuming that the Company will
continue as a going concern. As discussed in Nttetl2e consolidated financial statements, the Gomas had
recurring losses and used $9.4 million in castofmrations in 2005. These matters raise a substatibt about
the Company’s ability to continue as a going concbfanagement’s plans in regard to these matteralao
described in Note 2. The consolidated financiakstents do not include any adjustments that miggult from the
outcome of this uncertainty.

/s/ RRICEWATERHOUSECOOPERSLLP

Los Angeles, California

March 3, 2006, except for effects of

the reverse stock split discussed in Note 2,
as to which the date is March 13, 2006
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SUPERCONDUCTOR TECHNOLOGIES INC.
CONSOLIDATED BALANCE SHEETS

December 31, December 31,
2006 2007
ASSETS
Current Assets:

Cash and cash equivale $ 5,487,000 $ 3,939,00
Accounts receivable, n 1,535,001 2,413,001
Inventory, ne 5,978,00! 3,415,00!
Prepaid expenses and other current a: 507,00( 442,00(
Total Current Assets 13,507,00 10,209,00

Property and equipment, net of accumulated depgreciaf $18,599,000 and
$19,129,000, respective 5,770,00i 3,961,001

Patents, licenses and purchased technology, retcofmulated amortization
$1,391,000 and $1,722,000, respecti 2,409,00! 2,236,001
Other asset 218,00( 219,00(
Total Assets $ 21,904,00 $ 16,625,000

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities :

Accounts payabl $ 1,725,000 $ 1,467,001
Accrued expense 1,610,001 1,405,00!
Proceeds for shares to be iss — 4,000,001
Current portion of capitalized lease obligationd &mg term deb 14,00( 45,00(

Total Current Liabilities 3,349,001 6,917,001
Other long term liabilitie: 604,00( 518,00

Total Liabilities 3,953,001 7,435,001

Commitments and contingencies (Notes 9, 10 and 1
Stockholders’ Equity:
Preferred stock, $.001 par value, 2,000,000 shart®rized, none issued ar
outstanding — —
Common stock, $.001 par value, 250,000,000 shatborzed, 12,483,367

and 12,511,414 shares issued and outstanding ctese 12,00( 12,00(
Capital in excess of par vali 208,825,00 209,163,00
Notes receivable from stockholder and board mer (27,000 —
Accumulated defici (190,859,00) (199,985,00)

Total Stockholders’ Equity 17,951,00 9,190,00!

Total Liabilities and Stockholders’ Equity $ 21,904,00 $ 16,625,00

See accompanying notes to the consolidated finbsteitements

F-3




Table of Contents

SUPERCONDUCTOR TECHNOLOGIES INC.
CONSOLIDATED STATEMENT OF OPERATIONS

For the Year Ended December 31,

2005 2006 2007

Net revenues:

Net commercial product revenu $ 21,080,000 $17,697,00 $12,787,00

Government and other contract reven 3,107,001 3,361,001 5,115,001

Sub license royaltie 22,00( 20,00( —
Total net revenues 24,209,00 21,078,00 17,902,00
Costs and expenses:

Cost of commercial product revent 18,989,00 15,922,00 12,944,00

Contract research and developm 2,806,001 2,407,001 2,906,001

Other research and developm 4,214,001 3,488,001 3,172,001

Selling, general and administrati 11,442,00 9,086,001 8,123,001

Restructuring expenses and impairment cha 1,197,00! 38,00( —

Write off Goodwill — 20,107,00 —
Total costs and expense 38,648,00 51,048,00 27,145,000
Loss from operation (14,439,00) (29,970,00) (9,243,00I)

Interest incom 342,00( 391,00( 156,00(

Interest expens (116,000 (45,000 (39,000
Net loss $(14,213,00) $(29,624,00) $(9,126,00i)
Basic and diluted net loss per common shai $ (1.29 $ (2.3) $ (0.79)
Basic and diluted weighted average number of commaoshares

outstanding 11,418,50. 12,483,36 12,487,59

See accompanying notes to the consolidated finbsteitements
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Balance at December 31, 20C

SUPERCONDUCTOR TECHNOLOGIES INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

Convertible Capital in Receivable
Preferred Stock Common Stock Excess of From Accumulated
Shares  Amount Shares  Amount _ Par Value  Stockholder Deficit Total

Exercise of stock options Issuance of common

stock
Issuance of options and warra
Reserve for impairmel
Net loss

Balance at December 31, 2005
Issuance of common stock and warre
Issuance of option

Reserve for impairmet

Net loss

Balance at December 31, 20C
Exercise of stock optior
Issuance of common sto
Issuance of options and warra
Reserve for impairmet

Net loss

Balance at December 31, 20C

10,771,10. $11,00( $197,080,00 $ (820,00() $(147,022,00) $ 49,249,00

1,712,32° 1,000 11,440,00 11,441,00

25,00( 25,00(

755,00 755,00

(14,213,00) (14,213,00)

— — 1248343 12,000 20854500 (65,000 (161,235,00) 47,257,00
(64)

280,001 280,00

38,00( 38,00(

(29,624,00) (29,624,00)

= — 12483,36 12,000 208,82500 (27,000 (190,859,00) 17,951,00

3,35( 26,00( 26,00(

(27,000 (27,000

24,69; 339,00( 339,00

27,00( 27,00(

(9,126,00)  (9,126,00)

12,511,41 $12,00( $209,163,00 $

— $(199,985,00) $ 9,190,00!

See accompanying notes to the consolidated finbsteitements.
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SUPERCONDUCTOR TECHNOLOGIES INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash fsedperating
activities:
Depreciation and amortizatic
Warrants and options charc
Provision for excess and obsolete inventa
Forgiveness of note receivable from former C
Reserve for impairment of note and interest red#és&rom
stockholdel
Write off Goodwiill
Gain on disposal of property and equipm
Changes in assets and liabiliti
Accounts receivabl
Inventory
Prepaid expenses and other current a:
Patents and licens
Other asset
Accounts payable and accrued expel

Net cash used in operating activit
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the sale of property and equipt
Purchase of property and equipm

Net cash used in investing activiti

CASH FLOW FROM FINANCING ACTIVITIES:

Proceeds from Shares to be iss

Proceeds from sh¢term borrowings

Payments on she«term borrowings

Payments on lor-term obligations

Gross proceeds from sale of common stock and eseeafiwarrants
and options

Payment of common stock issuance ¢

Net cash provided by (used in) financing activi

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

For the Year Ended December 31

2005 2006 2007
$(14,213,00) $(29,624,00) $(9,126,00)
3,225,001 2,600,000  2,333,00!
25,00 280,00( 339,00(
984,00 360,00( 160,00(
150,00( — —
924,00 38,00 (583,000)
—  20,107,00 —
(138,000) — —
(732,000 631,00 (877,000
2,979,001 (974,000 2,403,001
112,00( 115,00 574,000
(154,000 (217,000 (169,000
(23,000 128,00( 16,00(
(2,543,001 (727,000 (465,000
(9,404,00)  (7,283,00) (5,395,00i)
216,00 — 26,00(
(261,000 (229,000 (191,000
(45,000) (229,000 (165,000
— — 4,000,001
662,00 — —
(1,600,001 — —
(43,000) (19,000 (14,000
12,500,00 — 26,00(
(1,854,001 — —
9,665,001 (19,000 4,012,001
216,000  (7,531,00) (1,548,001
12,802,00  13,018,00 _ 5,487,00
$13,018,00 $ 5487,000 $ 3,939,00

See accompanying notes to the consolidated finbsteitements.
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SUPERCONDUCTOR TECHNOLOGIES INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—The Company

Superconductor Technologies Inc. (together withsulosidiaries, “we” or “us”) was incorporated inl®&are
on May 11, 1987 and maintains its headquartersairiégSBarbara, California. We operate in a singleigtry
segment, the research, development, manufacturmariceting of high-performance infrastructure pratgior
wireless voice and data applications. Our commekpe@ducts are divided into three product offerin§aperLink
(high-temperature superconducting filters), AmpL{high performance, grounttounted amplifiers) and SuperP
(high performance multiplexers). Our research aaktbpment contracts are used as a source of fandsir
commercial technology development. From 1987 to719& were engaged primarily in research and dewvedmt
and generated revenues primarily from governmesgianeeh contracts.

We continue to be involved as either contractasudrcontractor on a number of contracts with theddhBtate
government. These contracts have been and cortbrqevide a significant source of revenues forRes.the years
ended December 31, 2005, 2006, and 2007, govermelattd contracts account for 13%, 16% and 29%,
respectively, of our net revenues.

Note 2—Summary of Significant Accounting Policies
Basis of Presentation
Our financial statements have been prepared asguhanit will continue as a going concern.

In 2007, we incurred a net loss of $9.1 million awdjative cash flows from operations of $5.4 milli;m 2006
and 2005 we incurred net losses of $29.6 millioth $14.2 million, respectively, and negative casiwfl from
operations of $7.3 million and $9.4 million, reseely.

Our principal sources of liquidity consist of ekigt cash balances and funds expected to be gedérate
future operations. On August 17, 2007, we entenglan agreement with Hunchun BaoLi CommunicationlGd.
(“BAOLI"). On February 27, 2008, the transactiomntemplated by our investment agreement with BAClased
and in exchange for $15.0 million in cash we issioeBAOLI and two related purchasers a total of
(&) 3,101,360 shares of our common stock and (b)5@B shares of our Series A Preferred Stock (atibies into
6,115,230 shares of our common stock).

We believe one of the key factors to our liquidigyond 2008 will be our intention to successfultg@ute on
our plans to increase sales levels. Our cash meints will also depend on numerous other vari@aiors,
including the rate of growth of sales, the timimgldevels of products purchased, payment termseatit limits
from manufacturers, the timing and level of acceurteivable collections and the timing and lewéisew product
development.

There is no assurance that additional financin@l{pwr private) will be available on acceptablene or at all.
If we issue additional equity securities to raigeds, the ownership percentage of our existingkstulders would b
reduced. New investors may demand rights, prefeseac privileges senior to those of existing haddd#rcommon
stock. If we cannot raise any needed funds, it irfighforced to make further substantial reductiareur operating
expenses, which could adversely affect our abititimplement our current business plan and ultilgatar viability
as a company.

The factors described above raise substantial ddudait our ability to continue as a going conc&irese
financial statements do not include any adjustm#rasmight result from this uncertainty.
Principles of Consolidation

The consolidated financial statements include twants of Superconductor Technologies Inc. andlitslly
owned subsidiaries. All significant intercompargrsactions have been eliminated from the conselidftancial
statements.
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Cash and Cash Equivalents

Cash and cash equivalents consist of highly liguv@stments with original maturities of three mandr less.
Cash and cash equivalents are maintained withtgdeldancial institutions and from time to time eed FDIC
limits. Historically, we have not experienced aogdes due to such concentration of credit risk.

Accounts Receivable

We sell predominantly to entities in the wirelessnenunications industry and to entities of the Whigtates
government. We grant uncollateralized credit to@stomers. We perform usual and customary creditations
of our customers before granting credit. Trade antoreceivable are recorded at the invoiced amanehido not
bear interest. The allowance for doubtful accoistaur best estimate of the amount of probableickeskes in our
existing accounts receivable. We determine thenalice based on historical writéf experience. Past due balan
are reviewed for collectibility. Accounts balan@s charged off against the allowance when we deisnprobable
the receivable will not be recovered. We do notehany off balance sheet credit exposure relateditaustomers.

Revenue Recognition

Commercial revenues are principally derived from shle of our SuperLink, AmpLink and SuperPlex fgrof
products and are recognized once all of the fohgwionditions have been met: a) an authorized psecbrder has
been received in writing, b) customer’s credit woress has been established, ¢) shipment of tluprbas
occurred, d) title has transferred, and e) if déifrd by the contract, customer acceptance hasreccand all
significant vendor obligations, if any, have beatisdied.

Contract revenues are principally generated uresmarch and development contracts. If the cur@nttact
estimate were to indicate a loss, utilizing thediethamount of the contract, a provision would belerfar the total
anticipated loss. Revenues from research relatizdtas are derived primarily from contracts walgencies of the
United States Government. Credit risk related twoants receivable arising from such contracts issiztered
minimal. These contracts include cost-plus, fixeidgoand cost sharing arrangements and are genshalttterm in
nature.

All payments to us for work performed on contragith agencies of the U.S. Government are subject to
adjustment upon audit by the Defense Contract Adgéncy. Contract audits through 2003 are closeded on
historical experience and review of current prgjentprocess, we believe that the audits will reoteha significant
effect on our financial position, results of opaas or cash flows.

Gross versus Net Presentation

In accordance with EITF 06-03 “How Taxes Collechenin Customers and Remitted to Governmental
Authorities should be Presented in the Income Btate (Gross versus Net Presentation”, the Compaltgots
sales tax on its sales to customers. These sales aae accounted for by the Company on a net badigxcluded
from revenue. These amounts are included in batbuaats receivable and accrued expenses.

Shipping and Handling Fees and Costs

Shipping and handling fees billed to customersrasikided in net commercial product revenues. Shigjgind
handling fees associated with freight are genemtijuded in cost of commercial product revenues.

Warranties

We offer warranties generally ranging from oneite fyears, depending on the product and negotiateads of
purchase agreements with our customers. Such vi@saequire us to repair or replace defective pebdeturned
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to us during such warranty period at no cost toctistomer. Our estimate for warranty related cisstscorded at
the time of sale based on our actual historicaflpcbreturn rates and expected repair costs. Sagfls bave been
within our expectations.

Guarantees

In connection with the sales and manufacturingusfammmercial products, we indemnify, without liroit
term, our customers and contract manufactures sigalirclaims, suits, demands, damages, liabilisgpenses,
judgments, settlements and penalties arising fratmad or alleged infringement or misappropriatidraoy
intellectual property relating to our products tnear claims arising from our products. We cannasomably
develop an estimate of the maximum potential amotipayments that might be made under our guardrgeause
of the uncertainty as to whether a claim mighteaaed how much it might total. Historically, we leawot incurred
any expenses related to these guarantees.

Research and Development Costs

Research and development costs are expensed adhand include salary, facility, depreciation anaterial
expenses. Research and development costs incaledy i connection with research and developmentracts ar
charged to contract research and development egpéxiser research and development costs are chergelder
research and development expense.

Inventories

Inventories are stated at the lower of cost or etamkith costs primarily determined using standaosits, whicl
approximate actual costs utilizing the first-imsfrout method. We review inventory quantities amdhand on order
and record, on a quarterly basis, a provision xgees and obsolete inventory and/or vendor carniceilaharges
related to purchase commitments. If the resulth®freview determine that a write-down is hecessaeyrecognize
a loss in the period in which the loss is identifiechether or not the inventory is retained or déggl. Our inventory
reserves establish a new cost basis for inventodyagae not reversed until the related inventooisl or otherwise
disposed. Such provisions are established basbadtmmical usage, adjusted for known changes inashets for sucl
products, or the estimated forecast of product eehaad production requirements. Costs associatédiaie
capacity are expensed immediately.

Property and Equipment

Property and equipment are recorded at cost. Equnipia depreciated using the straight-line methaat their
estimated useful lives ranging from three to fieass. Leasehold improvements and assets financkt aapital
leases are amortized over the shorter of theiulifieés or the lease term. Furniture and fixtuses depreciated ov
seven years. Expenditures for additions and majpravements are capitalized. Expenditures for miooling,
repairs and maintenance and minor improvementsterged to expense as incurred. When propertywpeegnt i
retired or otherwise disposed of, the related aostaccumulated depreciation are removed fromdbeusts. Gain
or losses from retirements and disposals are reddrdselling, general and administration expense8007, we
disposed of $1.3 million of older, fully deprecidtequipment. There was no gain or loss on saicbdispn.

Patents, Licenses and Purchased Technology

Patents and licenses are recorded at cost andnantized using the straight-line method over therr of
their estimated useful lives or approximately sé@en years. Purchased technology acquired thrdwggadquisitior
of Conductus, Inc. in 2002 was recorded at itsvestiéd fair value and is amortized using the stitaigk method
over seven years.
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Goodwill

Goodwill represents the excess of purchase priee fair value of net assets acquired in connedciiitih the
acquisition of Conductus in December 2002. Conduetas acquired primarily for the synergies the &ition
would bring to our existing business of developimgnufacturing and marketing products for the conciaé
wireless telecommunications business and for thergyes it would have on our fund raising abilities

At July 2006, our market capitalization had deddine $25.5 million, an amount less than our totalbvalue.
We concluded that our declining stock price contil an event under FAS 142 and required us tdaegbodwill
impairment as of July 2006. Our analysis led ug#sonably estimate at that time that our fair mavklue was les
than our net assets excluding goodwill. Accordinghg recorded a full write-down of the goodwill (62 million)
in the second quarter 2006.

Long-Lived Assets

The realizability of long-lived assets is evaluapediodically as events or circumstances indicgiessible
inability to recover the carrying amount. Long-livassets that will no longer be used in the busiaes written off
in the period identified since they will no longggnerate any positive cash flows for us. Perioljicking lived
assets that will continue to be used by us willdhteebe evaluated for recoverability. Such evabrats based on
various analyses, including cash flow and profitgbprojections. The analyses necessarily invdignificant
management judgment. In the event the projectetsoodnted cash flows are less than net book vdltieemassets,
the carrying value of the assets will be writtemvddo their estimated fair value. We tested ouglbwed assets for
recoverability during fiscal 2007 and determinegréhwas no impairment.

Restructuring Expenses

Liability for costs associated with an exit or displ activity are recognized when the liabilityrisurred.

Loss Contingencies

In the normal course of our business we are suljeddaims and litigation, including allegationsptent
infringement. Liabilities relating to these claim® recorded when it is determined that a lossabgble and the
amount of the loss can be reasonably estimatedcdsts of our defense in such matters are expassedturred.
Insurance proceeds recoverable are recorded wheenetkeprobable.

Income Taxes

The Company accounts for income taxes in accordaitbeStatement of Financial Accounting Standards
No. 109,Accounting for Income Tax€sSFAS 109”), which requires that the Company retng deferred tax
liabilities and assets based on the differencesds the financial statement carrying amounts hadax bases of
assets and liabilities, using enacted tax ratesfact in the years the differences are expectedverse. Deferred
income tax benefit (expense) results from the changet deferred tax assets or deferred tax iiegsl A valuation
allowance is recorded when it is more likely thar that some or all deferred tax assets will noteadized.

In July 2006, the FASB issued Interpretation (“FIN0. 48,Accounting for Uncertainty in Income TaxesA#-
Interpretation of FASB Statement No. (“FIN 48”). FIN 48 provides detailed guidance fbetfinancial statement
recognition, measurement and disclosure of uneetéi positions recognized in an enterprise’s foiarstatements
in accordance with SFAS 109. Income tax positionstrmeet a more-likely-than-not recognition thrddlat the
effective date to be recognized upon the adoptfdfid 48 and in subsequent periods. We adopted48ffective
January 1, 2007, and the provisions of FIN 48 Hzaen applied to all income tax positions commentiog that
date. There was no material impact from this adopthAs of December 31, 2007, we had net operatisg |
carryforwards for federal and state income tax pseg of approximately $285.1 million and $154.7iaril
respectively. We are currently evaluating the ptgttimitations on our ability to utilize our net
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operating loss carryforwards as a result of thememvestment by BAOLI. Due to the uncertaintyrsunding their
realization, we recorded a full valuation allowamagminst our net deferred tax assets. Accordimglydeferred tax
asset has been recorded in the accompanying batheee

Marketing Costs

All costs related to marketing and advertising praducts are expensed as incurred or at the time th
advertising takes place. Advertising costs werenmaterial in each of the three years in the peeiodied
December 31, 2007.

Net Loss Per Share

Basic and diluted net loss per share is computediigling net loss available to common stockholdsrdhe
weighted average number of common shares outsundigach year. Potential common shares are nioidied in
the calculation of diluted loss per share becalsie effect is anti-dilutive.

