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As of September 26, 2003, there were 12,576,263 shares of the
registrant's common stock, $0.001 par value, outstanding, and the aggregate
market value of the voting stock held by non-affiliates of the registrant was
approximately $39.1 million based on the last reported sale price on the Nasdaqg
National Market on that date.

DOCUMENTS INCORPORATED BY REFERENCE

The Proxy Statement of Globecomm Systems Inc. relative to the 2003
Annual Meeting of Stockholders to be held on November 18, 2003, is incorporated
by reference into Part III of this Annual Report on Form 10-K.

PART I
ITEM 1. BUSINESS
OVERVIEW

Globecomm Systems Inc., or Globecomm, was incorporated in Delaware in
August 1994. We offer end-to-end, value-added satellite-based communications
infrastructure and services. We do this by leveraging our core satellite ground
segment systems and network capabilities, with the satellite services
capabilities that are generally provided by our wholly-owned subsidiary, NetSat
Express, Inc., or NetSat. The services we offer include wide area network
connectivity, broadband connectivity to end users, Internet connectivity,
content delivery network services, media distribution and other network services
on a global basis. To provide these services, we engineer all the necessary
satellite and terrestrial facilities as well as provide the integration services
required to implement those facilities. We also operate and maintain these
communications services on an ongoing basis. Our customers generally have
network service requirements that require point-to-point or point-to-multipoint
connections via a hybrid network of satellite and terrestrial facilities, and
include communications service providers, commercial enterprises, multinational
corporations, Internet Service Providers, or ISPs, broadcasters and other
content providers and government entities. Our service business 1is built on the
foundation of our core business as a supplier of ground segment systems and
networks for satellite-based communications. We provide these ground segment
systems and networks on a contract basis. These implementations include the
necessary hardware and software to support a wide range of network applications
using satellite, broadcast and terrestrial technologies.

We provide end-to-end satellite-based service solutions around the
world. We are able to offer these "one stop shopping" solutions by providing
both systems infrastructure and related network services for our customers.
NetSat provides the network services required for us to offer end to end
solutions to ISPs, commercial enterprises, broadcasters and government customers
for a wide range of network service solutions, including Internet backbone
connectivity, content delivery network applications, back-office capabilities,
communications points of presence, or POP, infrastructure, and network
management services.

SERVICES AND PRODUCTS
OUR GROUND SEGMENT SYSTEMS AND NETWORKS
We design, engineer, integrate and install satellite-based ground

segment systems and network solutions for the complex and changing
communications requirements of our customers. Our ground segment systems
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typically consist of an earth station and ancillary subsystems. An earth station
is an integrated system consisting of antennas, radio signal transmitting and
receiving equipment, modulation/demodulation equipment, monitor and control
systems and voice, data and video network interface equipment. Ancillary
subsystems may include microwave links or fiber optic links for the transmission
of communications traffic to a central office, or generators for emergency power
requirements. Our customizable modular earth stations may be sold separately as
stand-alone ground segment systems or may be used as building blocks to be
integrated into a complete ground segment system or network. We believe that
this modular approach allows us to engineer our ground segment systems and
networks to serve client-specific service requirements rapidly, cost-effectively
and efficiently with minimal site preparation. All of our earth stations are
configurable to conform to applicable satellite standards.

MODULAR BUILDING BLOCK EARTH STATION MBB 2001 (TM) These earth stations
provide point-to-point high-capacity data links and hubs for satellite networks.
Generally, all electronics are housed in an indoor equipment enclosure.

COMMERCIAL TERMINAL CTF 2001 (TM) This family of earth stations
encompasses a range of general purpose, medium-capacity earth stations, and is
principally used by corporate, common carrier and government networks.
Generally, all radio frequency electronics are housed in weatherproof enclosures
mounted on the antenna. The satellite modem is housed in an indoor equipment
enclosure.

COMPACT EARTH STATION CES 2001 (TM) We designed this family of digital
earth stations to be used principally to provide limited capacity to areas with
limited or no telecommunications infrastructure. These earth stations integrate
radio frequency and satellite modem components into one antenna mounted package.

EXPLORER C/K TRANSPORTABLE EARTH STATION. We designed this family of
digital earth stations primarily for emergency communications and news
gathering. The group is comprised of portable, modular earth stations designed
to be quickly deployed and operated anywhere in the world. The latest model, the
Explorer Ku, incorporates technology from the Compact Earth Station product line
to minimize cost, size and weight. All components are mounted in separate cases,
which are small enough to be easily transported by commercial carriers,
including airplanes and trucks.