Stock-based Compensation

Effective January 1, 2006, we adopted the provsmfiStatement of Financial Accounting Standar&-QS”)
No. 123(revised 2004“Share-Based Payment” (“SFAS No. 123(R)"). Undés firovision, the share-based
compensation cost recognized beginning Januar@dg thcludes compensation cost for (i) all shiaased paymer
granted prior to, but not vested as of Januaryp@62based on the grant date fair value originadiymated in
accordance with the provisions of SFAS No. 123,¢dunting for Stock-Based Compensation,” (“SFAS k23")
and (ii) all share-based payments granted subsetmuédanuary 1, 2006, based on the grant datedhie estimated
in accordance with the provisions of SFAS No. 133Fompensation cost under SFAS No. 123(R) is neizegl
ratably using the straight-line attribution methmar the expected vesting period. Prior periodsataestated
under this transition method.

As a result of adopting SFAS 123R, the impact to@lonsolidated Statement of Operations for thesyeaded
December 31, 2007 and 2006 on net income, for siptikns and awards, was an expense of $339,000 and
$280,000 and $0.03 and $0.02, respectively, orclzasl diluted earnings per share. No stock compienszost wa
capitalized during the period.

In the years prior to 2006, as permitted undere®tant of Financial Accounting Standards No. 123
(“SFAS 123"), “Accounting for Stock-Based Compermsat, we elected to follow Accounting Principles &d
Opinion No. 25, “Accounting for Stock Issued to Hoyges” in accounting for our stock options andeotstock-
based employee awards. Pro forma information régguriet loss and loss per share, as calculated dinele
provisions of SFAS 123, are disclosed in the ntadhe financial statements. We accounted for gagturities
issued to non-employees in accordance with theigioovof SFAS 123 and Emerging Issues Task Fore:8af
we had elected to recognize compensation expensgriployee awards based upon the fair value agrdoet date
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consistent with the methodology prescribed by SE&S, our net loss and net loss per share in 20@Bdi@ve
been increased to the pro forma amounts indicag&nivb

For the Year Ended
December 31

2005
Net loss:

As reportec $ (14,213,00)
Stocl-based employee compensation included in net —
Stocl-based compensation expense determined under faé& reethoc (6,459,001
Pro forma $ (20,672,00)
Basic and diluted loss per shar

As reportec $ (1.29
Stocl-based compensation expense determined under fa@ reethoc (0.59)
Pro forma $ (1.8

Use of Estimates

The preparation of financial statements in conféymiith generally accepted accounting principleguiees us
to make estimates and assumptions that affecefimrted amounts of assets and liabilities and aksce of
contingent assets and liabilities at the date effittencial statements and the reported amounsvehues and
expenses during the reporting periods. The sigmifiestimates in the preparation of the finandatesments relate
to the assessment of the carrying amount of aceaeneivable, inventory, fixed assets, intangibdesdwill,
estimated provisions for warranty costs, accrualgdstructuring and lease abandonment costs,amngvenues,
income taxes and disclosures related to the libgaActual results could differ from those estismand such
differences may be material to the financial staets. At December 31, 2007, we reversed $319,0@@oafuct line
exit cost accruals. This accrual was establish&Dd® in the amount of $1,042,000 and represehteddstimated
costs to be incurred with a customer to supportroensial product units previously purchased from dartus for a
period of five years.

Fair Value of Financial Instruments

The carrying amount of cash and cash equivaleot®uats receivable, accounts payable and accryszhegs
approximate fair value due to the short-term natiithese instruments. We estimate that the cagrgimount of the
debt approximates fair value based on our curresreimental borrowing rates for similar types ofrbaing
arrangements.

Comprehensive Income

We have no items of other comprehensive incomaynperiod and consequently do not report compretens
income.

Segment Information

We operate in a single business segment, the osamvelopment, manufacture and marketing of high
performance products used in cellular base statmnsaximize the performance of wireless telecomications
networks by improving the quality of uplink signélem mobile wireless devices. Net commercial piaidevenues
are primarily derived from the sales of our Supekl iAmpLink and SuperPlex products. We currentl mest of
our products directly to wireless network operatorthe United States. Net revenues derived
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principally from government research and developgmoentracts are presented separately on the staterhe
operations for all periods presented.

Reverse Stock Split

On March 13, 2006, we made a one-for-ten (1:10@nsv stock split effective as of the open of bussnall
results prior to that time have been adjustedfteaethe impact of that split.

Certain Risks and Uncertainties
Our long-term prospects are dependent upon théncmat and increased market acceptance for our ptedu

We currently sell most of our products directlytiveless network operators in the United Statesamd
product sales have historically been concentratedsmall number of customers. In 2007, we hadthustomers
that represented 40%, 14% and 7% of total net ree®nAt December 31, 2007, these three customemssented
26%, 15% and 2% of accounts receivable. In 20@&dhhree customers represented 44%, 20% and 1&¥%alofie!
revenues and in 2005 we had three customers thresented 31%, 37% and 15% of total net revenuesloss of
or reduction in sales, or the inability to collecitstanding accounts receivable, from any of tleséomers could
have a material adverse effect on our businesadial condition, results of operations and caswl

We currently rely on one supplier for purchaseighhquality substrates for growth of high-temperatu
superconductor films and on a limited number ofpdigps for other key components of our productse Tdss of an'
of these suppliers could have material adversetedie our business, financial condition, resultgpérations and
cash flows.

In connection with the sales of our commercial picid, we indemnify, without limit or term, our casters
against all claims, suits, demands, damages, itiabil expenses, judgments, settlements and pesaitising from
actual or alleged infringement or misappropriatdmny intellectual property relating to our protiior other
claims arising from our products. We cannot reablyndevelop an estimate of the maximum potentiabant of
payments that might be made under our guaranteibe®f the uncertainty as to whether a claim magke and
how much it might total.

Recent Accounting Pronouncements

In February 2008, the FASB issued FSP 157-2 “Rdbeéderral of the Effective Date of Statement 157"
(FSP 157-2). FSP 157-2 delays the effective dagF#S No. 157, for all non-financial assets and-fioancial
liabilities, except those that are recognized ecldised at fair value in the financial statements oecurring basis
(at least annually) to fiscal years beginning altewember 15, 2008. We are currently assessingrtpact of
SFAS No. 157 for non-financial assets and non-fireriabilities on our consolidated financial posn and results
of operations. We do not expect that the implentantaf this standard, for financial assets andiiicial liabilities,
will have a material impact on our consolidatedfinial position and results of operations.

In December 2007 the FASB issued Statement of EiabAccounting Standards No. 141 (revised 2007),
“Business Combinations” (FAS 141(R)) and No. 189ptcontrolling Interests in Consolidated Financial
Statements, an amendment of ARB No. 51 (FAS 160)S 141(R) will change how business acquisitiores ar
accounted for and FAS 160 will change the accogrdaimd reporting for minority interests, which waik
recharacterized as noncontrolling interests anskiflad as a component of equity. FAS 141(R) an& BAO are
effective for fiscal years beginning on or aftercBmber 15, 2008 (January 1, 2009 for the Compdig.adoption
of FAS 141(R) and FAS 160 are not expected to laaveaterial impact on the Company’s consolidatearfaial
statements.

In June 2007 the FASB ratified EITF No. 07-3, of EI07-3,Accounting for Nonrefundable Advance Paym
for Goods or Services to Be Used in Future ReseanchDevelopment Activitic. EITF 07-3 requires
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non-refundable advance payments for goods andcesrid be used in future research and developroévitias to
be recorded as an asset and the payments to besexpehen the research and development activities a
performed. EITF 07-3 is effective for fiscal yedeginning after December 15, 2007. We are currewhjuating
the impact of adopting EITF 07-3 on our resultepérations and financial condition.

In June 2007, the FASB ratified EITF 06-11 “Accangtfor the Income Tax Benefits of Dividends on &ha
Based Payment Awards” (“EITF 06-11"). EITF 06-1byides that tax benefits associated with dividemishare-
based payment awards be recorded as a componaaditibnal paid-in capital. EITF 06-11 is effectian a
prospective basis, for fiscal years beginning ditecember 15, 2007. We believe there will be noactfirom
EITF 06-11 on our consolidated financial positiom aesults of operations.

In May 2007, the FASB issued FASB Staff PositioR§P”) FIN 48-1 “Definition of Settlement in FASB
Interpretation No. 48” (FSP FIN 48-1). FSP FIN 4®+bvides guidance on how to determine whethex adaition
is effectively settled for the purpose of recogmigpreviously unrecognized tax benefits. FSP FINL48 effective
retroactively to January 1, 2007. The implementaetibthis standard did not have a material impacoor
consolidated financial position or results of opierss.

In February 2007, the FASB issued SFAS No. 159 “Faie Value Option for Financial Assets and Finahci
Liabilities” (SFAS No. 159). SFAS No. 159 permits entities toosdgoto measure many financial assets and fine
liabilities at fair value. Unrealized gains anddes on items for which the fair value option haasrbelected are
reported in earnings. SFAS No. 159 is effectivefifaral years beginning after November 15, 2007.d&/@ot
expect that the implementation of this standardl léil’e a material impact on our consolidated fimgrosition anc
results of operations.

Note 3—Short Term Borrowings

We have a line of credit with a bank. The line @fdit expires July 2008 and is structured as acfadecounts
receivable. The agreement provides for the salgpdd $5 million of eligible accounts receivabléttwadvances to
us totaling 80% of the receivables sold. Advanaeteu the agreement are collateralized by all ofasgets. Under
the terms of the agreement, we continue to sethieasold receivables and are subject to recoursgsions.

Advances bear interest at the prime rate (7.25Beaember 31, 2007) plus 2.50% subject to a minimum
monthly charge. There was no amount outstandingutids borrowing facility at December 31, 2007.

The agreement contains representations and wagsaaffirmative and negative covenants and evdrtefault
customary for financings of this type. The failtoecomply with these provisions, or the occurreotcany one of
the events of default, would prevent any furthar@weings and would generally require the repaynoérny
outstanding borrowings. Such representations, wiesiand events of default include (a) non-payrédebt and
interest hereunder, (b) non-compliance with terfrth® agreement covenants, (c) insolvency or bartkp,

(d) material adverse change, (e) merger or corestadial where our shareholders do not hold a majofityhe voting
rights of the surviving entity, (f) transactionstside the normal course of business, or (g) paymedividends.

Note 4—Retirement of Company's Chief Executive Officer

On March 15, 2005, our Chief Executive Officer &vésident retired. In connection with the retiretes
agreed to the continuation of his salary and b&nédr one year and to immediately vest and extdhidis
outstanding stock options and the executive agiee@dovide certain consulting services as requesyaas. Also, in
connection with the retirement, a $150,000 loanertacbur Chief Executive Officer in 2001, and ic@clance wit
the existing terms of a promissory note in effa@mpto the adoption of the Sarbanes-Oxley Act @2, was
forgiven. We recognized expense of $565,000 rajatirthe retirement of the CEO in 2005.
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Note 5—Notes Receivable From Stockholde

A former director and stockholder executed two s@tggregating $820,244 in principal in connectidti the
exercise in December 2000 of two options. Throunghthird quarter of, 2005, we carried the princij@al “Notes
Receivable from Stockholder”) and accrued intefast'Prepaid Expenses and Other Current Ass&isoth note:
as assets on our balance sheet. In December 2@0Hed a lawsuit to collect both notes and recdrdeeserve for
the value of the notes (principal plus accruedr@s® in excess of the market value of the colidteecuring the
notes. In 2007, we received $610,000 in full satisbn of our claims including interest and attgsidees, and the
rescinded the second purported option exerciseanceled the related note.

Note 6—Income Taxes

We incurred a net loss in each year of operatinoesinception resulting in no current or defermxdxpense
for 2005, 2006 and 2007.

The benefit for income taxes differs from the amabtained by applying the federal statutory incamerate
to loss before benefit for income taxes for theryemded December 31, 2005, 2006 and 2007 as fllow

For the Year Ending
December 31
2005 2006 2007

Tax benefit computed at Federal statutory 34.(% 34.(% 34.(%
Increase (decrease) in taxes due
Change in valuation allowan: (39.9 (16.7) (39.9
State taxes, net of federal ben 5.8 5.8 5.8
Impairment of Goodwill (not deductible for ta —  (23.) —

—% —% —%

The significant components of deferred tax asdietsilities) at December 31 are as follows:

For the Year Ended
December 31

2006 2007
Loss carryforward $101,519,00 $ 105,460,00
Capitalized research and developnr 3,972,00! 2,710,001
Depreciatior 2,430,001 2,582,001
Tax credits 3,226,001 3,822,001
Inventory 559,00( 415,00(
Purchase accounting adjustme 93,00( 46,00(
Acquired intellectual propert (286,000 (290,000
Other 640,00( 437,00(
Less: valuation allowanc (112,153,00) (115,282,00)

$ —  $ —

The valuation allowance increased by $3,129,0@DDV, increased by $5,854,000 in 2006 and decrdased
$290,000 in 2005.

As of December 31, 2007, we had net operatingdasyforwards for federal and state income tax pseg of
approximately $285.1 million and $154.7 milliprespectively, which expire in the years 2008 thro@g27. Of
these amounts $88.3 million and $23.5 million, extiwely, resulted from the acquisition of Condwsctincluded in
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the net operating loss carryforwards are deductieladed to stock options of approximately $24.1liam and
$13.1 million for federal and California income faerposes, respectively. To the extent net opeyabiss
carryforwards are recognized for accounting purpaise resulting benefits related to the stock optiwill be
credited to stockholders’ equity. In addition, waellresearch and development and other tax credifederal and
state income tax purposes of approximately $2.Wamiand $1.3 million, respectively, which expirethe years
2008 through 2027. Of these amounts $661,000 a86,800, respectively resulted from the acquisitbbn
Conductus.

Due to the uncertainty surrounding their realizatime have recorded a full valuation allowance agfadur net
deferred tax assets. Accordingly, no deferred smeghas been recorded in the accompanying bathees.

Section 382 of the Internal Revenue Code imposesanal limitation on the utilization of net opéngtloss
carryforwards based on a statutory rate of retusudlly the “applicable federal funds rate”, adrd in the
Internal Revenue Code) and the value of the cotjporat the time of a “change of ownership” as edi by
Section 382. We had changes in ownership in Aub®89 and December 2002. Therefore, the abilitytitze net
operating loss carryforwards of $97.3 million in@d prior to the ownership changes will be subjedétture
periods to an annual limitation of $1.3 million.dddition, we acquired the right to Conductus’ egerating losses,
which are also subject to the limitations imposgdkction 382. Conductus underwent three ownexdiapges,
which occurred in February 1999, February 2001@adember 2002. Therefore, the ability to utilizen@oactus’net
operating loss carryforwards of $88.3 million in@d prior to the ownership changes will be subjedtture
periods to annual limitation of $700,000. Net opieglosses incurred by us subsequent to the owipechanges
totaled $99.5 million and are not subject to thistation. We are currently evaluating the potdritraitations on
our ability to utilize our net operating loss cdamnwvards as a result of the recent investment bpBA

Note 7—Stockholders’ Equity
Preferred Stock

Pursuant to our Certificate of Incorporation, theaBli of Directors is authorized to issue up to @,000 shares
of preferred stock (par value $.001 per sharenmar more series and to fix the rights, prefersppavileges, and
restrictions, including the dividend rights, corsien rights, voting rights, redemption price orces, liquidation
preferences, and the number of shares constitatiggseries or the designation of such series.

Common Stock

On August 17, 2007, we entered into an agreemehtkkinchun BaoLi Communication Co. Ltd. under which
on February 27, 2008 we issued to BAOLI and twatesl purchasers a total of (a) 3,101,360 sharegrafommon
stock and (b) 611,523 shares of our Series A Rexfe8tock (convertible under certain conditions int
6,115,230 shares of our common stock) in exchaog®15.0 million in cash. At December 31, 2007 vad h
received $4.0 million from BAOLI and in January 30@e received the remaining $11.0 million. Thigwsaction
caused the exercise price and the number of sbhtke warrants issued to a bridge lender unde2604 bridge
loan to be adjusted to $8.34 and 110,880, resmdgtiunder the anti-dilution provisions of the vaats. In
November 2007, the holder of these warrants eldébedet exercise provision of this warrant, whgrehe holde
received 24,697 shares. The BAOLI transaction edased the exercise price of the warrants issukhtters unde
our 2005 financing to be adjusted to $7.08 underatfiti-dilution provisions of the warrants.

We raised no money from the sale of our commorksito2006.

In August 2005, we raised net proceeds of $11,£001 et of offering costs of $1,059,000, from thbl sale
of 1,712,329 shares of common stock at $7.30 mesind 5-yeawarrants to purchase an additional 342,466 s
of common stock exercisable at $11.10 per share vildrrants become exercisable on February 16, Z0G6.
warrant agreement also contains the following sicgait terms: (i) in the event of changes in outstanding
Common Stock, the number of shares and their pricker the warrant shall be correspondingly
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adjusted and (ii) if, at any time while the warmaate outstanding, we issue additional shares effactive price
less than the warrant price the number of shardghaair price will be adjusted. This transactionszed the exercise
price and the number of shares of the warranteisua bridge lender under our 2004 bridge lodretadjusted to
$13.30 and 69,549, respectively, under the antitidih provisions of the warrants.

Stock Options

We have five stock option plans, the 1992 StockiddpPlan, the nonstatutory 1992 Directors Stocki@pt
Plan, 1998 and 1999 Stock Option Plans and the E@d&y Incentive Plan (collectively, the “Stock @m Plans).
The 1988 Stock Option Plan expired in 1998 andl8®@? Stock Option Plan and the nonstatutory 1992dbors
Stock Option Plan expired in 2002. During 2003,1888 and 1999 Stock Option Plans were replacatido2003
Equity Incentive Plan. Under the 2003 Equity IneemPlan, stock awards may consist of stock optietok
appreciation rights, restricted stock awards, perémce awards, and performance share awards. &taankls may
be made to our directors, key employees, conssltantd noremployee directors. Stock options granted undese
plans must be granted at prices no less than 10@P& anarket value on the date of grant. Both stmutions and
restricted stock awards have been granted undee filans. Generally, stock options become exeieisab
installments over a minimum of four years, begignime year after the date of grant, and expiremae than ten
years from the date of grant, with the exceptiod@¥ or greater stockholders which may have optipasted a
prices no less than the market value on the dageanit, and expire not more than five years froendate of grant.
There were no stock option exercises in 2006 aB8iBshares were exercised in 2007.

At our 2007 Annual Meeting, the stockholders apprbean increase in the total shares available famtgrunde
the 2003 Equity Plan from 1,200,000 shares of comstock to 2,500,000 shares of common stock.

During 2005, our President and Chief Executive €2ffj as well as another board member, retiredohmectiol
with these retirements, we modified the terms b stock options held by these individuals tiyfuest them and
to extend the term until the earlier of the fiftmasersary of the retirement or the normal expinatilate. Since these
options had no intrinsic value at the date of nmiodifon, the modifications did not impact our stagant of
operations.

In 2005, the Compensation Committee of the BoarQit#ctors made grants of performance based stock
options totaling 40,816 to our officers and certmianagers. The Compensation Committee determiradhé
financial performance criteria for these optiongavweot met and therefore these options were cashcele

On December 1, 2005, the Compensation CommitteeioBoard of Directors approved the accelerateting
of all time-vested outstanding out-of-the-moneycktoptions held by current employees or consultdris this
purpose, the Compensation Committee defined “odh@fmoney optionsas options having an exercise price e«
to or greater than $5.80 per share (the markee¢ miicthe date of the committee’s decision to acatdehe vesting).
The acceleration of vesting increased the pro faerpense in 2005 by $3.7 million. We acceleratedvisting of
these options in anticipation of the impact of &ta¢nt of Financial Accounting Standard No. 123RFAS 123R")
Share-Based Payment. The primary purpose of tredezated vesting was to minimize the amount of camsgtion
expense recognized in relation to the underwatgompin future periods following our adoption dfA&S 123R. In
addition, because these options had exercise pri@agess of current market values and were iyt éighieving
their original objectives of incentive compensatiord employee retention, we believe that the acatéde has had
positive effect on employee morale and retention.