OUR COMMUNICATIONS SERVICES

We tailor our communication services to meet our customers' needs by
offering standardized services and custom-engineered solutions. Our standardized
services may be sold separately or may be used as building blocks as a part of a
custom-engineered solution. We use our expertise in satellite communications,
Internet Protocol, communications networks and information technology in
designing our custom-engineered solutions.

Globally, telecommunications networks are moving rapidly toward
Internet Protocol based networks and services based on the lower cost of
implementation and the flexibility these networks offer. Satellite-based
communications complement this trend as many of the regions in the world lack
the next generation terrestrial networks required to accommodate the rapid and
reliable transmission of the vast amounts of information underlying the growth
in traffic. Globecomm is a network service provider that offers next generation
network services to service providers, ISPs, enterprises, broadcasters and
governments around the world. We combine satellite and terrestrial
communications networks to provide customers high-speed access services to the
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United States Internet backbone, corporate headquarters, government offices, as
well as the public switched telephone network for private networks. We currently
have customers for which we are providing such network services in Africa, the
Middle East, Central and South America, Eastern and Central Europe and the Asia
Pacific Region.

STANDARDIZED SERVICES

SKYBORNE (SM) This service offering provides point to multipoint content
delivery of multimedia content. Skyborne is a video, audio and data satellite
solution that serves retailers, enterprises, broadcasters, and government
agencies. SkyBorne's mission is to provide highly customized and cost-effective
broadcast and value-added solutions to these market segments. There are a number
of market trends that may require the SkyBorne solution. Retailers are beginning
to understand the importance of video promotions within their retail outlets and
have developed cost models that are leading them to deploy nationwide digital
signage networks. Corporations are increasingly using streaming and stored video
for training and internal communications and are finding that their current
terrestrial infrastructures are not able to meet the demands of video. Retailers
are beginning to understand the need for customization of video and audio in
their outlets and are looking for technologies which allow increased flexibility
and customization. Training has become a more important focus for many
enterprises, especially retailers, due to increased rates of turnover and the
quickening pace of market and technology changes.

ACCESS PLUS(TM) This service offering provides point to point and point
to multipoint Internet connectivity for ISPs, service providers, broadcast,
government and enterprise customers. These services provide asymmetrical forward
and return links optimized for Internet applications. We offer two way satellite
Internet connectivity as well as one way satellite Internet connectivity with
terrestrial return. Our Internet access services, marketed under the Access
PlusTM brand name, provide high-speed access to the United States Internet
backbone. As part of this offering we provide the necessary satellite
transmission services, terrestrial transit and routing services, earth stations
and installation services.

WIDE AREA NETWORK ANYWHERE (TM) This service offering provides
high-speed networking between major POPs. We are currently providing
point-to-point service to customers who require connections from our Long Island
International Teleport in New York to POPs in Latin America and the Middle East.

ISDN ANYWHERE (TM) This service offering provides full-time connections
at rates of 64 Kbps and 128 Kbps to geographically dispersed locations. We can
provide these services to organizations needing full-time digital connections
for voice, data and video conferencing in locations around the world where the
terrestrial infrastructure is inadequate or unavailable.

BANDWIDTH ON DEMAND ANYWHERE (TM) This service offering provides
high-speed data connections for intermittent use through a bandwidth
subscription service. It provides data rates up to 2 Mbps to geographically
dispersed locations. Customers who have high bandwidth requirements use this
service to reduce their costs when they only need intermittent services, like
emergency communications services. We currently offer this service in
cooperation with Agility Recovery Solutions, or Agility, for business restoral
requirements.

CUSTOM ENGINEERED SOLUTIONS
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The following is an example of how we provide custom-engineered
communications solutions for one of our customers:

THE CHALLENGE. We were selected by Agility to design, implement and
operate a business restoral network for its call center restoral customers. The
design of this solution required advanced Internet Protocol network engineering
to build in the flexibility required by the Agility business model.