F-17




Table of Contents

SUPERCONDUCTOR TECHNOLOGIES INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

For the years ended December 31, 2006 and 200Weighted average fair value has been estimatteatat
of the grant using the Black-Scholes option-priaimgdel. The following are the significant weightederage
assumptions used for estimating the fair value uonde stock option plans:

Year Ended
December 31,
2006 2007

Per share fair value at grant d $2.58  $2.1F
Risk free interest rai 482% 4.3&%
Expected volatility 95% 98%
Dividend yield 0% 0%
Expected life in year 4.C 4.C

The expected life was based on the contractual ¢éiime options and the expected employee exebabkavior
Typically, options to our employees have a 4 yegting term and a 10 year contractual term. Foar yesting
term options vest at 25% after one year and ratallya monthly basis, thereafter. Options to Bddeanbers have
2 year vesting term and a 10 year contractual t&mo. year vesting term options vest at 50% aftexr year and
50% after two years. The risk-free interest ratgsised on the U.S. Treasury zero-coupon issuesawimaining
term equal to the expected option life assumeleagtant date. The future volatility is based on4wear historical
volatility. We used an expected dividend yield &6 Because we have never paid a dividend and dantigipate
paying dividends. We assumed a 10% forfeiture wateed on historical stock option cancellation rates the last
4 years.

The impact of the stock options to the Consolid&ttement of Operations for the years ended DeeeBih
2007 and 2006 on net income was an expense of ({1d5nd $187,000 and $0.01 and $0.01, respectiorlpasic
and diluted earnings per share. No stock compemsatist was capitalized during the periods. Thal tot
compensation cost related to non-vested awardgat@ecognized is $175,000 and the weighdedrage period ov
which the cost is expected to be recognized is ge#s. Prior to 2006, we did not recognize comatnis expense
for issuance of stock options.

F-18




Table of Contents

SUPERCONDUCTOR TECHNOLOGIES INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

At December 31, 2007, 1,585,397 shares of comnuwk stere available for future grant of options and
741,858 options had been granted but not yet esartciOption activity during the three years endeddbnber 31,
2007 was as follows:

Weighted

Number Average
of Shares Exercise Price
Outstanding at December 31, 200 946,72! % 55.21
Granted 453,20t 8.0z
Cancelec (197,559 37.1¢
Exercisec — —
Outstanding at December 31, 200 1,202,37 40.3¢
Grantec 80,90( 3.7C
Cancelec (128,33) 34.6¢4
Exercisec — —
Outstanding at December 31, 200 1,154,94 38.3:
Granted 45,67( 2.9¢
Cancelec (455,400 41.6¢
Exercisec (3,350 7.42
Outstanding at December 31, 2007 741,85¢ $ 34.2¢

The following table summarizes information concegncurrently outstanding and exercisable stockoogtiat
December 31, 2007:

Weighted Exercisable
Average Weighted Weighted
Range of Number Remaining Average Number Average
Exercise Price: Outstanding  Contractual Life Exercise Price  Exercisable = Exercise Price
$1.43— $5.90 102,80( 86z $ 3.2¢ 35367 $ 3.8t
$6.10— ¢7.52 248,67( 75C % 6.91 238,67( $ 6.8¢
$8.00— $10.40 97,61¢ 49 $ 9.6€ 96,36: $ 9.6¢
$10.80— $38.75 111,64! 411 $ 28.0¢ 111,64 $ 28.0¢
$39.00— $493.75 181,12¢ 267 $ 106.4( 181,12¢ $  106.4(
741 ,85¢ 564 % 34.2¢ 663,17: $ 37.8i

Our outstanding options expire by the end of Decan2017. The weighted-average contractual termioaks
options currently exercisable is slightly less thaf years. At December 31, 2007, 100,400 shareststanding
stock options and 32,967 exercisable options haskarcise price less than the current market vahaehad an
intrinsic value of $235,000 and $61,000, respebtivEhe number of options exercisable and weiglaesrage
exercise price at December 31, 2005 and 2006 tbial62,330 and $41.32 and 1,067,296 and $41.4Bectvely.

Prior to 2006 we adopted the disclosure-only piownis of Statement of Financial Accounting Standards
No. 123, “SFAS 123"), “Accounting for Stock-Based Compensatf Accordingly, no compensation cost had been
recognized for the stock-based compensation ofla@r for non-employees.

The fair value of the options granted in 2005 watgeated for purposes of the pro forma amountsadte as
of the date of grant using the Black-Scholes opfioning model with the following weighted-averaggsumptions
for 2005: dividend yield of zero percent; expectethtilities of 93.85-95%; risk-free interest ratefs4.28-4.62%;
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and expected life of 4.0 years. All options grardadng 2005 were granted at the then fair markéies of our
common stock. The weighted average fair value tibap granted in 2005 was $5.50.

Restricted Stock Awards

In July 2006, for the first time we issued resttstock awards. A total of 331,000 shares wenstgdsand wil
fully vest in one single installment on the secandiversary of the grant date in July 2008. Thespare weighted
average grant-date fair value was $1.50. A 10%effe rate was assumed.

The impact to the Consolidated Statement of Opmatior the year ended December 31, 2007 on netriac
was an expense of $223,000 and $0.02 on basicilneddearnings per share. The 2006 impact onnmoetme was
an expense of $93,000 and $0.01 on basic and di&&mings per share. No stock compensation cast wa
capitalized during either period. The total compggios cost related to non-vested awards not yetgrized is
$130,000 and the weighted-average period over whieltost is expected to be recognized is severthvon

Warrants
The following is a summary of outstanding warraatt®ecember 31, 2007:

Common Shares

Currently Price per
Total Exercisable Share Expiration Date
Warrants and options related to issuance of common
stock 342,46t 342,46¢ $ 7.0¢ August 16, 201* **
116,27¢ 116,27¢ 29.0C June 24, 20C*
Warrants related to April 2004 Bridge Loz 10,00( 10,00( 18.5( April 28, 2017
Total 468,74! 468,74!

* The terms of these warrants contain net exergisgisions, wherein instead of a cash exercisddielcan elect
to receive common stock equal to the differencevben the exercise price and the average closiegosiae for
common shares ov10-30 daysimmediately preceding the exercise di

** The terms of these warrants contain antidilutiojustchent provisions related to issuances at cepiaies.
No warrants were exercised during 2005 and 2006.
During 2007 the following warrants were exercised:

Common Shares Issued

Warrants In Accordance With
Warrants Price per Net Exercise
Exercisec Share For Cash Provisions
Warrants related to issuance of common s 24,697 $10.7: — 24,69

Note 8—Employee Savings Plat

In December 1989, the Board of Directors apprové@Hk) savings plan (the “401(k) Plarityr our employee
that became effective in 1990. Eligible employeey mlect to make contributions under the term$ief401 (k)
Plan; however, contributions by us are made atliberetion of management. We made no contributioribe 401
(k) Plan in 2007.
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Note 9—Commitments and Contingencies
Operating Leases

We lease our offices and production facilities urel@aon-cancelable operating lease that expirésinyears.
This lease contains a minimum rent escalation eldluat requires additional rental amounts afteffitseyear. Rent
expense for this lease with minimum annual rendlasion is recognized on a straight line basis dheminimum
lease term. This lease also requires us to patiagijlinsurance, taxes and other operating exjgesmse contains one
five-year renewal option at 95% of the then curraatket rental value.

For 2005, 2006 and 2007, rent expense was $1,168500152,000 and 1,104,000, respectively.

Capital Leases

Our property and equipment leases under a capdaklarrangement expired in 2007.

Patents and Licenses

We have entered into various licensing agreemeisiring royalty payments ranging from 0.13% td%2.6f
specified product sales. Certain of these agreesvemitain provisions for the payment of guarantgemhinimum
royalty amounts. In the event that we fail to papimum annual royalties, these licenses may auticalbt be
terminated. These royalty obligations terminat2009 to 2020. Royalty expenses totaled $211,0@005,
$156,000 in 2006 and $172,000 in 2007. Under timad®f certain royalty agreements, royalty paymemisle may
be subject to audit. There have been no auditatmahd we do not expect any possible future aaljiiistments to
be significant.

The minimum lease payments under operating andatdgases and license obligations are as follows:

Operating
Year Ending December 31 Licenses Leases
2008 $ 150,00( $1,425,00i
2009 150,00( 1,474,00
2010 150,00( 1,525,00!
2011 150,00( 1,436,00!
2012 150,00( 9,00(
Thereafte 1,050,00! 1,00(
Total payment: $1,800,000  $5,870,00!

Note 10—Contractual Guarantees and Indemnities

During our normal course of business, we make icecantractual guarantees and indemnities pursieant
which we may be required to make future paymentieuspecific circumstances. We have not recordgdialility
for these contractual guarantees and indemnitidgeimccompanying consolidated financial statements

Warranties

We establish reserves for future product warranststhat are expected to be incurred pursuanecific
warranty provisions with our customers. Our waryaeserves are established at the time of saleipddted
throughout the warranty period based upon numdamisrs including historical warranty return ratexl expenses
over various warranty periods.
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Intellectual Property Indemnities

We indemnify certain customers and our contractufeniurers against liability arising from third-paclaims
of intellectual property rights infringement reldt® our products. These indemnities appear inldpweent and
supply agreements with our customers as well asifaaturing service agreements with our contractufecturers,
are not limited in amount or duration and generallyvive the expiration of the contract. Given thegt amount of
any potential liabilities related to such indenasticannot be determined until an infringement claés been made,
we are unable to determine the maximum amountssile that it could incur related to such indemaiians.

Director and Officer Indemnities and Contractual Guantees

We have entered into indemnification agreements aitr directors and executive officers, which reguis to
indemnify such individuals to the fullest extentipéted by Delaware law. Our indemnification obligas under
such agreements are not limited in amount or duratCertain costs incurred in connection with such
indemnifications may be recovered under certaicuoistances under various insurance policies. Givarthe
amount of any potential liabilities related to sultiemnities cannot be determined until a lawsag been filed
against a director or executive officer, we areblm#o determine the maximum amount of lossesitltatuld incur
relating to such indemnifications. Historically,yammounts payable pursuant to such director aridenff
indemnifications have not had a material negatffeceon our business, financial condition or résoff operations.

We have also entered into severance and changmirotagreements with certain of our executivdsese
agreements provide for the payment of specific camsption benefits to such executives upon the tetion of
their employment with us.

General Contractual Indemnities/Products Liability

During the normal course of business, we enterdotaracts with customers where it agreed to indntine
other party for personal injury or property damagased by our products. Our indemnification oblaat under
such agreements are not generally limited in amouduration. Given that the amount of any potétitilities
related to such indemnities cannot be determinéilaitawsuit has been filed against a directoexecutive officer,
we are unable to determine the maximum amountssie that it could incur relating to such indengaifions.
Historically, any amounts payable pursuant to sucirantees have not had a material negative eftediusiness,
financial condition or results of operations. Weimtain general and product liability insurance adlas errors and
omissions insurance which may provide a sourceadvery to us in the event of an indemnificaticairal

Short Term Borrowings

We have a line of credit with a bank. The line @fdit expires July 2008 and is structured as acfadecounts
receivable. The agreement provides for the salgpdd $5 million of eligible accounts receivablgthwadvances to
us totaling 80% of the receivables sold. Advanaeten the agreemenSge Note 3jpre collateralized by all our
assets. Under the terms of the agreement, we centinservice the sold receivables and are sutgjegetourse
provisions. Under the terms of the agreementgfttank determines that there is a material adwdraege in our
business, they can exercise all their rights antedies under the agreement, including demandinggitinate
payment of outstanding amounts. There was no anmuistanding under this facility at December 310220

Contractual Contingency

We have a contract to deliver several custom prsdioca government contractor. We are unable to
manufacture the products for technical reasonsh@¥e discussed the problem with the contractorcamd
government customer. They are considering the pnoband further discussions are expected. We dbel@ve
that a loss, if any, is reasonably estimable attihie and therefore has not recorded any liabiéitating to this
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matter. We will periodically reassess our potertslility as additional information becomes avhl&a If we later
determine that a loss is probable and the amoasbrably estimable, we will record a liability tbe potential los:
All costs have been expensed and no revenues rigedgm this contract.

Note 11 — Legal Proceedings
Settlement of Shalvoy Litigation

Mr. Shalvoy, a director and stockholder, executedl notes aggregating $820,244 in principal in catioa
with the exercise in December 2000 of two optianpurchase Conductus, Inc. common stock prior oquigition
of Conductus, Inc. in December 2002. Through tlivel tuarter of, 2005, we carried the principal {(sstes
Receivable from Stockholder”) and accrued intefast'Prepaid Expenses and Other Current Ass&isoth note:
as assets on our balance sheet.

We filed a lawsuit against Mr. Shalvoy on Decembkr2005 in the California Superior Court (Case
No. 1186812) to collect both notes. In that samartgn, due to Mr. Shalv(s refusal to pay the notes voluntarily
recorded a reserve for the value of the notesdjmah plus accrued interest) in excess of the marikeie of the
collateral securing the notes.

On March 2, 2007, we entered into a Settlement &ment and Mutual Release of All Claims with Mr. Bog
to settle the lawsuit. As per the agreement, weived a payment of $610,000 on April 2, 2007 inrpagt of one
note, including interest and attorneys’ fees, dnedréscission of Mr. Shalvoy’s second purportedooptxercise
including cancellation of the related note.

Routine Litigation

We may be involved in routine litigation arisingthe ordinary course of our business, and, whigerésults of
the proceedings cannot be predicted with certaimgybelieve that the final outcome of such mattahsnot have a
material adverse effect on our financial positioperating results or cash flows.

Note 12—Earnings Per Share

The computation of per share amounts for 2005, 20@62007 is based on the average number of common
shares outstanding for the period. Options andamésrto purchase 2,031,213, 1,983,779 and 1,218}t@@s of
common stock during 2005, 2006 and 2007 respeygtivedre not considered in the computation of ddutarnings
per share because their inclusion would have begdilative.

Note 13—Restructuring Expenses and Impairment Charge:

During the first quarter of 2005, we implementedtaer restructuring program and reduced our wodedry
another 27 positions and vacated a portion of @aséd facility in Santa Barbara.

As discussed in Notes Receivable from Stockholderecorded an impairment charge of $969,000 related
certain notes in the fourth quarter of 2005. Thpairment charge is included in Restructuring Expsrand
Impairment Charges.
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The following summarizes the restructuring and impant charges for the years ended December 35,200
2006 and 2007:

For the Years Ended December 31

Restructuring  Impairment

Charges for  Charges for
2006 2006

Restructuring Impairment
Charges for Charges for
2005 2005

Restructuring Impairment
Charges for Charges for Total for
2007 2007 2007

Total for
2006

Total for
2005

Severance cos $ 178,000 $ — $ 178,00( $ —$ —$ — % — 3 —$ —
Fixed assets wri-offs 137,00( —  137,00( — — — — — —
Patent, licenses and purchased technology -

off — — — — — — — —
Lease abandonment co — — — — — — —
Facility consolidation cost 6,00( — 6,00( — — — — — —
Employee relocation cos 16,00( — 16,00( — — — — — —
Goodwill write-off — — — 20,107,000 20,107,00 — — —
Impairment charge for notes receivable fr

shareholder and board meml — 969,00( 969,00( — 38,00( 38,00( — — —
Total 337,00( 969,00( 1,306,001 — 20,145,000 20,145,00 — — —
Fixed assets wri-off and severance cos

included in cost of goods sc 109,00( — 109,00( — — — — — —
Expense included in operating exper $ 228,000 $ 969,00( $1,197,001 $ — $20,145,00 $20,145,00' $ —$ —3$ —

Note 14—Details of Certain Financial Statement Componentsrad Supplemental Disclosures of Cash Flo
Information and Non-Cash Activities

Balance Sheet Data:
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December 31

December 31

2006 2007
Accounts receivable:
Accounts receivab-trade $1,117,000  $1,242,00
U.S. government accounts receivi-billed 493,00( 1,246,00!
Less: allowance for doubtful accoul (75,000 (75,000
$1,535,000 $2,413,00
December 31 December 31
2006 2007
Inventories:
Raw material $ 2,242,000  $1,934,00!
Work-in-process 569,00( 679,00(
Finished good 4,534,001 1,817,00!
Less: inventory reserve (1,367,000 (1,015,001
$ 5,978,000 $ 3,415,00!
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December 31, December 31,

2006 2007

Property and Equipment:

Equipment $17,186,000 $ 15,951,00
Leasehold improvemen 6,732,001 6,732,00!
Furniture and fixture 451,00( 407,00(
24,369,00 23,090,00
Less: accumulated depreciation and amortizz (18,599,00) (19,129,00)

$ 5,770,000 $ 3,961,00i

At December 31, 2006 and December 31, 2007, equipmeludes $237,000 of assets financed underalapit
lease arrangements, net of $226,000 and $237,08€camulated amortization, respectively. Depregia&xpense
amounted to $2,548,000, $2,277,000 and $1,877 @iectively, in 2005, 2006 and 2007. At Decembe£807
we disposed of $1,344,000 of older, fully depresdaéquipment. There was no gain or loss on sagbsison.

December 31 December 31
2006 2007
Patents and License

Patents pendin $ 632,000 $ 705,00(
Patents issue 899,00( 983,00t
Less accumulated amortizati (286,000 (345,000
Net patents issue 613,00( 638,00(
Licenses 563,00( 563,00(
Less accumulated amortizati (100,000 (134,000
Net license: 463,00( 429,00(
Purchased technolog 1,706,00! 1,706,00!
Less accumulated amortizati (1,005,001 (1,242,001
Net purchased technoloy 701,00( 464,00(

$2,409,000 $2,236,00i

Amortization expense related to these items totd&29,000, $326,000 and $331,000 respectively @520
2006 and 2007. Amortization expenses related tetitems are expected to total $331,000 in 2008808 and
approximately $95,000 in 2010 and 2011.
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December 31 December 31
2006 2007
Accrued Expenses and Other Long Term Liabilit

Salaries payabl $ 287,00( 307,00(
Compensated absenc 379,00( 371,00(
Compensation relate 299,00( 369,00(
Warranty reserv 428,00( 380,00(
Lease abandonment co 8,00( —
Product line exit cost 319,00( —
Deferred ren 390,00( 373,00(
Other 104,00( 123,00(
2,214,001 1,923,001

Less current portio (1,610,001 (1,405,001
Long term portior $ 604,000 $ 518,00(

For the Year Ended

December 31 December 31 December 31
2005 2006 2007

Warranty Reserve Activity:
Beginning balanc $ 419,000 $ 491,000 $ 428,00(
Additions 204,00( 140,00( 75,00(
Deductions (273,00() (203,000 (123,000
Change in estimate relating to previous warrantyuads 141,00( — —
Ending balanc: $ 491,000 $ 428,000 $ 380,00(
Lease Abandonment Costs
Beginning balanc $1,336,000 $ 225000 $ 8,00(
Additions — — —
Transfers from unfavorable lease cc — — —
Deductions (1,111,001 (217,000 (8,000)
Ending balanc $ 225,000 $ 8,00C % —
Product Line Exit Costs:
Beginning balanc $ 885,000 $ 402,000 $ 319,00(
Additions — — —
Deductions (483,000 (83,000 (319,000
Change in estimate relating to previous exit castsual — — —
Ending balanc $ 402,000 $ 319,000 % —
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For the Year Ended

December 31 December 31 December 31
2005 2006 2007
Severance Costs:
Beginning balanc $ 36,000 $ 32,00(
Additions 218,00( —
Deductions (222,000 (32,000
Ending balanc: $ 32,000 $ — 3 —
Dec. 31, Dec. 31, Dec. 31,
2005 2006 2007

Supplemental Cash Flow Information:
Cash paid for intere: $116,00( $45,00C $ 39,00(
Cash paid for taxe $ (5,190 $15,59: $183,24¢

Note 15—Subsequent Even
Unregistered Sales of Equity Securities

Under a previously announced investment agreemintdunchun BaoLi Communication Co. Ltd, or BAOLI
in August 2007, on February 27, 2008, we issueBAOLI and two related purchasers a total of
(@) 3,101,361 shares of our common stock (of wBEB,065 must be voted in accordance with the vaitesir othe
shares, effectively giving BAOLI no voting poweransuch shares) and (b) 611,523 shares of oursSkrie
Convertible Preferred Stock, or Series A Prefefoeehvertible under certain conditions into 6,119,2Bares of our
common stock). We received $15.0 million in caghylich $4.0 million was funded in 2007 and the $itillion
balance was funded in January 2008.

Subject to the terms and conditions of our Seriéxéerred and to customary adjustments to theersion
rate, each share of our Series A Preferred is etibleeinto ten shares of our common stock so lasghe number
shares of our common stock beneficially owned byOBAfollowing such conversion does not exceed 9% ur
outstanding common stock. Except for a preferemckgaidation of $.01 per share, each share ofeSeki Preferred
is the economic equivalent of the ten shares ofrdomstock into which it is convertible. Except aguired by law,
the Series A Preferred will not have any votinditigand there is currently no dividend.

With the issuance of the Series A Preferred, oilitylo declare or pay dividends on shares of cammon
stock will be subject to the requirement that wg ga equivalent dividend on each outstanding sbB8eries A
Preferred (on an as converted basis).
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Quarterly Financial Data (Unaudited)

First Quarter Second Quatrtel Third Quarter Fourth Quarter

2007

Net revenues(1 $ 4,183,000 $ 4,68500 $ 4,120,000 $ 4,914,00
Loss from operations(2)(: (2,977,00) (2,006,00) (2,040,001 (2,220,00i)
Net loss (2,937,001 (1,982,00i) (2,020,001 (2,187,001
Basic and diluted loss per common st $ (0.29) % (0.1¢) $ (0.1¢) $ (0.179)
Weighted average number of shares outstar 12,483,36 12,483,36 12483,36 12,500,13
2006

Net revenues(] $ 4,840,000 $ 5,021,000 $ 5,910,000 $ 5,307,001
Loss from operations(4)(* (3,340,00) (22,755,00) (2,164,00i) (1,712,001
Net loss (3,226,00)  (22,659,00) (2,092,001 (1,647,001
Basic and diluted loss per common st $ 0.2¢) $ (181 $ 0.179) $ (0.19)

Weighted average number of shares outstar 12,483,36 12,483,36 12,483,36 12,483,36

(1) Our revenues vary from quarter to quarter as osirotoers provide minimal lead-time prior to the asle of
their purchase orders and have -binding commitments to purchase from

(2) Includes sale of previously writt-off inventory of none, $138,000, $57,000 and noespectively

(3) Includes increased reserve for inventory obsolezeeh $90,000, $70,000, none and none, respecti

(4) Includes increased reserve for inventory obsolezeh $90,000, $90,000, $90,000 and $90,000, réispbc
(5) Includes sale of previously writt-off inventory of $119,000, $273,000, $309,000 ande respectively
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SUPERCONDUCTOR TECHNOLOGIES INC.

Schedule Il— Valuation and Qualifying Accounts

Year Ended December 31, 200

Allowance for Uncollectible Account

Impairment for Notes Receivable from
Stockholdel

Reserve for Inventory Obsolescet

Reserve for Warrant

Deferred Tax Asset Valuation Allowan

Year Ended December 31, 200

Allowance for Uncollectible Account

Impairment for Notes Receivable from
Stockholdel

Reserve for Inventory Obsolescet

Reserve for Warrant

Deferred Tax Asset Valuation Allowan

Year Ended December 31, 200

Allowance for Uncollectible Account

Impairment for Notes Receivable from
Stockholdel

Reserve for Inventory Obsolescet

Reserve for Warrant

Deferred Tax Asset Valuation Allowan

Additions
Charge to Charge to Charge to

Beginning Costs & Other Other Ending

Balance Expenses Accounts Deductions Balance
$ 75,000 $ — $ — $ — $ 75,00(
1,007,000 (583,000 — (424,000 —
1,367,000 (195,000 — (157,000  1,015,00
428,00( 75,00( — (123,000 380,00(
112,153,00 3,129,001 — — 115,282,00
75,00( — — — 75,00(
969,00( 38,00( — — 1,007,00!
3,209,000 360,000 (2,202,000 1,367,00!
491,00( 140,00( — (203,000 428,00(
106,299,00 5,854,00 — — 112,153,00
77,00( — — (2,000) 75,00(
— 969,00( — — 969,00(
5,402,001 984,00( —  (3,177,00) 3,209,001
419,00( 204,00( — (132,000 491,00(
$106,589,00 $ (290,000 $ — 3 — $106,299,00
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the Regyidthas
duly caused this Report to be signed on its bdhathe undersigned, thereunto duly authorizedh@n27th day of
March 2008.

SUPERCONDUCTOR TECHNOLOGIES INC.

By: /s/ Jeffrey A. Quiran

Jeffrey A. Quiram
President and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL THESE PERSONS BY THESE PRESENTS, that epelson whose signature appears below
constitutes and appoints William J. Buchanan, tiggiaey-infact, with full power of substitution, for him img anc
all capacities, to sign any and all amendmenthisoReport on Form 10-Kgnd to file the same, with exhibits thet
and other documents in connection therewith, with$ecurities and Exchange Commission, herebyirsgiind
confirming all that said attorney-in-fact or hisbstitute or substitutes, may do or cause to be dgnartue hereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, this Report on Form 10-K has tsgned
below by the following persons on behalf of the Regnt and in the capacities and on the datesaneli:

Signature Title Date
/sl Jeffrey A. Quiram President, Chief Executive Officer and March 27, 200:
Jeffrey A. Quirar Director (Principal Executive Officer)
/s/ William J. Buchanan Controller (Principal Accounting Officer) March 27, 200:
William J. Buchanai (Principal Financial Officer)
/s/ David W. Vellequette Director March 27, 200:
David W. Vellequette
/s/ Lynn J. Davis Director March 27, 200:
Lynn J. Davis
/s/ Dennis J. Horowitz Director March 27, 200

Dennis J. Horowit:

/sl Martin A. Kaplan Director March 27, 200:
Martin A. Kaplan

/s/ John D. Lockton Chairman of the Board March 27, 200
John D. Locktor
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EXHIBIT 10.21

FIRST AMENDMENT TO AGREEMENT

This First Amendment, dated as of Novemb#&; 2007 (the “Amendment”), between Superconductor Technologies, Inc., mbare
corporation (“STI "), and Hunchan BaoLi Communication Co., Ltd BAOLI ") amends that certain Agreement, dated as of Augys2d0’
(the "“Agreement "), between STI and BAOLI.

RECITALS

A. Pursuant to the Agreement, BAOLI agreed to purclhaskeSTI agreed to sell $15,000,000 of shares &8SJommon. Stock, par value
$0.001 per share (theCommon Stock”), at a per share price of $1.6275. The Agreerpentides that it may be amended by the written
agreement of STI and BAOLI, and STI and BAOLI agieamend the Agreement as set forth be

B. This Amendment provides: (i) that upon full paymehthe Purchase Price by BAOLI to STI, STI wilstead be obligated to deliver
2,148,296 shares of Common Stock (the “Common Shaaed 706,829 shares of newly created Series Aveuible Preferred Stock of
the Corporation (the Preferred Shares") (with the rights and privileges set forth in Wertificate of Designations attached hereto as
Exhibit B and convertible into 7,068,290 shares of Commoul3t@nd (ii) BAOLI with registration rights wittespect to the Common
Shares as set forth Exhibit C .

1. PURCHASE AND SALE .

The Agreement is hereby amended so that the‘t€hares” consists of the Common Shares and the PrefemeadeS. The purchase price
per Common Share is $1.6275 and the purchasepeic@referred Share Is $16.275, with the total lpase price for the Shares equal to
$15,000,000. On a fully converted basis, BAOLI wdteive the same number of Common Shares as thr@légreement,

2. REGISTRATION RIGHTS
STI hereby grants to BAOLI the registratioghtis related to the Common Shares set fortixinibit C,
3. LEGALITY OF INVESTMENT

3.1.Legal Consent to the AmendmentBAOLI and each Purchaser represents and warraats$hib execution and performance of the
Amendment are consented and approved by the Bé&atextors of BAOLI and such Purchaser and thatAlmendment is legally binding
on BAOLI and such Purchaser. BAOLI and each Pumihalso make the representations and warrantidersiein Exhibit A .

3.2.Legality of the Offer to Amend. STI represents and warrants that the executioparfdrmance of the Amendment are for the
corporate interest of SIT's development and STldigined all and any necessary internal apprav@IST | is legally bound by each of the
Agreement and the Amendment, and in addition, stilbjethe representations and warranties of eacthReer contained iBxhibit A upon
which STI hereby relies complies with the




EXHIBIT 10.21
provisions of the laws and regulations of Unitedt& of America, including but not limited to therfnent SEC requirements.
4. TERMS AND EFFECT OF AMENDMENT

Except as amended by this Amendment, the Ageeéremains in full force and effect. Terms usethis Amendment that are not defined
in this Amendment shall have the same meaning givench terms in the Agreement. Terms definetiimAmendment shall be applicable
to the Agreement, as amended hereby.

IN WITNESS WHEREOF , the parties have executed this Amendment aseaddlte first written above.

SUPERCONDUCTOR TECHNOLOGIES, INC

By: /s/ Jeffrey Quiram
Name: Jeffrey Quiram
Title: President & CEC

BAOLI COMMUNICATIONS CO. LTD

By: /s/ (Signature)
Name:
Title:
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SECOND AMENDMENT TO AGREEMENT

This Second Amendment, dated as of Janu&2@08 (the “Amendment”) between Superconductor Technologies Inc. a Dataw
corporation (“STI ). and Hunchun BaoLi Communication Co. Ltd FAOLI ") amends that certain Agreement, dated as of Aubs2007
and subsequently amended as of November 1st, 2007 Agreement”), between STI and BAOLI.

RECITALS

A. Pursuant to the Agreement, BAOLI agreed to purclaaseSTI agreed to sell 2,148,296 shares of Soitswon stock, par value $0.001
per share (the Common Stock’ ) and 706,829 shares of Series A Convertible Prefeé3teck of STI (the Preferred Stock”) in
exchange for $15,000,000, of which a deposit 0d®3,000 has already been received by STI, The Ageaeprovides that it may be
amended by the written agreement of STI and BAQId &TI and BAOLI agree to amend the Agreement tfogh below.

B. This Amendment provides that if full payment of thgrchase Price is actually received from BAOLI] &ill Instead be obligated to
deliver 3,101361 shares of Common Stock
(the “Common Shares’) and 611,523 shares of Preferred Stock (tReeferred Shares”) (convertible into 6,115,230 shares of Comt
Stock, for an aggregate of 9,216,519 shares of GamBtock including the Common Shares). As of the tiareof, STI has approximat
12,500,000 shares of common stock outstant

NOW, THEREFORE, the parties hereby agree as foll

1. PURCHASE AND SALE . The Agreement is hereby amended so that (i) teBhdres” consists of 3,101,361 shares of Common
Stock and 611,523 shares of Preferred Stock; @ABI agrees to increase its deposit from $4,000 #@086,000,000 not later than 1 PM on
January 8, 2008 (Los Angeles time); and (iii) BAQigrees to complete the purchase of all of theeShay paying the remaining $9,000,000
of the $15,000,000 Purchase Price not later thel n January 21, 2008 (Los Angeles time). BAOlpresents that the additional
$2,000,000 has been irrevocably wired to STI.

2. VOTING AGREEMENT . BAOLI agrees that 953,065 of the Common Shaneg &ad all other shares or securities of STI issared
issuable in respect thereof on or after the datedfiethe “Non Voting Shares”) shall be covered by the Irrevocable Proxy anding
Agreement executed simultaneously herewith. Eadificate representing any Non Voting Shares shalendorsed by the Company with a
legend reading substantially as follows:

“THE SHARES EVIDENCED HEREBY ARE SUBJECT TO AN IRRE VOCABLE PROXY AND VOTING AGREEMENT (A
COPY OF WHICH MAY BE OBTAINED UPON WRITTEN REQUEST FROM THE COMPANY), AND BY ACCEPTING ANY
INTEREST IN SUCH SHARES THE PERSON ACCEPTING SUCH INTEREST SHALL BE DEEMED TO AGREE TO AND
SHALL BECOME BOUND BY ALL THE PROVISIONS OF THAT AG REEMENT.”

Upon receipt by STI of reasonably acceptabidesce of bona fide transfer to a person not evéry the Irrevocable Proxy and Voting
Agreement according to its terms, the legend

1




EXHIBIT 10.22
will be removed from the certificate representinglstransferred shares.

3. EXCHANGE . STI has informed BAOLI that the issuance of addi#&l Common Stock under the initial Agreement waspermitted
by the NASDAQ Stock Market without a shareholdetevé\lithough NASDAQ has given preliminary approgéthe issuance under
Section 1, if final approval is denied, the partiéb work together to overcome or respond to abjeotions. In addition if all necessary
regulatory approvals, including the NASDAQ, candi¢ained on or before February 15, 2008, the avti#t take all steps needed to
exchange the Preferred Shares for the Common $taxkvhich it would be convertible, provided thaABLI signs the same form of
Irrevocable Proxy and Voting Agreement with respedll such shares of Common Stock issued in sMchange and such shares bear the
same legend set forth in Section 2.

4. LEGALITY OF INVESTMENT

4.11 egal Consent to the AmendmentBAOLI represents and warrants that the executiahp@rformance of the Amendment are
consented and approved by the Board of DirectoBA@LI and that the Amendment is legally bindingBAOLI. BAOLI also makes the
representations and warranties set forttexhibit A to the First Amendment.

4.2] egality of the Offer to Amend. STI represents and warrants that the executiorparfdrmance of the Amendment are for the
corporate interest of STI's development and STldiaained all and any necessary internal appravéISar| is legally bound by each of the
Agreement and the Amendment, and in addition, stilbgethe representations and warranties of eacthBser contained igxhibit A to the
First Amendment upon which STI hereby relies, caegplvith the provisions of the laws and regulatiohEnited States of America,
including but not limited to the pertinent SEC reggments.

5. FUNDING OF JOINT VENTURE . Section 12 of the Sino-Foreign Equity Joint VeatContract dated as of December 8, 2007
among BAOLI and Superconductor Investments (Maus)tLtd (the “JV Contract ”) relating to BAOLI Superconductor Technology Co,
(“ BSTC ") is hereby amended to require the contributioithe parties be made not later than Septembe2@IB; it being understood that
the Effective Date under the STI Trademark and Meldgy License (when technology transfers can Baginot until “ten days after the
completion of the contribution to the capitalizatiof [BSTC] of [BAOLI] as contemplated by the [J\bfitract].” Should BAOLI fail for any
reason, including governmental decisions, to ffulyd its contributions not later the date in thstfsentence, (1) the Trademark and
Technology License shall immediately terminate aeither BAOLI nor the BSTC shall have any rightste technology or trademarks of
STI, although both shall continue to bound by tlediligations to maintain the confidentiality of aiformation provided by STI and its
affiliates; (2) BAOLI shall be deemed to be in makbreach under Article 15 of the JV Contrac) BSTC shall be immediately terminated
and a liquidation application shall be submittedh® original Examination and Approval Authority fapproval, with BAOLI agreeing to be
responsible for promptly obtaining such approval 64) STI and its affiliates shall be immediatedjieved of all of its or their obligations
under the JV Contract and the related Frameworleé&mgent.

6. TERMS AND EFFECT OF AMENDMENT . Except as amended by this Amendment, the Agreeraamains in full force and effe«
Terms used in this Amendment that are not defingtlis Amendment shall have the same meaning divench terms in the

2




EXHIBIT 10.22
Agreement. Terms defined in this Amendment shalygicable to the Agreement, as amended hereby.

7. TIME IS OF THE ESSENCE. TIME IS OF THE ESSENCE UNDER THIS AGREEMENT. THERE WILL BE NO FURTHER
EXTENSIONS OF TIME OF ANY LENGTH OF THESE DEADLINES FOR ANY REASON, EVEN IF GOVERNMENTAL
APPROVAL IS NOT RECEIVED BY BAOLI. BAOLI specifically agrees that, unless BOTH (1) #uaitional $2,000,000 deposit is
actually RECEIVED by STI NO LATER THAN the date atiche set forth in Section 1 AN[2) FULL payment is actually RECEIVED by
STI NO LATER THAN the date and time set forth incBen 1, BAOLI will FORFEIT its entire deposit, wtti may be retained by STI
without any further obligations to BAOLI. BAOLI ankwledges that (i) STI could have sold its stockrabunts far in excess of either the
price in the Agreement of the current market pring, refrained form doing so based on BAOLI’s aasges that it would complete its
obligations under the Agreement and (ii) STI wilffer significant damages as a results of any failaf BAOLI to complete the transactions
contemplated by the Agreement. The parties haveedghat, under the circumstances, and in congideraf the additional extension of time
for BAOLI to invest its money without increasingetprice per share to reflect current market coonl#j the current deposit is inadequate and
that increasing it by an additional $2,000,000 total of $6,000,000 as contemplated by Sectianfair and reasonable in light of the
repeated delays, and the significant benefits t@BK and the risks to STI, of this extension. Aatiagly, BAOLI agrees that STI retaining
the full amount of its deposit in the event thalhei BAOLI fails to increase the deposit or fadspay the full purchase price by the precise
deadlines set forth above is fair and reasonaldedan these and other factors.

IN WITNESS WHEREOF , the parties have executed this Amendment aseadaite first written above.

SUPERCONDUCTOR TECHNOLOGIES INC. HUNCHUN BAOLI COMMUNICATIONS

COMPANY., LTD
By: /s/ JEFFREY QUIRAN

Name: Jeffrey Quirar By: /s/ (SIGNATURE)
Title:  President & CEQ Name:
Title:
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1. Grant of Proxy . Hunchun BaoLi Communication Co. Ltd.BAOLI ") hereby irrevocably appoints Superconductor Tedbgies Inc.
a Delaware corporation 8Tl "), as BAOLI’s sole and exclusive attorney and prowith fall power of substitution and resubstitutj to vote
and exercise all voting, consent and similar rigtaghe full extent that BAOLI would be entitled do so) with respect to the Non Voting
Shares (including, without limitation, the powerececute and deliver written consents) at everyiahspecial or adjourned meeting of
shareholders of STI and in every written consettiein of such a meeting, with respect to the NoingpShares, in the same proportion (for,
against and abstaining) as the votes of the slofi@emmon stock of STI other than the Non Votingu&s. “NON VOTING SHARES ”
means 953,060 shares of common stock of STI beakfiowned by BOALI as of the date hereof whossifieate is being legended to refer
to this Agreement, and any and all other sharegourities of STl issued or issuable in respecethfeon or after the date hereof.

2. Agreement to Vote. In addition to the irrevocable proxy granted int8et1, BAOLI agrees to vote the Non Voting Shaaesegular
and special meetings of stockholders (and by writtensent) in accordance with any written instautdiof STI. STI may disregard any
purported vote or consent with respect to the Noting Shares which is not in accordance with thgse®ement.

3. Binding . This Proxy is irrevocable, is coupled with an iet#rand is granted pursuant to that certain agneteda¢ed as of August 17,
2007 and subsequently amended, between STI and BA®E obligations of BAOLI shall be binding updraind on and successors and
assigns and any transferees of the Non Voting Shaxeept that STI will cease to have the rightdte, and this Agreement will terminate
with respect to any shares after BOALI provides %ifh reasonably acceptable written evidence obrelfide transfer of those shares
(including, all voting rights) to a transferee whis not affiliated (i) with BOALI or (ii) with anyther person or a “group” (within the
meaning of Section S.3(d) of the U.S. Securitieshxge Act of 1934) of which such holder is orégihed to be a part, “beneficially
owns” (within the meaning of Rule 13d-3 under th&Becurities Exchange Act of 1934) more than b%heoutstanding common stock of
STL

4. Enforcement. BAOLI acknowledges and agrees that STI will begenably damaged if any of the provisions of thigggment are not
performed by BAOLI in accordance with their speciftirms or are otherwise breached. Accordinglg, dgreed that STI shall be entitled to
an injunction without the necessity of posting adbto prevent breaches of this Agreement and toifspenforcement of this Agreement and
its terms and provisions in any action institute@iny court of the United States or any state lgpsubject matter jurisdiction, in addition to
any other remedy to which STI may be entitled at da in equity. BAOLI hereby consents to persomaisidiction in any such action brought
in the United States District Court for the Cenatrict of California or in any court of the S¢adf California having subject matter
jurisdiction. In any dispute arising out of, orathg to, this Agreement or its performance or bnedincluding any dispute which is t
subject of judicial, arbitration or administratigeoceedings, including appeals), the prevailingypsinall be entitled to and awarded, in
addition to any other relief, its reasonable costsrred, including reasonable attorneys’ fees.