THE SOLUTION. We designed, implemented and continue to operate the
Agility business restoral network including routing, satellite-terrestrial
transmission, twenty-four hours a day, seven days a week network operations and
automatic call distribution. Agility provides communications and information
technology, or IT, restoral solutions in case of service interruption at call
centers and corporate IT facilities. The solutions we provide are based on
Internet Protocol routed networks that provide the flexibility needed to
cover both voice and data traffic, and in order to allow the network to be
reconfigured rapidly to meet the restoral requirements of different customers.
The call center restoral solution includes a mobile recovery trailer with
telephones and computers for call center operators. The mobile recovery trailer
is set up near the facility where the call center operators normally work. When
working in the mobile recovery trailer because of an interruption of service
within the permanent facility, the call center operators are connected to the
public switched telephone network and the appropriate computer data bases via a
satellite connection from the mobile recovery trailer to us. We operate the
restoral network twenty-four hours a day, seven days a week and are prepared to
provide end to end service when a customer of Agility declares a need for
service. We are marketing this capability to the United States Government for
Homeland Security requirements.

[GRAPHIC OMITTED]
SALES AND MARKETING

We market our products and services to communications services
providers, commercial enterprises, ISPs, broadcasters and other content
providers and government entities. We have structured our sales and marketing
approach to respond effectively to the opportunities in the communications
services market, as well as the traditional ground segment systems and networks
market. Our marketing activities are organized regionally, as well as on an
industry-specific basis. We use both direct and indirect sales channels to
market our services and products. Our direct sales force focuses on
industry-specific markets, including government, broadcast and commercial
enterprises

Our regional business teams sell and market our communications services
and ground segment systems and networks internationally. These regional business
teams are responsible for orders and programs in the regions to which they are
assigned, as

well as for the delivery of our products and services and for account management
of our existing customers. Currently, we have business teams responsible for the
Americas, the Asia-Pacific region, Africa, the Middle East and Europe.

These regional business teams work together to identify, develop and
maintain customer relationships through local sales representatives, sales
executives and account managers. Together, they develop close and continuing
relationships with our customers. Our sales representatives in these regions
provide a local presence and identify prospective customers for our sales
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executives. Our account managers may also function as project engineers for
network integration and service initiation programs for their accounts. We
believe this account management focus provides continuity and loyalty between
our customers and us. We also believe that our approach fosters long-term
relationships that lead to follow-on work and referrals to new customers. These
accounts also provide us with a market for the new products and services that we
develop. In addition, we obtain sales leads for new customers through referrals
from industry suppliers.

We have sales and marketing staff located at our headquarters in
Hauppauge, New York, as well as in Hong Kong, Dubai, and the United Kingdom. Our
office in the United Kingdom is part of our wholly-owned subsidiary, Globecomm
Systems Europe Limited. These offices provide both sales and technical support
in the regions for which they have responsibility. As of June 30, 2003, we
employed 37 persons with sales and marketing responsibility, of which 15 are
full-time sales executives and 22 have dual engineering and sales and marketing
responsibilities.

Our marketing program is intended to build national and international
awareness of our brand. We use direct mailings, print advertising to targeted
markets and trade publications to enhance awareness and acquire leads for our
direct and indirect sales teams. We create brand awareness by participating in
industry trade shows sponsored by organizations like the International
Telecommunications Union, the National Association of Broadcasters and the
Communications Managers Association. We also provide marketing information on
our web site and conduct joint marketing programs with sales representatives in
various regions to reach new customers.

NetSat's marketing strategy is carried out primarily through
Globecomm's sales channels including Globecomm's direct sales staff and the
regional business teams, as well as direct sales and marketing through the World
Wide Web.

CUSTOMERS

We have established a diversified base of customers in a variety of
industries. Our customers include communications services providers, commercial
enterprises, multinational corporations, ISPs, broadcasters and other content
providers and government entities. We typically rely upon a small number of
customers for a large portion of our revenues. We expect that in the near term a
significant portion of our revenues will continue to be derived from a limited
number of customers (the identity of whom may vary from year to year) as we seek
to expand our business and customer base.