BAOLI COMMUNICATIONS CO. LTD
By: /s/ (Signature)

Name:
Title:
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Framework Agreement

Pursuant to this Framework Agreement (the “Agrediyeaffective as of November 8th, 2007 Hunchun Ba@ommunications Co. Ltd., a
Chinese enterprise (“BaoLi Communications”), ang&uaonductor Technologies Inc., a Delaware corpmrgtSTI”), agree as follows:

1. Organization of HBST.BaoLi Communications and STI (or such subsidianeSTI as STI may designate) agree to establisitirchun
BaoLi Superconductor Technology Co Ltd. (“HBST")rpuant to the Sino-Foreign Equity Joint Venture @ohattached as Exhibit A and
HBST and STI shall enter into a License Agreemeithé form attached as Exhibit B (in each casey aiity changes on which the parties
mutually agree). STI may substitute its designatgusidiary or subsidiaries as parties to such J@nture Contract. BaoLi Communications
will provide additional working capital to HBST asasonable needed, without any dilution to thetgqfiSTI without its consent and with
the goal of minimizing any effect on HBST or thereship interest of STI.

2. Confidentiality. The parties each agree to comply with the relepamtisions of Exhibits A and B concerning the cdefitiality of all
information concerning HBST and the licensed tetboy Any news releases related to this Agreemedtthe proposed formation of HBST
is subject to the review and approval of both STd BaoLi Communications, not to be unreasonablyhétd or delayed, and subject to the
requirement that each party comply with applicdée and regulations of any stock exchange.

3. Governing law.This Agreement shall be governed by and constroe@nthe laws of the State of California, exceptli@ conflict of laws
provisions thereof and without reference to thenviee Convention on the International Sale of Goddahy. disputes concerning this
Agreement will be arbitrated according to the asibn provisions of the Trademark License.

4. Termination. This Agreement will terminate if the parties haw# completed the formation HBST on or before Jay34r, 2008 and the
parties will thereafter have no further obligatiamgler this Agreement.

In witness whereof, having ready, understood amdeatto the terms and conditions of this Framewiarteement, and with full authority to
execute this Agreement on behalf of the respe@anties, the undersigned hereby execute this Agreeas of the date first above written.

Superconductor Technologies Inc., a Delaware Hunchan BaoLi Communications Co.
Corporation Ltd. a Chinese company
By: /s/ Jeffery Quiran By: /s/ (Signhature

Name: Jeffery Quirar Name:

Title: President & CEC Title:
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SINO-FOREIGN EQUITY JOINT VENTURE CONTRACT

i EREE ST EHE
Between
Hunchun BaoLi Communication Co. Ltd
EEENBEARAR
And
Superconductor Investments (Mauritius) Limited
EEeET (BERH) FRAF
December 8" 2007






Chapter 1 General Principles EXHIBIT 10.24

FE BN

Article 1

In accordance with the stipulations of the Law of the People's Republic of China on Chinese-Foreign
Equity Joint Ventures, the Regulations for the Implementation of the Law of the People's Republic of
China on Chinese-Foreign Equity Joint Ventures and other related laws and rules, Hunchun Baoli
Communication Co., Ltd, (hereinafter referred to as Party A) from China and Superconductor
Investments (Mauritius) Limited {hereinafter referred to as Party B) from the Mauritins hereby agree
to form a Sino-Foreign Joint Venture Company (hereinafter referred to as “JV Company™), and enter
into this confract.

B%

WE (PEARMES S REE R RETHFML R EMEREN, S EME
FRAVEFEFRAT (LUFMWEH B ") MBERARESER (BEL) FERLF (UT
fiiff “Zr") FEER—FrAaRedns (UFHR “SHAR", FiTra4m.

Article 2
Name of JV Company: The Chinese name of the JV Company is “5 18 545 R4 R4 8", and the
English name of the IV Company iz “Baoli Superconductor Technology Co., Ltd.”

Statutory Address: Baoli Electronic Communication Industrial Park, Flunchun City, Jilin Province,
China

it
ERAFMEH: SHAANTFXERE “SHBESEATRAA" , XXEHKE “Baoli
Superconductor Technology Co,, Ltd, .

EEMAE. PEEHEERTERTEF TIEEE.

Article 3
Company Name, Statutory Address, and Legal Representative of the two parties to the JV Company
are as follows;

© Party A: Hunchun Baoli Communication Co., Ltd.

Statutory Address: Baoli Electronic Communication Industrial Park, Hunchun City, Jilin Province,
China

Legal Representative: Mr. Yi Zhang, Chairman, Chinese Nationality

Party B: Superconductor Investments (Mauriting) Limited, a wholly owned subsidiary of
Superconductor Technologies, Inc, .
Statutory Address: 17 Floor, Felix House, 24 Dr. Joseph Riviere Strest, Port Louis, Mauritins

Legal Representative: Mr Jeff Quiram, President, President and Chief Executive Officer of
Superconductor Technologies and lead director and designated legal representative for
Superconductor Investments (Mauritiug) Limited.
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AERNWADEH. ERMIEERRANT:

By FARSAREERA T

Sk, o TN TR A TR

e A kRS HE: Wl B W

Z¥: f9E%E (EERMK) ARLE,. —FREHSIERFRLNSERTHTLAR
d#sEdillk: 1 Floor, Felix House, 24 Dr. Joseph Riviere Street, Port Louis, Mauritins

HERIA: Jeff Quiram k4 REHESHANTRATDEREETMTE, S8 (EEK
HRD ATRR AW A Bk s AR

Article 4

The IV Company shall be a limited liahility company

B E S
FRAAMARBADFMAELE.

Artiele 5

The IV Company has the status of a legal person and is subject o the jurisdiction and protection of
Chinese laws concerned. All the activities of the JV Company shall be governed by the laws, decrees,
pertinent rules and regulations of the People’s Republic of China.

LT

A4 T R ILEE A SESEAR e R LA B S A . S REAT G P)IEEH L A P AR
MBI ML, SRR &AL,
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Chapter 2 Purpose and Business Scope of the JV Company EXHIBIT 10.24

BoEH AHAFANRBSEYEEHR

Article 6

Purpose of the JV Company: With Party B's superconductor wave-filtering technology, the JV
Company aims to produce and market high temperature superconductor wave-filtering equipment in
an effort to tap the market for telecommunication equipment and reap satisfactory cconomic benefits
for the two parties of the JV Company.

£l 2 :
GRATNRE . BELHTOHEPEEER, SRATNEEEFNSEGEOSEEEE, ¥
T RBERETE, HFEREATREEE SR .

Article 7

Business Scope of the JV Company: to design, produce and market high temperature superconductor
wave-filtering system and equipment (Party B’s SuperLink Product) and provide related technology
support and services.

Bt
BRLTSERE: &t PRSI R T R E, RO IR
e :

Articled

Production Scale of the JV Company: In the initial operation phase, it is planned that the I'V Company
will produce 500 units for the first year, 1 500 units for the second year, and 5,000 units for the third
wear, The Parties may decide to expand the production scale of the JV Company later.

ER 2
PO T MR B EGEEMN B, & R AR B4 500 6%, W EE 1,500
Hild. BEFEF 5000 8% ZEIHT BEsEY KA AT E 1.

Article 9
The Parties plan that the IV Company will sell its products to the domestic and international market in
the following proportions:
The first year: 20% of Product production by the JV Company is expected to be sold to HK and
Macao and 80% to the domestic market;

The second vear: 30% of Product production by the JV Company is expected to be sold to HK and
Macao and 70% to the domestic market;

The third year: 50% of Product production by the IV Company is expected to be sold to HE and
Macao and 30% to the domestic market.

Additional Product production by the JV Company may be sold to STI or its designees in the
international market at any time.

Actual sales by the TV Company shall be decided by the JV Company s Board of Directors.
Marketing channel, method and responsibility shall be allocated as follows:

The Company IV shall be responsible for marketing in China (including HE and Macao, but not

Taiwan) Party B shall retain all rights in Taiwan and the infernational market exclusive of China.
’ 4/2%
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£ B 2 F R AR A P 9 O BT L FEAE (] B R] 48 6745 Superconductor Technologies Inc. 575 [
lEmisieE A L.

SRATMNEFSNRESRATNEFEEEE.
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SRARMFETEEA GEE (ARTENR], BFaBERE) .
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Chapter 3 Total Amount of Investment and the Registered Capital EXHIBIT 10.24
n=% #NELWMSEMFEL

Article 10

The total amount of investment of the JV Company sall be thirty million US dollars (530,000,000.00)
and the registered capital of the JV Company shall be twenty-five point five million US dollars
($25,500,000.00).

%+
SEARNMBREBFEH =T HET (830,000,00000), ERFEH-—THAERTART
($25,500,000.00)+

Article 11
Capital Contribution to be made by the two parties of the JV Company shall be as follows:

Party A: to invest fourteen million and twenty-five thousand US dollars ($14,025,000.00), which
includes: Cash $7,012.500.00 US dollars

Mechanical Equipment worth ___void  US dollars

Workshop worth $2,000,000,00 US dollars

Land Use Right worth $5,012.500,00 US dollars

Industrial Property Right worth___void US dollars

Others worth void US dollars

m&mmmmmwmwmmﬁummw
($11,475,000.00), which inchudes:

Cash __void __ US dollars

Mechanical Equipment worh __yoid __ US dollars

Intellectual Property Rights worth $11.475,000 US dollars

Others worth__void  US dollars

%
Ty L F A E A A AR B
B, WE—FMEE-FETET ($14,02500000), F:
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oyl il ¥ 20 %R
0 A HHE . . A

27 W —T—EHWN-E ET®RT ($11,475,000.00), &
A e _F %R

Article 12
Two parties of the TV Company shall effect their capital contribution within the following time limits:
All capital will be contributed in two years in accordance with Chinese applicable laws.
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Article 13

When a capital contribution is effected, the JV Company shall issue a cerlificate for capital
contribution on condition that such contribution has been verified by a certified accountant appointed
by the JV Company. The main content of such certificate shall be: Name of JV Company, Date of
Establishment, Two Parties of the JV Company and Respective Capital Contribution and the
respective equity ratio, Date of Contribution and Date of Issue. Such certificate shall be signed by the
Chairman, and affixed with the corporate chop of the JV Company., However, the non-issuance of
such certificate shall not affect the Parties’ rights as sharcholders of the JV Company.

F=4%

ST YN BN, RS EEATREMAT SHERNSHNREE, aRARESE
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Article 14

During the Joint Venture period, the IV Company shall not reduce the amount of the registered capital.
However, in case of severe difficulties, registered capital reduction may be applied for to the original
approval autherity and implemented after obtaining such approval.

F+N% '
EARNNE, SRASFFELEMEERE. EERETHERMOWNLT, ATLLE RS
KRR B A, FETESR AR S AT S

Article 15

Any increase or decrease in registered capital of the JV Company must be agreed by both parties. Any
such increase or decrease shall be approved by the original approval authority and registered with the
original registration authority.

If any Party fails to make its capital increase contribution after both Parties have agreed to such
capital increase, the other Party may at its discretion:

(a)  pive the failing Party a ninety (20) days’ prior writien notice, and contribute all or
part of the shortfall amount not contributed by the failing Party if no contribution is made by the
failing Party upon expiry of the zaid notice period, whereupon both Parties” shareholding percentages
in the IV Company shall be adjusted so as to be in proportion to the registered capital of the Company
actoally contributed by each of them respectively, and the number of Directors appointed by each
Party to the Board of Directors shall, without changing the total number of Directors of the Company,
be reduced or increased accordingly to match to the fullest extent each Party’s then shareholding
percentage in the 'V Company; or

(b)  treat such failure as a material breach of this Contract by the failing Party.

Both Parties agree to execute all such documents and take all such steps as reguired to legally effiect
either of the above options taken by the non-failing Party in good faith,

Htas
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Article 16

If one party transfers its capital contribution or any interest in the JV Company, either partially or
totally, it shall notify the other party in written form thirty (30} days in advance, The details of the
conditions of the transfer shall be specified in the notice, such as the amount and the price of
registered capital to be transferred, and the brief description of the proposed transferee. No transfir
may occur without the approval of both parties.  The non transferring party shall have the preemptive
right to purchase the interest to be transferred, or, together with the transferring party, to transfer a
similar portion of its interest on the same terms, in which case the non-transferring party shall reduce
its portion of the interest to be transferred and shall cause the transferee to accept the transfer by the
non-transferring party on the same terms as those applied to the transferring party.

L R o

R RS T AR H R, TR SN, O R =1
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Chapter4 Board of Directors EXHIBIT 10.24
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Article 17
The IV Company shall have Board of Directors with the highest authority over the I'V Company.

E et o
BRARWIERE, EESRSHATNSMPUATE.

Article 18

The Board of Directors shall consist of five (5) directors, of which three (3) directors shall be
appointed by Party A and two (2) directors by Party B. The term of office for the directors is four (4)
years unless sooner removed by the Party with the corresponding power of appointment, and may be
renewed by that Party,

FHNE
WFELEE (5) HWPFHR, Kb, = Q) BmFHHFR, = ) EHIHHFR. WEER
IR R, WMEAEANM (4 £, 9 hBIREBIRGEE.

Article 19
The Board of Dircctors shall have one director designated as Chairman by Party A and one director
designated as Vice Chairman by Party B.

Bt+hs
HPESEWEIK—F&, APFFRE, RRESK—8, HLTHE.

Article 20
When any party of the JV Company appoints or replaces a director, a written notice shall be submitted
to the Board of Directors, and it shall also notify the other party.

B &
IR — AN ERTEE, MU EEEAENESS, FEDNS .

Article 21
The Board of Directors shall convene one regular meeting every year. An interim meeting may be
convened based on a proposal made by more than one third of all the directors,

B_A—%

WHESEMSWEEAT . =42~ LRI, 7T LB TR £,

Article 22

The Board mecting shall be held at the principal business location of the JV Company unless
otherwise agreed by the Directors.

Bo4TE

mAFEEATRAE, EFSUESHEAR EELSHTERE.

Article 23

The Chairman shall convene and preside at any Board Meetings. Should the Chairman be unable to
attend the Board meeting, the Vice Chairman shall convene and preside at the Board mesting.
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Article 24
The Chairman shall issue a written notice thirty (30) days before the date of any Board meeting. The

notice shall cover the agenda, time and place of the meeting.  The agenda may only be changed with
the consent of all of the directors. '

g 1112 2
WHHCHAERRE ST FN=1 30) REHEmES. ENNAES AR, WRfhg,
WEEEMEEE— SR BRI

Article 25

Should a director be unable to attend the Board meeting, he may entrust another person (including
ancther director) to attend on his behalf, provided that a written proxy signed by the non-attending
director must be presented to the Board.

Fotas
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Article 26

The Board meeting requires a quorum of over two thirds of the total mumber of the directors (in
person or by proxy) and at least one Director appointed by each of Party A and Party B attends.
Each Director shall have one (1) vote. When the quorum is not present, any purported decisions
adopted by the Board meeting are invalid.

Wot+A%
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Article 27

Detailed written records shall be made for each Board meeting and signed by all the attended directors
or by the attended proxy. The record shall be made in Chinese and in English and shall be filed by a
specially-assigned person by the Board. Each director shall be given a copy of such minutes and
resolutions. Mo one shall amend or destroy the record during the Joint Venture term.

ey o et
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Article 28

Directors are entitled to attend Board meetings via telephone, video conferencing or other electronic
means, provided that a quorum is present and that each attendee can speak to each other attendee at
the same time. In lieu of a Board meeting, resolutions in writing signed in person or via facsimile by
all of the Directors of the TV Company shall have the same force and effect as if such resolutions had
been passed at a duly constituted and convened meeting of the Board of Directors.
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Article 29
As for the following issues, unanimous approval by the Board shall be required:

291 amendment to the articles of association of the TV Company

292 the termination and dissolution of the JV Company

29.3 adjustment to the registered capital of the JV Company

204 merger, break up or reorganization of the JV Company

205 transfer of registered capital by one or several parties

296 morigage or pledge of registered capital by one or several parties to its creditor

29.7  sell, exchange or otherwise dispose of all or substantially all of the IV Company’s assets,
other than in the ordinary course of the JV Company's business;

298 license all or any substantial portion of the TV Company’s intellectual property;

299 acquire or sell equity interests in other entities or be a promoter, incorporator, general
partner, limited partner, owner of any other entity, except wholly owned subsidiaries;

29.10  authorize any sale, acquisition, mortgage, pledge, or other disposition of any asset of the
IV Company, which would materially impair or change the conduct of the ordinary
business of the IV Company.

2911  authorize any activity or the IV Company entity commitment where the consideration to
be paid by the JV Company entity is in excess of or as a result of which the JV Company
entity may become obligated, directly or indirectly, for an amount in excess of or that
would otherwise cause the JV Company entity to incur liability in excess of $500,000 (or
as specifically pre-authorized or delegated by a umanimous vote of the Board of
Directors, or is a line item in the budget previously approved by the Board of Directors
in the manner set forth herein),

29.12  authorize any activity that is outside the ordinary course of the JV Company’s business;

25.13  incur indebtedness in excess of §1,000,000 in the aggregate;

29.14  pledge or otherwise encumber any assets of the JV Company;

29.15  purchase, take, receive, lease or otherwise acquire, own, hold, improve, use and
otherwise deal in or with real property or any interest in real property;

20.16  indemnify an owner, Director or any other person except pursuant to an agreement
approved by both of the parties;

29.17  enter into any transaction with an owner of the IV Company or an affiliate of any owner;

2918 sell any product at a gross margin of less than 30%;

29.19  change the principal accounting firm or auditor of the JV Company;

2920  materially deviate from the J'V Company’s business plan; and

29.21 knowingly do any act in contravention of the Joint Venture Agreement or the IV
Company’s articles of association.

FEo A
FRHGHERES—HRE.
29.1 B AL T R,
292 AL ML AR
203 TR 5 A7 SR E &
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Article 30
As for the following issues, approval by over two thirds of all the Board of Directors shall be
required;

301 decide annual business principle, business plan {including proportion of sale in domestic
and international markets) and budget and development plan;

302 exam and approve annual financial budget, final accounts and annual financial statement
or increases in expenditures from the approved budget by more than 10%;

3 exam and approve the annual business report submitted by the general manager,

30.4 deeide annual profit sharing scheme of the TV Company;

30.5 finalize Jabor contract and rules and regulations of the I'V Company;

30.6 decide capital deployment and loan limit;

30.7 appoint and dismiss general manager, deputy general manager and other senior
administrative personnel recommended by the general manager and decide their salary
package;

30.8 formulate the welfare system for staff and workers of the JV Company in accordance
with the relevant regulations of China; and

30,9  decide the organization structure of the JV Company and increase or remove subordinate
functional departments.

30.10  decide bank account opening and signing procedures.

H=14%
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Article 31

Directors who do not hold pesitions in the Joint Venture Company shall not be compensated by the
Joint Venture Company.  All costs related to Board meetings shall be borme by the I'V Company.
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. . EXHIBIT 10.24
Chapter 5 Business Management Organization

MAT SEEEilE

Article 32

The JV Company shall establish a management organization/system under which there shall have
production, technology, Human Resource, Finance and Administration Departments {(subject to actual
conditions of the JV Company),

F=T"4&
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Article 33

The IV Company shall have one general manager and one deputy general manager appointed by the
Board, The inaugural general manager shall be appointed by Party A and inangural deputy general
manager shall be appointed by Party B.  Unless otherwise agreed by the parties, successors shall also

be appointed by the party originally appointed such officer.

F=E=S%
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Article 34 -

The general manager shall be responsible to the Board of Directors directly, carry cut the resolutions
of the Board of Directors and organize the daily work on production, technology and management of

the JV Company. The deputy general manager shall assist the general manager and perform the
function of the general manager should the general manager be absent.

=1
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Article 35

Decisions on important matters concerning JV Company’s daily work require joint signatures from
the general manager as well as the deputy general manager and such matters requiring joint signatures
shall be specified by the Board of Directors. When dealing with other significant issues not requiring
joint approval, the General Manager shall consalt with the Deputy General Manager,

F=ths&k
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Article 36
The term of office for general manager and deputy general manager is four {4) years and may be
renewed by the Board of Directors, i

B=tA%
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Article 37
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may concurrently be the general manager, deputy gmeral manager and other senior staffs of the IV
Company,
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Article 38
The general manager or deputy general manager of the JV Company shall not hold positions
concurrently as general manager or deputy general manager of other economic organizations and shall
not engage in activities of other economic organizations on commercial competition with the JV
Company.

B=1 N
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Article 39
The JV Company shall have one Chief Engineer, one Chief Accountant and one Auditor appointed by
the Board of Directors.

E=tha4 .
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Article 40

The Chief Engineer, Chief Accountant and Auditor shall be under the leadership of the general
manager. The Chief Accountant shall supervise accounting issues, carry out overall economic check
and perform economic responsibility system. The Aunditor shall conduct internal andit, check and
verify financial income and spending, accounting statement, and file report to the general manager as
well as the Board of Directors.
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Article 41

The general manager, deputy general manager, chief engineer, chief accountant, auditor and other
senior administrative personnel who ask for resignation shall submit their written reporis to the Board
of Directors thirty (30) days before their resignation. In case any of the above-mentioned persons
practice graft or be seriously derelict of duty, they may be dismissed at any time upon the decision of
the Board, and if such conduct violates the criminal law, they may bear legal responsibilities,
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Chapter 6 Finance and Accounting EXHIBIT 10.24
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Article 42
The finance and accounting of the IV Company shall be handled in accordance with all applicable law
and regulations.

W+ g
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Article 43
The fiscal year of the JV Company shall be calendar year from January | to December 31, and the
first fiscal vear shall start from the JV Company’s date of establishment till the end of that calendar

Vear.
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Article 44
All vouchers, accounting books, accounting statements and reports shall be written in Chinese and can
put English notes if requested by other parties.
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Article 45

The IV Company shall adopt Renminbi (RMB) as its accounts keeping unit. The conversion of RMB
into gther currency shall be in accordance with the exchange rate of the converting day published by
the Foreign Exchange Trading Center authorized by the People’s Bank of China.

S0+
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Article 46
The JV Company shall open accounts in RMB and foreign currency with Bank of China or other
banks approved by the Board. Bank signature procedures shall be approved by the Board.
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Article 47

The IV Company shall adopt internationally used accroal basis and debit and credit accounting system.
The IV Company will operate so as to permit Party B to comply with its reporting obligations under
United States public company reporting requirements in a manner which enables the J'V Company to
produce financial information that is to be provided to Party B within 25 days of the end of any
calendar financial quarter. The JV Company will choose an andit partner and accountant approved by
both parties. The chosen accounting partner will work closely with Party B's audit firm (Stonefield
Josephson) and its Hong Kong office. The JV Company will cooperate as necessary in the preparation
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EXHIBIT 10 24
of such financial reports and other compliance issues of Company B, and its books and records will

subject to quarterly andit by the parties and open at all times for reasonable review by each party anﬁ
its agents.
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Article 48
The accounting books of the JV Company shall include the follow contents:
48.1 all amount of income and payment in cash of the JV Company
482  situations concerning sale and purchasing the materials of the JV Company
483 situations concerning registered capital and debt of the J'V Company
484 sitnations concerning date of settlement, increase and transfer of the registered capital of
the I'V Company
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Article 49

In the first three months of each fiscal year, the Finance Department shall prepare the previous fiscal
year’s balance sheet, profit and loss statement and cashflow statement, and prepare proposal regarding
the disposal of profits which should be examined and signed by the auditor, then submit to the Board
of Directors.

BEN+has
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Article 50

The two parties of the JV Company have the right to invite an auditor to undertake annual financial
check and examination at his own expense. The JV Company shall cooperate in all reasonable ways
for the check and examination,
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Article 51
The depreciation period for the fixed assets of the JV Company shall be decided by the Board of
Directors in accordance with applicable law and regulations.
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Article 52

All matters concerning foreign exchange shall be handled in accordance with applicable law and
regulations as well as the stipulations in the Joint Venture Contract.

FEht+—4%
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Chapter 7 Profit Sharing EXHIBIT 10.24
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Article 53

The JV Company shall allocate the reserve fund, the expansion fund and the bonuses welfare fund for
staff and workers after payment of taxes and in accordance with law. The proportion of allocation
shall be decided by the Board of Directors.
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Article 54

Unless otherwise agreed and stipulated by the Board of Directors, after paying the taxes in accordance
with law and drawing various funds, the profits in net will be distributed according to the proportion
of each party’s investment in the registered capital.
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Article 55

The JV Company shall distribute its profits once a year. The profit distribution plan and amount of
profit to be distributed to each party shall be reported to the Board within the first three months
following each fiscal year.
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Article 56
The JV Company shall not distribute its profits in case the losses in the previous years have not been
made up. Profits not yet distributed in the previous year shall be allocated to the existing fiscal year.
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Chapter 8  Staff and Workers EXHIBIT 10.24
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Article 57

The employment, dismissal, resignation of the staff and workers of the JV Company and their salary,
welfare, labor insurance, labor protection, labor discipline and other matters shall be handled
according to applicable law and regnlations.
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Article 58
The recruitment of the staff and workers of the JV Company shall be condueted by the JV Company
publicly in open channels,
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Article 59

The JV Company has the right to take disciplinary actions, such as waming, demerit recording and
salary reducing asainst those staff and workers who violate the rules and regulations of the JV
Company and labor disciplines. The IV Company's labor practices shall be in compliance with law.
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Article 60
The salary treatment of the staff and workers shall be set by the Board of Directors according to the
specific situation of the JV Company with reference to the regulations issued by the Government, and
shall be specified in detail in the labor contract. The salary of the staff and workers shall be increased
correspondently with the development of production and the progress of the worker's ability and
technology,
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Article 61

Matters concerning welfare, bonus, labor insurance and labor protection shall be stipulated in rules
and regulations of the JV Company to ensure that the staff and workers go in for production and work
under normal condition.
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Chaiuer 9 The Trade Union Organization EXHIBIT 10.24
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Article 62 ,

The staff and workers of the JV Company have the right to establish trade union organization and
carry out activities in accordance with the stipulation of the Trade Union Law of the People s Republic
of Ching,

EART &
AHAARTHRER (heARLMETSE) WE, BIT&AN, FRIED.

Article 63
Trade union activities and the JV Company’s dealings with the trade union shall be in compliance
with law.

FAT=ESR
T&ERMGEES. FRATNREELES TamRR.

Article 64

The JV Company shall annually allocate a total of 2% of all salaries of the staff and workers of the JV
Company as trade union’s fands which shall be used by trade union in accordance with the
Management Rules for the Trade Union Funds formulated by All China Federation of Trade Union.

FATHE
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Chapter 10 Duration, Termination and Liquidation of the Joint Venture
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Article 65
The duration of the TV Company is thirty (30) years. The establishment of the JV Company shall start
from the date on which the business license of the I'V Company is issued.

WAL
HRATMMAEN=1 (30) £, AELREEEZ AEHH.

Article 66

A written application for the extension of the duration unanimously proposed by two parties of the JV
Company and embodied in the resolution of the Board of Directors shall be submitted to the relevant
foreign investment authority six months prior to the expiry date of the Joint Venture Contract. The
duration shall extend upon approval and shall file for amendment to registration information with the
relevant company registration authority.,
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Article 67

With the agreement between both parties on the termination which should be pursuing the best
benefits for the parties, the JV Company shall be terminated in advance of its term expiry. In this case,
the decision for the termination shall be made by the plenary mesting of the Board of Directors and
file for approval from the relevant foreign investment approval anthority.

EATLE
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Article 63

The JV Company and this Joint Venture Contract shall be terminated at the option of either Party if
any of the following occurs, and a liquidation application shall be submitted to the original
Examination and Approval Authority for approval:

{a) one party materially breaches this Joint Venture Contract, and such breach (if capable of being
rectified) is not rectified within 60 days of being notified by the other party;

(b} neither Party intends or is able to continue the business cooperation;

{c) the Company has suffered losses for a consecutive period of 3 years, causing the JV Company to
be insolvent;

(d) the Joint Venture Term expires and no resolution on the extension of the term is approved by the
Board; or

(e} the Board resolves to terminate the JV Company for any other reason.

gatiE
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Article 69
Upon the expiration of the duration or termination of the JV Company, a liquidation committee for
liguidating the assets of the JV Company shall be established in accordance with all applicable law.

BEATIE
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.

Article 70
The tasks of the liquidation committes are: to conduct thorough check of the property of the IV
Company, its claims and indebtedness; to work out the statement of assets and liabilities and list of
property; to formulate liguidation plan which shall be earried out upon the approval of the Board of
Directors.

#Hitt
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Article 71
During the liquidation period, the liquidation committee shall handle litigation matters on behalf of
the JV Company.

HLt—%
EHENN, BEEASNARSRARMETARE.

Article T2
The remuneration for the members of the liguidation committee shall have the priority to be effected
from existing property of the JV Company.

HEt=%&
WEHE RS R IR LA A R EE MRS .

Article 73
The liguidation committee shall revalue the assets of the JV Company based on depreciated book
value with reference to current value.

BEttt=%
WS RS EITIH w6 R 2 ST rE, PSR AamEre.
Article T4

The remaining property after the clearance of debts of the IV Company shall be allotted according to
two parties’ contribution to the registered capital of the JV Company.
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Article 75

On completion of the liquidation, the IV Company shall submit a liquidation report to the foreign
investment approval authority, go through the formalities for nullifying its registration relevant
company registration authority and hand in its business license, at the same time, make an
announcement to the public. After winding up of the JV Company, its accounting books shall be kept
in the care of its Chinese party.

WETIE
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Fio P, WEELHE. B, SRATELE, KERbhTERE.

Article 76

If either party breaches this Joint Venture Contract, it shall be liable for all direct economic losses
suffered by the other party as a result of such breach. If both parties are at fanlt, their respective
liability shall be proportional to their fault.

FLTAE
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Chapter 11 Rules and Regulations
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Article 77

Following are the rules and regulations to be formulated by the Board of Directors of the JV

Company;

77.1 Management regulations, including powers and functions of the management branches and its
working rules and procedures;

77.2  Bules for the staff and workers;

773  System of labor and salary;

774 System of work attendance record, promotion and awards and pumishment for the staff and
wWorkers;

775 Detailed rules of staff and workers™ welfare;

77.6  Finance system;,

77.7 Liguidation procedures upon the dissolution of the JV Company,

77.8  Other necessary rules and regulations.

Btitt&

EFRATHEESHENNESENT .
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FEHTE W

Article 78
The amendment to the Joint Venture Contract shall be unanimously agreed and decided by the Board
of Directors and submitted to the original examining and approving authority for approval,

BET A
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Article 79

The Joint Venture Contract shall be written in Chinese and in English. Both languages are of equal
validity. In events of any discrepancy between the two aforementioned versions, the Chinese version
shall prevail,

Ftths
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Article 80
The Joint Venture Contract shall come into effect upon the approval by the relevant foreign
investment approval authority.

EG
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Article 81
The Parties shall use reasonable efforts to resolve and settfle amicably through consultations any
dispute, controversy or claim (2 "Dispute”).

BN
WHMEERES, B G iEReil. SEERAER 2.

If any Dispute is not settled amicably through consultations within one hundred twenty (120) days of
one Party's receipt of the other Party's notice of a Dispute, then any Party involved in the Dispute may
clect to submit such Dispute to arbltranon, in which event such Dispute shall be exclusively and
finally settled by binding arbitration in Singapore under the auspices of the Singapore International
Arbitration Centre, by a sole arbitrator.

MBEE—HBE P —FATEESFUGENE—E =1 (1200 K7, BT 2 bR e
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The arbitration proceedings shall be conducted in the English language, and all documentation to be
reviewed by the arbitrator or submitted by the Parties shall be in the English language. The
arbitration tribunal shall apply the Arbitration Rules of the United Nations Commission on
International Trade Law in effect at the time of the arbitration. However, if such rules are in conflict
with the provisions here set forth, including the provisions concerning the appointment of the
arbitrator, these provisions shall prevail.

FPERFRIE R ABEAGHAT, ELATAZE ch bk R % B A SO R T AR AT M S B B R . T
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During arbitration, the Parties shall perform this Joint Venture Contract to the fullest extent possible,
except for the matter or matters in dispute.

FEMPREMAME), EEESNAEES, TR LM ET R .

The arbitrator shall render a written decision in English stating their reasons for their decision within
twelve (12) months of the request for arbitration, and such award shall be final and binding upon the
Parties without any right of review or appeal. Any compensation shall be calculated and paid in
United States Dollars if to be paid to Party B.

bk B BEEE i b2 B+ = (12) A AZ A UICF el Bl ihaE, PRl R
SERIEEE, BiMhERSR R A R AR, MR R E L. R
ERMZAEN, RARTHEIFURTEN.

The Convention on the Recognition and Enforcement of Foreign Arbitral Awards (also known as the
“New York Conventiem") shall apply to this Joint Venture Contract and to any arbitral award or order
resulting from any arbitration conducted hereunder. Judgment upon the award rendered by the
arbitrator may be entered in any court of record of competent jurisdiction in any country, or
application may be made to such court for judicial acceptance of the award and an order of
enforcement, as the law of such jurisdiction may require or allow. The Parties agree that the award
of the arbitral tribunal shall be the sole and exclusive remedy among them regarding any and all
claims and counterclaims presented to the tribunal. The Parties further agree that this arbitration
clause is an explicit waiver of any immunity or defense that may apply against the enforcement and
execution of any arbitral award or any judgment thereon.

(RWFIHTA B hR R 4 200 (R “H AN FERTASRAGRAIREFGEER
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The substantially prevailing Party in an arbitration proceeding shall be entitled, in addition to such
other relief as may be granted, to recover its attorneys' fees and costs, and the other Party shall pay all
coste of the arbitration. The arbitrator shall determine which of the Partics has substantially
prevailed based upon an assessment of which Party’s major arguments or positions taken in the
proceedings could fairly be said to have prevailed over the other Party'’s major arguments or positions
on major disputed issues.

TR NG — AR T R, NP RERROEAREEZS, MR
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Article 82
This contract is governed by and construed in accordance with Chinese law.
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A5 FEF R G P R .

Article 83

Tﬂk:is contract is executed in Shenzhen, China by the anthorized representatives of the partics on December
8%, 2007,

BIA=4

FEFAEMAHET 20074 12 A 8 BEFERINES-

Authorized representative of Hunchun Baoli Communication Co., Ltd. (Party A)
EFEDEEHIRAR (B sRpmR

e _
Signature (F) ’) {W

Date CHHAD -

Authorized representative of Superconductor Investments (Mauritius} Limited (Party B)
FESHE CBESRN HRAT (Z7) MHEBUE

Signature (4£%) - %@
Date (H#i) :

12 /g/s7
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EXHIBIT 10.25

Form of Technology and Trademark License Agreement

Superconductor Technologies Inc., a Delaware catmorSuperconductor Investments (Mauritius) Ltd (* STI ”) and BAOLI
Superconductor Technology Co, Ltd, a technologically-advanced contractual joint veatin the People’s Republic of ChinaBSTC "),
make this License of Technology and Trademark Agese (“License Agreement’) as of , 2007. Certain capitalized terms are
defined in Schedule A—Definitions.

Recitals

A. Hunchun BaoLi Communications Co. Ltd., a Chinesterprise (‘BaoLi Communications”) and STI have established BSTC as a
technologically-advanced contractual joint ventuvighin the territory, and under the laws, of tteople’s Republic of China to manufacture,
market and sell the Product in the Territory anchtmufacture the Product for export from the Teryitby sale to STI and its designees.

B. STI makes this License Agreement with BSTCt¢agnable it (i) to manufacture the Product inTeeritory so that BSTC may market and
sell such Product in the Territory and (ii) to mémiure the Product for export from the Territogydale to STI and its designees pursuant to
that certain Export Supply Agreement entered igtamd between the parties (the “Export Supply Agrest”); and, (b) to use certain marks
of STI in connection with the foregoing.

Now therefore, in consideration of the promises herein, andyfmyd and valuable consideration, the sufficienay teipt of which is
hereby acknowledged, and intending to be legallynido the parties hereby agree as follows:

1. Grant of Technology License

As of the Effective Date, STI grants to BSTC, sabje the limitations of this License Agreement,exclusive license, for a term of thirty
years (subject to earlier termination as provideceim), without any right to s-license, to use the Technology within the Teryitsolely to

the extent needed to make, reproduce, and mantgathe Product: (i) to market, sell, and offer$ate such Product solely for use within the
Territory, in every instance only for Qualified Wsend (ii) to sell such Product to STI and itsigieses for use outside the Territory pursuant
to the terms of the Export Supply Agreement. Ferakioidance of doubt, BSTC expressly agrees tialitense to use the Technology shall
not serve to restrict in any manner STI's exeroisaghts with regard to the Technology outside Treeritory. As an express condition of this
license, BSTC shall not have the right to modifycrate derivative works of the Technology withtha express permission of STI, nor to
the Technology to make, reproduce, manufacturekebasell, or offer for sale any products othemntttze Product. All rights not expressly
granted herein regarding the Technology are reddo/&TI.

2. Grant of Trademark License

As of the Effective Date, STI grants to BSTC, sabje the limitations of this License Agreement,exclusive, royalty-free license,
coterminous with the license of Section 1, withany right to sub-license, to use the Licensed Treadks only in connection with the
manufacture, sale and service of the Product withénTerritory, in each case only for Qualified §s@d only as the Product is permitted to
be manufactured, sold and serviced in conformitywhe license granted in Section 1.
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3. Related Services

3.1 Transition Assistance During the first yeaeathe Effective Date, (i) STI will supply BSTC wWikits for up to 500 units of the Product,
priced at direct material and labor cost plus 28%axeasonably requested by BSTC on not less thdayg0 notice and (i) STI will provide
reasonable consulting support to BSTC's effortagsembling the kits and acquiring and/or buildimg $pecialty equipment and fixtures
necessary to manufacture the Product in accordaiticehe training plan attached to this AgreemenSahedule E—Training Plan. BSTC
will pay for all costs required to send its teclahistaff to STI to be trained; as well as the exsgsn(living and travel costs within the Territc
of any STI staff while within the Territory. STI Wvpay for any travel costs to get its personnethi® Territory as required by the training pl
STI may sell any excess equipment and fixturesaiy hmave to BSTC as mutually agreed.

3.2 Manufacturing arrangements
If STI determines that it wishes to have the Produade in China, upon STI's request from time toeti BSTC will manufacture the Product
for sale by STI outside the Territory, priced tol 8T direct material and labor cost plus 20%.

The parties acknowledge that certain aspects ahtneufacturing process may be retained by STI basddctors including economics,
feasibility and regulatory climate. To the exteatsistent with compliance with any prohibitionst@a&xport of pertinent technology, STI will
sell to BSTC, priced to BSTC at direct material #atubr cost plus 20%, any components as to whiddtatins the manufacturing process.

4. Royalties; payment terms

4.1 Royalties

In consideration, and as a condition to the comtitoe, of the license granted under Section 1, BS¥l timely pay STI royalties equal to 1
greater of (i) 7% of Revenues for the correspondingrter or (ii) any applicable Minimum Royalty fie corresponding quarter. No paynm
of Minimum Royalty hereunder is creditable towardgalty due for future quarters.

4.2 Reporting; payment

During the term of this Agreement and for a pewddivo (2) years thereafter, BSTC shall keep anéthtam all books of account relating to
Revenue reasonably needed to support the calaulatimyalties under this Agreement at its printipifices, in conformity with generally
accepted accounting practices as observed in titedJ8tates. Within 15 days after the end of eadbnziar quarter, BSTC shall render a
Royalty Statement to STI. BSTC shall pay to STIntalty due for each calendar quarter within 1gsdafter the end of each calendar qui
by wire transfer in United States Dollars in regdiailable funds to an account designated by 81hé United States or such other place as
STI may identify.

STI may audit the books and records of BSTC rdiatinthe calculation of any Royalty Statement. BShall pay all costs and expenses of
any audit if it shows an underpayment in connectiith any such Royalty Statement by more than 5%.

4.3 Taxes

In the event that BSTC is required by the lawshefPeople’s Republic of China to withhold or decary taxes, levies, fees, imposts, duties
or similar charges (“Local Taxesfilom any payments hereunder to STI, or in the etlattpayments by BSTC to STI hereunder are otlse
subject to Local Taxes (in each case other thanakienal withholding tax on Chinese-source rogalipaid to nonresidents of China that is
currently imposed under Chinese domestic law (Weltholding
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Tax”), but only to the extent that the Withholdilfigx does not exceed a rate of 10%) then BSTC aillquch additional amounts to STI as
shall be necessary in order that the net amouogsved by STI, after withholding, deduction or pamhof such Local Taxes, equal the
amounts that would otherwise have been receivapb®Th pursuant to this License Agreement in theeabe of such Local Taxes.

5. Ownership matters

5.1 Technology

As between the parties, STI retains all title, éextept as expressly granted in this License Agesghall rights and interest in and to the
Technology and any and all portions thereof. BS€€hy grants to STI a perpetual royalty-free liegngth right to sublicense, to all rights,
titte and interest in and to any BSTC Technologliol license shall be non-exclusive for the Teryitand exclusive outside the Territory.
STI consents to the grant by BSTC to BaoLi Commatidnis of a perpetual, non-exclusive royalty-fieense for the Territory to all rights,
titte and interest in and to any BSTC Technology.

5.2 Licensed Trademarks

All right, title and interest in and to the Liceds€rademarks, other than the specific rights getdeBSTC in this License Agreement, are
retained by STI for its own use or license to sh&STC recognizes the value of the goodwill asgedi with the Licensed Trademarks and
acknowledges that (as between the parties) sudtivglbdelongs exclusively to STI. BSTC agrees ttigit will not assert any interest or
property rights in any rights included in the Lised Trademarks other than the license set foréing(i) all permitted uses of the Licensed
Trademarks by BSTC shall inure to the benefit af ba on behalf of STI; and (iii) nothing in thiscense Agreement shall give BSTC any
interest in the Licensed Trademarks other thamigie to use the Licensed Trademarks in accordariitethis License Agreement. BSTC
shall not attack, directly or indirectly, the vatidof the Licensed Trademarks or STI’s title intorthe Licensed Trademarks. BSTC will not
modify, enhance, or create a derivative work ofltleensed Trademarks gunior Marks ") without the prior written consent of STI, and ¢
will own all right, title and interest in and toetllunior Marks, including all intellectual properights therein. BSTC irrevocably transfers and
assigns to STI, and agrees to irrevocably trarefdrassign to STI, all right, title and interesaind to the Junior Marks, including all
intellectual property rights therein. At STI's rexgi and expense, during and after the term oLibense Agreement, BSTC will assist and
cooperate with ST in all respects (and will caiisemployees and subcontractors to assist andecatgpwith STI in all respects), and will
execute documents (and will cause its employeesaindontractors to execute documents), and widl talch further acts reasonably
requested by STI to enable STI to acquire, perfeaintain and enforce STI's intellectual propeights in and to the Junior Marks. BSTC
hereby appoints the officers of STl as BSTC’s a#tgrin-fact to execute documents on behalf of B&h@ its employees and subcontractors
for this limited purpose. BSTC also, on behalfteélf and its employees and subcontractors, ir@biydransfers and assigns to STI, and
agrees to irrevocably transfer and assign to S veaives and agrees never to assert, any andeadll mghts that BSTC or its employees or
subcontractors may have in or with respect to timtod Marks, even after termination of the licengesnted by this License Agreement.
BSTC will not register, nor attempt to registery arade name, domain name, service mark, or tradewlaich, in whole or in part,
incorporates or is confusingly similar to the Lised Trademarks.

5.3 Clearances
BSTC will be responsible for verifying that its usieany patent rights, trademark rights or othéellactual property rights related to the
manufacture, marketing or sale of the Productén th
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Territory, including the Technology and the Licesh§¢ademarks, does not violate intellectual propgghts of any other person.

5.4 Filings; costs

BSTC agrees to assist STI: (i) in recording thiselnise Agreement with appropriate government auteesvhere such recording is required
by law or regulation or where such recording isyi#ed or desired by STI; and, (ii) in applyingthre name of STI for patents and/or
trademarks on all or any of the Technology or tleehsed Trademarks in the Territory. BSTC shallapgily for any patents on the
Technology without the prior written consent of SAll costs associated with recording this LiceAggeement, the licenses granted herein
and registering, maintaining, or renewing rightsumd to the Technology or Licensed TrademarksenTirritory shall be borne by BSTC.

5.5 Infringements

If, at any time, BSTC learns that another partyrisnay be making unauthorized use of the Licensad@marks or the Technology, BSTC
agrees to give STI prompt notice of that infring@am&TI, at its option and for its own account, niale actions with respect to any such
infringement and any other infringements, and B&ig&ees to cooperate with STI (at the sole expehS&1) in connection with any action
taken by STI with respect to infringements.

5.6 Use
During the term of this License Agreement, BSTCeagrsufficiently to use and employ the Licensedk¥lao as to maintain and preserve the
legal validity and enforceability of the License@Ms in the Territory.

5.7 Quality Control

(i) Maintenance of Quality BSTC agrees that its manufacture of the Produtttita marketing and service thereof will be ofthgality and

at least of the quality offered by STI at the tithat this License Agreement is entered. BSTC aghextst will maintain the same level of
quality for its manufacture of the Product anchit@rketing and service thereof throughout the tefrthie License Agreement and throughout
any renewals thereof.

(i) Investigation. STI may periodically request samples of marketivegerials showing use of the Licensed Trademarksetv how BSTC

is using the Licensed Trademarks. BSTC shall comjitly all reasonable instructions given by STI 8TEC as to the use of the Licensed
Trademarks. STI will have the right to access BST@emises during normal business hours on reaadtance notice for the purpose of
inspecting the facilities used by BSTC in connettigth the manufacturing, marketing and servicéhef Product associated with the Licer
Trademarks in order to ensure the quality thereof.

6. Competition

6.1 Direct or indirect competition

During the term of this License Agreement, exceppermitted hereunder BSTC will not directly orinedtly promote market or sell any
products in or outside the Territory which compditectly or indirectly with any STI products, noillit assist any other person in doing so.

6.2 Notification of opportunities
If STI learns of any opportunity for marketing tReoduct within the Territory, it will promptly ndyi BSTC, and if BSTC learns of any
opportunity for marketing the Product outside tlerifory, it will promptly notify STI.
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7. Compliance with Law

7.1 Export

BSTC agrees to comply strictly with any and all $aand regulations of the United States applicabtae transfer of Technology and
Products, whether by sale, lease, license, tednasséstance, or any other means of distributioith\it limitation, in no case may BSTC
transfer any Technology or Products in any mannéo any party in violation of the Export Adminiation Regulations (15 CFR Parts 730—
774.1) or the regulations of the Office of Forefgsets Control, U.S. Treasury Department (31 CHRSP#0—598), or other U.S.
Government agency with jurisdiction of same. BShallsbe responsible for obtaining any and all G8vernmental approvals of such
transfers, with the reasonable assistance of Sii$. Agreement, and the license in Section 1, stwlrant any license to any technology to
the extent that such licensing is prohibited by apglicable laws, regulations or other US goverrinpeficies.

7.2 Civilian Use Only

None of the Technology transferred to BSTC by Sillllve applied to or in any other way used by BSd@esign or manufacture a
Product for use in a military environment or by gitary end-user. Without limiting the generality the foregoing, no Product designed or
manufactured by BSTC will be sold or otherwiseritistted, directly or indirectly, to any “entity” ahtified by the U.S. Government in
Part 744 of the Export Administration Regulatiomsto any customer who is classified as a “militangd user” by the U.S. Government
without the express advance approval by the U.Se@onent.

7.3 Law; Foreign Corrupt Practices Act

BSTC agrees to comply with all laws, statutes, l&tipns, rules, ordinances, orders, or other leg@glirements, including, but not limited to
the U.S. Foreign Corrupt Practices Act, and Chiri@secovering a similar subject matter, and to obtand maintain all licenses and permits
required to perform its obligations hereunder. B&bknowledges that the U.S. Foreign Corrupt Prastict, and Chinese law covering a
similar subject matter, specifically prohibits exyges or agents or consultants of Chinese or USSitatis corporations and their domestic
and foreign subsidiaries from offering or makingipents (whether made in China, the United Statedsewhere) to employees or agents of
foreign governments (or government controlled &sjtfor the purpose of influencing official actsdecisions. Payments or offers of payn
intended for government officials disguised as cengation to agents, consultant fees and the lidatei the law as much as direct payments
and are not to be made. BSTC agrees that: (i) dsdlesed or unrecorded account, fund, or assdtseather shall be established by it for
any purpose nor shall any account, fund, or asgediher be held in the name of another entitpenson; (ii) no false, misleading, or artific
entries shall be made in the books and recorditadreby the other for any reason and no arrangéthabresults in such entries or in any
arrangement that omits to make entries that prpmiduld be made; (iii) no payment from funds dfiei shall be approved or made by the
other with the intention or understanding that payt of such payment is to be used for any purptiser than that described by the
documents supporting such payment; and (iv) alhpayts of any nature made by either on behalf obther will be properly identified and
recorded by it, and be made only in accord withpgifwvisions of valid purchase orders, subcontrddés)ket orders, and written sales agency
or consulting agreements and that full value wéllrbceived for each such payment. BSTC furtheresgi@ adopt and apply the compliance
procedures applicable thereto reasonably approyédcensor and to conduct employee training andudit business transactions in a ma
and at such times appropriate to ensure compliaitbethe Foreign Corrupt Practices Act and simidawrs and regulations of such other
countries.
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8. Default and termination

8.1 Causes of termination

The licenses granted by Section 1 and 2 shall textmiif an Event of Default has occurred as pravideSection 8.2 and any non-defaulting
party elects to terminate such licenses. Suchdiegeshall also terminate on the termination oB8&C joint venture. The election by a party
to terminate such licensees shall not be the eixelusmedy, and such party shall retain any anceatledies available under law, equity, or
this License Agreement.

8.2 Events of Default
The occurrence of any of the following events shaiistitute arEvent of Defaulton the part of the party in respect of which suatne
occurs (the ‘Defaulting Party "):

(i) any material default in performance of, or any matdailure to comply with, this License Agreemeamtany other agreements, obligations
or undertakings of such party to the other pantyl the continuation of such default for thirty (2@ys following notice of such default
from the other party

(il the incorrectness in any material respect ofrapyesentation or warranty contained in this LieeAgreement or in any certificate or
document delivered hereund

(iii) the institution by a party of proceedings of aayure under any laws, whether now existing or egbently enacted or amended, for the
relief of debtors wherein such party is seekingefels debtor

(iv) ageneral assignment by a party for the bengéiteglitors, the admission by a party in writingitsfinability to pay its debts as they
mature, or the institution by a party of a procaegdinder any provision of bankruptcy or insolvefay as now existing or hereafter
amended or becoming effective;

(v) the appointment of a receiver for a party or a g&utim@l portion of its assets which appointmentads vacated within sixty (60) days after
the filing thereof

8.3 Effect of termination; remedies
The termination under Section 8.2 of the licensastgd by Sections 1 and 2 shall not relieve amy fisom its other obligations hereunder,
including any liability for past breaches.

9. Indemnification

9.1 Indemnification by STI

STI will defend, indemnify and hold harmless BSTi@l éts officers, directors, employees, shareholdarstomers, agents, and permitted
successors and assigns from and against any aledsldamage, settlement or expense (including kxpenses), as incurred, resulting from
or arising out of (i) any breach of this Licenserégment by STI or (ii) any third-party claim basedProduct sold by STI or its assignees
outside the Territory, other than claims arisingamjunction with a breach by BSTC of its obligatgursuant to this License Agreement.

9.2 Indemnity by BSTC

BSTC will defend, indemnify and hold harmless Siitlats officers, directors, employees, sharehold®=rstomers, agents, and permitted
successors and assigns from and against any aledsldamage, settlement or expense (including kxpenses), as incurred, resulting from
or arising out of (i) any breach of this Licenserégment by BSTC or (ii) any third-party claim basedProduct sold by BSTC or its
assignees, or any other activities of BSTC, wheithepnnection with the Licensed Trademarks or wtfige, other than claims arising in
conjunction with a breach by STI of its obligatigngsuant to this License Agreement.
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9.3 Procedure

() Notice. Promptly upon receipt by an indemnified partyaafotice of a claim by a third party that may gige to a claim hereunder, the
indemnified party shall give written notice theréotthe indemnifying party, although failure to slw shall not affect the right to
indemnification except to the extent of actual pdége.

(i) Control of defense The indemnified party shall allow the indemnifgiparty to assume control of the defense of an setion brougf
by a third party so long as such defense will bedoated by reputable attorneys retained by thenimifiging party at the indemnifying
party’s cost and expense and the indemnifying pagtges to be solely responsible for satisfyingcthiam. The indemnified party will
have the right to participate in such proceedingbta be separately represented by attorneys ofitschoosing at its own expen

(i) Effect. The indemnifying party may contest or settle #risd party claim on such terms as the indemnifypagty may choose; howev
the indemnifying party will not have the right, tvtut the indemnified party’s written consent, tttlseany such claim if such settlement
(i) arises from or is part of any criminal actiaujt or proceeding, (ii) contains an admission ofrwgdoing on the part of the indemnif
party, or (iii) provides for injunctive relief whicis binding on the indemnified party or limits itse of the Licensed Trademar

10. Confidentiality

10.1 Obligations

Each party agrees that (a) except as providedatid®el0.3, it shall maintain the confidential natwf any Confidential Information received
from the other party, and (b) it shall use suchfidiemtial Information solely for the purpose of ntiag its obligations under this License
Agreement and not in connection with any otherhess or activity. At the termination of the licemgganted under Sections 1 and 2, or any
time upon demand of a disclosing party, each optirties agrees to return any and all materialsaiming any Confidential Information.

10.2 Limitations on confidentiality obligations ande restrictions
The restrictions on use and the obligations of idemttiality contained in this License Agreementlwibt apply to any item or combination of
items of information (a) that the receiving parghaemonstrate (i) is then in the public domairabtg not attributable to such party, (i) is

receiving party from a third party source who te thceiving party’s knowledge after due inquirp@t and was not bound by confidentiality
obligations to the disclosing party, or (iv) waolm to the receiving party as shown by its writteaords prior to the date of disclosure
hereunder.

10.3 Actions if disclosure required

If the receiving party is requested pursuant taequired by, applicable law or regulation or bydeprocess to make any disclosure otherwise
prohibited hereunder, it shall provide the disaiggparty with prompt notice of such requests ouneanents prior to disclosure so that (a) the
disclosing party (with the reasonable cooperatibthe receiving party) may seek an appropriateqmtdte order or other remedy and/or

(b) the parties can seek in good faith to agretherappropriate scope and approach to disclodumepriotective order or other remedy is not
obtained, the receiving party may furnish only thattion of the Confidential Information which, tihe written opinion of counsel addressed
to the disclosing party, it is legally compelleddisclose and shall use its reasonable effortbtaiw confidential treatment for the

Confidential Information.
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10.4 Injunctions
The parties agree that remedies at law may be duede to protect against breach of this Articled) hereby agree to the granting of
injunctive relief without proof of actual damagereguirement for posting of a bond.

11. General

11.1 Relationship of parties

Nothing contained in this License Agreement willdmmstrued as creating any agency, partnershigther form of joint enterprise betwe
the parties. The relationship between the partidsatall times be that of independent contractdisither party will have authority to contr.
for or bind the other in any manner whatsoeversThitense Agreement confers no rights upon eithetypexcept those expressly granted
herein.

11.2 Authority

Each party represents that it has full corporateguand authority to enter into this License Agreetrand comply with the terms and
conditions hereof, and that the person signingltliense Agreement on behalf of such party has peaperly authorized and empowered to
enter into this License Agreement.

11.3 Warranty disclaimer

STI does not warrant that the Product or the Teldgyowill meet the needs of BSTC. STI warrants @ray Product or component
manufactured and delivered to BSTC by STI will, whizlivered, conform to the documentation and djpations provided by STI. STI will
replace any such STI Product that STI provides3d ® and that is defective, upon request by BSTCemthin thirty days after delivery of
the defective item and upon return of the defedten. EXCEPT AS EXPRESSLY PROVIDED IN THIS SECTIAN.3, STI MAKES NO
WARRANTIES TO ANY PERSON OR ENTITY, EXPRESS, IMPLIE STATUTORY OR OTHERWISE, REGARDING THE SUBJECT
MATTER OF THIS LICENSE AGREEMENT. STI SPECIFICALLDISCLAIMS ANY IMPLIED WARRANTIES OF
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOS, NOR ARE THERE ANY WARRANTIES CREATED BY A
COURSE OF DEALING, COURSE OF PERFORMANCE OR TRADEAGE. STI DOES NOT WARRANT THAT THE PRODUCT
WILL MEET BSTC’S OR ANY CUSTOMER’S NEEDS OR BE FRBEROM ERRORS, OR THAT THE OPERATION OF THE
PRODUCT WILL BE UNINTERRUPTED. THE FOREGOING EXCLUSNS AND DISCLAIMERS ARE AN ESSENTIAL PART OF
THIS AGREEMENT AND FORMED THE BASIS FOR DETERMININGHE ROYALTIES ASSESSED HEREUNDER.

11.4 Limitation of damages

STI's liability for damages from any cause of aotishatsoever, including liability for any claim iofringement of proprietary rights will not
exceed the value of its ownership interest in BSIAGo event will STI be liable for lost profits other incidental or consequential damages
of BaoLi Communications or of BSTC under any ciratamces whatsoever, even if advised of the poggibflsuch damages.

11.5 Governing law

This License Agreement and all disputes arisingoduatr related to this License Agreement, or thégrenance, enforcement, breach or
termination hereof, and any remedies relating toeeill be construed, governed, interpreted angliad in accordance with the laws of
California, without regard to conflict of laws pdiples. Except (i) with reference to enforcementhef obligations of Section 10, (ii) with
reference to enforcement of any final judgment aidtained, and (iii) as
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provided in this Section 11.5 and Section 11.6 sttie jurisdiction and venue for actions relateth®subject matter hereof will be state and
federal courts in Los Angeles, California and eatthe parties hereto submits itself to this exislgurisdiction and venue of such courts for
the purpose of such action. Each party acknowlettgests breach of this License Agreement may ed@usparable injury to the other for
which monetary damages may not be an adequate yerecbrdingly, and without prejudice from the dige resolution mechanisms of
Section 11.6, a party in the event of such a brégdhe other will be entitled without the requiremh for posting of any bond to seek
injunctions or other equitable remedy in any juididn through which the potential for irreparabigury may be mitigated or prevented.

11.6 Arbitration of disputes

(i)

(ii)

(iii)

(iv)

v)

(vi)

(vii)

The parties shall use reasonable effort®$solve and settle amicably through consultatioysdigpute, controversy or claim (a
“Dispute”) arising out of or in connection with shi.icense Agreement or its validity, interpretatiperformance, breach or
enforceability.

If any Dispute is not settled amicably thghuconsultations within one hundred twenty (120)sdaf one party’s receipt of the other
party’s notice of a Dispute, then any party invale the Dispute may elect to submit such Dispatarbitration, in which event such
Dispute shall be exclusively and finally settleddigding arbitration in Singapore under the auspimfethe Singapore International
Arbitration Centre through a sole arbitrat

The arbitration proceedings shall be conductatdiénEnglish language, and all documentation tcebeewed by the arbitrator or
submitted by the parties shall be in the Englistyleage. The arbitration tribunal shall apply théi&kation Rules of the United Nations
Commission on International Trade Law in effecthat time of the arbitration. However, if such rusge in conflict with the provisions
here set forth, including the provisions concernimgappointment of the arbitrator, the provisibese set forth shall preva

During arbitration, the parties shall perfothis License Agreement to the fullest extent jidesexcept for the matter or matters in
dispute.

The arbitrator shall render a written deaisio English stating its reasons for its decisiathim twelve (12) months of the request for
arbitration, and such award shall be final and inigdipon the parties without any right of reviewappeal. Any compensation shall be
calculated and paid in United States Doll;

The Convention on the Recognition and Enéonent of Foreign Arbitral Awards (also known as‘tNew York Convention”) shall
apply to this License Agreement and to any arbévedrd or order resulting from any arbitration cactéd hereunder. Judgment upon
the award rendered by the arbitrator may be entearady court of record of competent jurisdictionainy country, or application may
made to such court for judicial acceptance of thard and an order of enforcement, as the law df gwésdiction may require or alloy
The parties agree that the award of the arbititalital shall be the sole and exclusive remedy antibeign regarding any and all claims
and counterclaims presented to the tribunal. Thiegsafurther agree that this arbitration clausariexplicit waiver of any immunity or
defense that may apply against the enforcemenézecution of any arbitral award or any judgmenteba.

The substantially prevailing party in an arbitvatproceeding shall be entitled, in addition totsother relief as may be granted, to
recover its attorneys’ fees and costs, and ther gidugy shall pay all costs of the arbitration. Hubitrator shall determine which of the
parties has substantially prevailed based uporss@sament of which pa’s major arguments or positio
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taken in the proceedings could fairly be said teeharevailed over the other party’s major argumentsositions on major disputed
issues.

11.7 Attorneys fees

If the services of an attorney are required by ganyy to secure the performance of this Licensee@grent or otherwise upon the breach or
default of another party to this License Agreementf any judicial remedy or arbitration is necassto enforce or interpret any provision of
this License Agreement or the rights and dutieanyf person in relation thereto, the prevailingypahall be entitled to reasonable attorneys’
fees, costs and other expenses, in addition tam#rer relief to which such party may be entitledyfaward of damages following judicial
remedy or arbitration as a result of the breacthisfLicense Agreement or any of its provisionslishalude an award of prejudgment interest
from the date of the breach at the maximum amotimterest allowed by law.

11.8 Assignment; transfer

This License Agreement and the rights and obligativzereunder are not transferable or assignabfeuwutithe prior written consent of the
parties hereto, except that a person or entity adguires all or substantially all of the assetbuminess of STI, whether by sale, merger or
otherwise will have the right to assume all thdatsgand obligations of STI hereunder.

11.9 Notices
All notices will be in writing and sent by expressurier (with written acknowledgment of receipt) the following addresses, or such other
address as either party may provide under this@ett..9:

To BSTC: To STI:
Superconductor Technologies Inc. (STI)
Jilin Province 460 Ward Drive
People’s Republic of China Santa Barbara, CA 93111]|
. USA
Attention:

Attention: Chief Executive Office

11.10 Integration; severability

This License Agreement and all schedules, exhintsattachments hereto constitute the entire agneeilnetween the parties concerning the
subject matter hereof. This License Agreement oggland supersedes any prior verbal or writtennstatedings, communications, or
representations between the parties with respéts smbject matter. If any provision of this LicsenAgreement will be held to be illegal or
unenforceable, that provision will be limited oinghated to the minimum extent necessary so thatticense Agreement will otherwise
remain in full force and effect and enforceable.

11.11 Construction; headings

Unless the context otherwise requires, the tertudicg means “including but not limited to.” Thecten headings herein are provided for
ease of reference only and will have no legal ¢ffEkis Agreement has been negotiated by the gastibich have had reasonable access to
legal counsel. This Agreement will be fairly integfed in accordance with its terms, without anystarction in favor of or against either p:¢
as a result of having drafted any particular priovis
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11.12 Amendments; waivers; counterparts

This License Agreement may be amended or modifigg with the prior written consent of both partidhe failure by a party to exercise any
rights hereunder will not operate as a waiver chgparty’s right or any other right in the futufihis License Agreement may be executed in
counterparts, each of which will be deemed an oaigi

In witness whereof, each of the parties has caused this License Agreeto be executed as of the date first writtesvalby its duly
authorized officer.

Superconductor Investments (Mauritius) BAOLI Superconductor Technology Co,

LTD, a Delaware corporatic Ltd , a technologicall-advanced contractual joi
venture within the territory of the Peo’s
Republic of Ching

By: By:
Name: Name:
Title: Title:
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Schedule A- Definitions
“ BaoLi Communications” meansBAOLI Superconductor Technology Co, Ltd., a Chinese enterprise.

“ Confidential Information " means all oral, written or recorded informatidsoat or related to the party (or any of its sulzsigis or other
affiliates) or its or their technology, assetshiligies, or business, which is furnished by itfiadrs, directors, employees, agents or controlling
persons, whether furnished before or after the ldateof, and regardless of the manner in whichfitinished, together with any summaries,
extracts, analyses, compilations, studies or atbeuments or records prepared by the receiving parich contain, reflect or are generated
from such information, regardless of whether exijiédentified as confidential. Confidential Inforation also includes the Proprietary
Information and the Technology. For purpose ofifitation, the Licensed Trademarks are not Confidétnformation.

“ Documentation” means any documentation or materials includirigremce, user, installation, systems administratal technical guides
relating to the use of the Technology.

“ Effective Date” means the date ten days after the completiohetbntribution to the capitalization of BSTC ofdBaCommunications as
contemplated by the Joint Venture Contract betvigeoli Communications and STI dated December 8, 2007

“ BSTC Technology” means inventions or proprietary information tB&TC accomplishes or creates or to which BSTC aeguights,
other than the Technology.

“ BSTC " means Huichun BaoLi Superconductor TechnologyL@&h a technologically-advanced contractual joienhture in the People’s
Republic of China.

“ Junior Marks " is defined in Section 5.2.
“ Licensed Trademarks” means the marks identified on Schedule D—Desdonipof Licensed Trademarks.

“ Minimum Royalty " means (x) zero in each calendar quarter througbeimber 31, 2009 and (y) $250,000 per quarterdh ealendar
quarter thereafter.

“ Product " means STI's proprietary, cryogenic front-end igee product to improve the performance of bastiasta in wireless
telecommunication networks, more fully describediadisws:

The Product is comprised of (i) a fixed frequenitteif that passes the signals received from cedhghhandsets and rejects other frequencies
and (i) an amplifier that increases the levelhd signals that pass through the filter and addgslite noise in the process.

The filter is made using high temperature superaotat material, and because of the proprietiesisfrnaterial, the filter can select
frequencies to pass that are only slightly diffetban the frequencies that are rejected. Thicteity allows for example 849MHz to pass
filter, but 851MHz to be rejected, so that lessitbae millionth of the power leaks through thesfilat that frequency.

The amplifier is a cryogenically-cooled, low-noisalio-frequency amplifier. All amplifiers add soralkectronic noise to the signal that is
amplified, but because the Product’'s amplifierasled to -320F, the electronic noise that it addhé desired signal is minimized.
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The Product’s use is limited to serving cellulaséatations. Typically cellular base stations iseeparate antennas to receive the signals fol
cell phones, so each unit of the Product has ketdiand six amplifiers.

The filters and amplifiers are mounted in a smadllesure (called a micro-enclosure) which is thiaced inside a larger enclosure (called a
dewar). The dewar is then evacuated to providerthkisolation between the cryo-cooled micro-endleaand the ambient environment. A
cooler is then attached to the dewar to achievéotheemperatures necessary for the high temperatuperconductor to work. A control
board is added to monitor and control the functiofhe unit.

The Product will have each of two specific forms:

1) For use in the 850MHz CDMA cellular network, thrdy variation in the Product from that heretofarglemented in the United States is
an optimization of the filter (China uses only &-set of the frequencies used by the United Stdes optimum design would narrow the
filter used in STI's SuperLink product), and a mimaodification of the power supply.

2) For use in the TD-SCDMA network that is plantedperate in the 2,000MHz band, the only variatiothe Product from that heretofore
implemented in the United States is a modificatmoperate at 2,000MHz.

“ Proprietary Information " means all information of STI that is not geneydhown to the public, whether of a technical, bess or other
nature (including trade secrets, know-how and imfation relating to the technology, customers, kessmplans, marketing activities, finances
and other business affairs of STI), that is disetbly STI to BSTC in written, oral, electronic amdéther form or that is otherwise learned by
BSTC in the course of its discussions or dealinijs,wr its physical or electronic access to thengises of, STI, and that has been identified
as being proprietary and/or confidential or thathxy nature of the circumstances surrounding the@sure or receipt should reasonably be
construed as proprietary or confidential. Proprietaformation also includes (a) all informationnm®rning the existence and progress of the
parties’ dealings and the identity of STI's vendansl strategic partners and (b) the existencendftlze data generated by, field trials
involving STI's products.

“ Qualified Uses” of the Product means use by commercial and ewitelecommunications industry customers and sipllessly not
include military use of any type or nature, whettlieect or indirect.

“ Revenues’ means (a) gross revenues of BSTC or any successmsign received or earned from sales of thdueteeither (i) using any
Technology or (ii) associated with any LicenseddBraarks less (b) sales commissions paid to anyilietaid third party and less

(c) discounts and allowances to customers on sagmnues and less (d) related shipping and taxesvenues, but excluding (e) revenues
sales commissions on (i) the first 500 units ofdeiat built during the initial development periodtn the kits provided by STI as
contemplated herein and (ii) any sales from BSTSTbor its designees.

“ Royalty Statement” means a statement in English setting forth theeRaes during such quarterly period and a calaradf royalty due
for the period.

“ Technology” means (a) the Proprietary Information pertinenttte technology described on Schedule B—DescripifdProprietary
Information included in the Technology includedfie Technology, together with the Documentatiofivdeed by STI to BSTC

(b) corrections, updates, upgrades, enhancemeigases, fixes, new versions or other improvemahtsodifications to, and derivative
works of, such technology, Proprietary Informatén Documentation developed
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by BSTC, and (c) the inventions object of the pttéssued in China and patent filings made in Chivad& are identified on Schedule C—
Patents and Patent Applications, but only to therebof their embodiment in the Product and sdlefythe purpose of manufacture and sal
the Product as permitted by this License Agreentémt. Technology does not include any technologyinpart to certain aspects of the
manufacturing process retained by STI based onrfaatcluding economics, feasibility and regulatoliynate. The Technology does not
include any technology the licensing or transfewhfch is prohibited by any United States lawsutations or governmental policies. If any
technology otherwise licensed hereunder is excliyegtason of such laws, regulations or policies ot addressed through STI's retention
of aspects of the manufacturing process, STI vedl teasonable efforts to obtain any required UrSteties approval to include it in the
Technology.

“ Territory " means The People’s Republic of China, includiisgSpecial Administrative Regions of Hong Kong afatau, but excluding
Taiwan.
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Schedule B— Description of Proprietary Informationincluded in the Technology
A. Proprietary Information pertinent to the manudae of the Product includes information relatigetie following:

1. Facility/factory layout

(a) locations and specifications for areas sudanat®rial receiving, inspection, material storagsembly, test and shipping

(b) facility specifications such as electrical powequirements, liquid nitrogen plumbing, chilledter flow rates and clean room class
specifications

(c) process flow descriptions using commerciallgikable methodology for production planning such/atuie Stream Mapping and Just In
Time methods

2. Purchasing and procurement for precision mechagal and electronic parts
(a) disclosure of known vendors to produce partsexjuipment, such as electrical RF connectors vifElses, vacuum test equipment, circ
boards, hermitic seals, and precision machining

3. Final assembly and test

(a) final assembly and testing of RF filter assaeshlising commercially available electrical testipment

(b) routinization of assembly steps so as not quire special methods or techniques such as saigersl torque wrenches, etc.

(c) test equipment including noise figure meteRé&ameter network analyzer, digital power metegssgnal computers, and Agilent VEE or
Lab View and Microsoft SQL software

(d) Electrical testing including RF filter performee, system operating temperatures, and elecpricaér consumption at several different
temperature conditions found in a typical indoonteolled environment

4. Cooler assembly

(a) assembly of an enclosed cooler assembly udirasanic cleaning equipment, sand blasting, consralty available vacuum bake oven i
epoxy curing ovens, TIG welding equipment, pressesting, commercial vacuum leak tester, customnegsipment using commercially
available components, temperature monitor, netwoedyzer (mechanical frequency tuning), and Lalwvaad Microsoft SQL software

5. Micro Enclosure

(a) assembly of a mechanical/electrical assembhgudtrasonic cleaning equipment, mechanical hargwMiyachi wire soldering
equipment, Kulicke & Saffa (K&S) gold wire ball bder, and spot welding

(b) further elements of assembly including RF testising S-Parameter network analyzer, digital paneter, personal computer, and Lab
View and Microsoft SQL software

6. Dewar

(a) assembly of a mechanical vacuum housing witiagonic cleaning, LN2 handling, mechanical haréwatG welding, and commercially
available vacuum leak tester.

(b) evacuating during assembly an enclosed houwgitigcustom automated vacuum equipment which cesfscommercial available ON-
BOARD cryogenic vacuum pump and a Direct Logic 205troller system

(c) RF testing using noise figure meter, S-Paramedtvork analyzer, digital power meter, persomahputers, and Lab View and Microsoft
SQL software
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B. Proprietary Information pertinent to the cryoigperooling technology to cool the filters and arfiplis in the Product includes information
relative to the following:

There are two areas of application of the cryogeniging technology in the Product: the cooler #relDewar.

The cooler works by moving a piston back and feritn an electro magnet: the piston pushes heliusnbgaek and forth driving a displacer.
The displacer expands cold gas in one spot and iem®gs hot gas in another spot, pumping heat awaythe cryogenic end. Proprietary
technology is used to ensure that there is nddricis the piston and displacer move back and &dytut sixty times per second. The
cryogenic end of the cooler cools the filter anchlifier to a temperature of -320F, while the hegéct end of the cooler stays just a few
degrees above ambient. Proprietary technology [garad throughout the cooler to enable it to waskrectly over an extended lifetime with
a low failure rate.

The Dewar works by reducing the heat flow. The Dengduces all the three sources of heat flow: cotime, conduction, and radiation.
Convection is eliminated by maintaining a vacuurtwieen cold and ambient parts. The high vacuum istaiaed for years using proprietary
technology. Conduction is reduced using proprietachnology to connect the cold and ambient pagsether. Finally radiation is reduced
with the careful choice of features and surfacemgiproprietary technology.
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Schedule C—- Patents and Patent Applications

Issued Patents in China

Patent Nc Title Inventors Docket Filing Date Serial No Issue Date Descriptior

Z1.01808625.X Stirling Cycle Hanes OMM 0164 16-Apr01 01808625. 16-Feb5 STI's
Cryocooler with current
Optimized Cold End cooler
Design design

Pending Patent Applications in China

Serial No Title Docket Inventors Filing Date Status Description
3804170.7 Method and Apparatus for MNG 0056 Ye 19-Feb-03 publishe:

Minimizing Intermodulation

With an Asymmetric

Resonato

3805589.9 Resonator and Coupling MNG 0057 Ye 10-Mar-03 publishe:
Method and Apparatus for a
Microstrip Filter

200480036124.X Cryocooler Cold-end MNG 0063 O’Baid, 23-Jun-06 publishe: deep draw
Assembly Apparatus and Hanes housing
Method
200480035702.8 Growth of In-situ Thin Films OMM 034¢< Moeckly, 08-May-06 publishe: RCE
by Reactive Evaporatic Ruby
20058004737 RF-Properties-Optimized OMM 036& Moeckly, 23-Jun-07 pending substitutiol
Compositions of (RE) Willemsen
Ba2Cu307-d Thin Film
Superconductors Peng,
Gilantsev
PCT/US2005/0428¢ Systems and Methods for WAK 0004 Tsuzuki, 30-Jul-07 pending our
Tuning Filters Hernande: “omnibus”
tuning
Willemsen application
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Schedule D— Description of Licensed Trademarks

Trademark Serial No. Filing Date Registration Date Country

Schedule E- Training Plan
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EXHIBIT 21

SUBSIDIARIES OF SUPERCONDUCTOR TECHNOLOGIES INC.

Conductus, Inc., a Delaware corporation
STI Investments Limited, a British Virgin Islandsrapany
Superconductor Investments (Mauritius) Limited, auvtius company






EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation byresfee in the Registration Statements on Form SI8 Kos. 333-50137, 333-90293, 333-
56606, 333-89184, 333-102147, 333-105193, 333-10658 333-126121) and the Registration StatemenEoan S-3 (File Nos. 333-
65035, 333-48540, 333-71958, 333-84914, 333-99833,102186, 333-106589, 333-111818, 333-117107388e148115) of
Superconductor Technologies Inc. of our reportdidiarch 27, 2008 relating to the consolidated foialnstatements and financial statement
schedule, which appears in this Form 10-K.

/s STONEFIELD JOSEPHSON, INC.

Los Angeles, California
March 27, 2008






EXHIBIT 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation byresfee in the Registration Statements on Form SI8 Kos. 333-50137, 333-90293, 333-
56606, 333-89184, 333-102147, 333-105193, 333-10658 333-126121) and the Registration StatemenEoan S-3 (File Nos. 333-
65035, 333-48540, 333-71958, 333-84914, 333-99833,102186, 333-106589, 333-111818, 333-117107388e148115) of
Superconductor Technologies Inc. of our reportdidfarch 3, 2006 except for the reverse stock ditussed in note 2, as to which the date
is March 13, 2006, relating to the consolidatedificial statements and financial statement schedhlieh appears in this Form 10-K.

/sl PRICEWATERHOUSECOOPERS LLP

Los Angeles, California
March 27, 2008






EXHIBIT 31.1

Statement Pursuant to Section 302 of the Sarbanes«@y Act of 2002 by
Principal Executive Officer and Principal Financial Officer
Regarding Facts and Circumstances Relating to Exclmge Act Filings

[, Jeffrey A. Quiram, certify tha
1. I have reviewed this annual report on Forr-K of Superconductor Technologies In

2.  Based on my knowledge, this report does notadio any untrue statement of a material fact oit torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4.  The registrant’s other certifying officer anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed uni
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation;

d) Disclosed in this report any change in #hgistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reportir

5.  The registrant’s other certifying officer anldave disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b) any fraud, whether or not material, thabires management or other employees who have #iségn role in the registrant’s
internal control over financial reportin
Date: March 27, 2008

/sl Jeffrey A. Quiram
Jeffrey A. Quiram
President and Chief Executive Offic







EXHIBIT 31.2

Statement Pursuant to Section 302 of the Sarbanes«@y Act of 2002 by
Principal Executive Officer and Principal Financial Officer
Regarding Facts and Circumstances Relating to Exclmge Act Filings

[, William J. Buchanan, certify ths
1. I have reviewed this annual report on Forr-K of Superconductor Technologies In

2.  Based on my knowledge, this report does notadio any untrue statement of a material fact oit torstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

4.  The registrant’s other certifying officer anare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being preszh

b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed uni
our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation;

d) Disclosed in this report any change in #hgistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reportir

5.  The registrant’s other certifying officer anldave disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) all significant deficiencies and materialakeesses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refptahcial information; an

b) any fraud, whether or not material, thabiwes management or other employees who have Hiségn role in the registrant’s
internal control over financial reportin

Date: March 27, 2008

/s/ William J. Buchanar
William J. Buchanan
Controller, Principal Financial Officer,
Principal Accounting Officer







EXHIBIT 32.1

Statement Pursuant to Section 906 the Sarbanes-Oyléct of 2002
By
Principal Executive Officer and Principal Financial Officer
Regarding Facts and Circumstances Relating to Exclmge Act Filings

Dated: March 27, 2008

I, Jeffrey A. Quiram, Chief Executive Officef Superconductor Technologies Inc, herby certifsttto my knowledge, that:

1. the accompanying Annual Report on Form 16F&uperconductor Technologies for the annualogeended December 31, 2007 (the
“Report”) fully complies with the requirements oé&ion 13(a) or 15(d), as applicable, of the S¢iesrand Exchange Act of 1934, as
amended; and

2. the information contained in the Reportlyapresents, in all material respects, the finahcondition and results of operations of
Superconductor Technologies Inc.

IN WITNESS WHEREOF, the undersigned has exatthis Statement as of the date first written abov

/sl Jeffrey A. Quiram
Jeffrey A. Quiram
President and Chief Executive Offic







EXHIBIT 32.2

Statement Pursuant to Section 906 the Sarbanes-Oyléct of 2002
By
Principal Executive Officer and Principal Financial Officer
Regarding Facts and Circumstances Relating to Exclmge Act Filings

Dated: March 27, 2008
[, William J. Buchanan, Controller of Superdaotor Technologies Inc, herby certify that, to kmpwledge, that:

1. the accompanying Annual Report on Form 16F&uperconductor Technologies for the annualogeended December 31, 2007 (the
“Report”) fully complies with the requirements oé&ion 13(a) or 15(d), as applicable, of the S¢iesrand Exchange Act of 1934, as
amended; and

2. the information contained in the Reportlyapresents, in all material respects, the finahcondition and results of operations of
Superconductor Technologies Inc.

/s/ William J. Buchanar
William J. Buchanan
Controller, Principal Financial Officer,
Principal Accounting Officet