BACKLOG

At June 30, 2003, our backlog was approximately $58.0 million compared
to approximately $80.3 million at June 30, 2002. Our backlog was reduced by
$35.8 million, as a result of customer contracts assigned to vendors, pursuant
to settlement agreements reached in February 2003 and October 2002. We record an
order in backlog when we receive a firm contract or purchase order, which
identifies product quantities, sales price, service dates and delivery dates.
Backlog represents the amount of unrecorded revenue on undelivered orders and
services to be provided and a percentage of revenues from sales of products that
have been shipped where installation has not been completed and final acceptance
has not been received from the customer. Our backlog at any given time is not
necessarily indicative of future period revenues. A substantial portion of our
backlog is comprised of large orders, the cancellation of any of which could
have a material adverse effect on our operating results. For example, at June
30, 2003, $32.8 million, or approximately 56.5%, of our backlog represented
contracts with seven customers. We cannot assure you that these contracts or any
others in our backlog will not be cancelled or revised. See "Risk Factors"
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COMMUNICATIONS INFRASTRUCTURE

We built and own the teleport facility located at our headquarters in
Hauppauge, New York. We are a member of the World Teleport Association (WTA) and
were awarded the Teleport Operator of the Year award from the WTA for the year
2000. Our teleport is designed to meet the most stringent requirements for
high-speed data communications requirements. This teleport is used to transmit
and receive signals from satellites positioned to serve customers in Latin
America, the United States, Canada, Europe, the Middle East and Africa. Our
teleport uses redundant critical systems and uninterruptible power supplies with
back-up power generation.

We also lease teleport services in Los Angeles to transmit and receive
signals from satellites positioned to serve customers in the Pacific Rim region.
Connection to the United States Internet backbone in Los Angeles is achieved
through leased fiber optic circuits.

We lease transponder capacity to meet the bandwidth needs of our
customers. We lease multiple, redundant, high-capacity fiber connections to
provide reliable Internet data, voice and data traffic to locations in New York
City where it interconnects with telecommunications service providers and the
United States Internet backbone.

We have built and staff a network operations center, or NOC, to manage
customer circuits. The NOC operates twenty-four hours per day, seven days per
week to monitor customer circuits, respond to customer inquiries and initiate
new services. Customers can purchase or lease from us, as a part of its service,
the equipment needed at the customers' locations to transmit and receive the
satellite signals. We also offer installation and maintenance services for this
equipment.

PRODUCT DESIGN, ASSEMBLY AND TESTING

We assign a project team to each contract into which we enter. Each
team is led by a project engineer who is responsible for execution of the
project. This includes engineering and design, assembly and testing,
installation and customer acceptance. A project may include engineers,
integration specialists, buyer-planners and an operations team. Our standard
satellite ground segment systems are manufactured using a standard modular
production process. Typically, long-term projects require significant
customer-specific engineering, drafting and design efforts. Once the system is
designed, the integration specialist works with the buyer-planner and the
operations team to assure a smooth transfer from the engineering phase to the
integration phase. The integration phase consists mainly of integrating the
purchased equipment, components and subsystems into a complete functioning
system. Assembly, integration and test operations are conducted on both an
automated and manual basis.

We provide facilities for complete in-plant testing of all our systems
before delivery in order to assure all performance specifications will be met
during installation at the customer's site. We employ formal total quality
management programs and other training programs, and have been certified by the
International Organization of Standards quality certification process for ISO
9001, a standard that enumerates specific requirements an organization must
follow in order to assure consistent quality in the supply of products and
services. The certification process qualifies us for access to virtually all
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domestic and international projects, and we believe that this represents a
competitive advantage.

RESEARCH AND DEVELOPMENT

We have developed internal research and development resources in
Internet Protocol networks, content delivery networks, broadcast systems,
network management systems, and system products. The costs of developing new
technologies are funded partially by the investments made by us and partially by
development funded by specific customer program requirements. This approach
provides us with a cost-effective means to develop new technology, while
minimizing our direct research and development expenditures. Furthermore, we
believe that our research and development capabilities allow us to offer added
value in developing solutions for our customers, while at the same time we
maintain the opportunity to develop products through our strategic supplier
relationships. Our internal research and development efforts generally focus on
the development of products and services not available from other suppliers to
the industry. Current efforts are focused on developing content delivery network
technology for our enterprise customers, broadcast systems technology for our
service provider customers and broadcast customers, network management system
products for all our earth terminal and network customers and customizable
systems for our government customers. For the years ended June 30, 2003, 2002
and 2001, we have incurred approximately $0.8 million, $1.2 million, and $0.9
million, respectively, in internal research and development expenses.

COMPETITION

In the satellite ground segment systems and networks market, we believe
that our ability to compete successfully is based primarily on management's
reputation and the ability to provide a solution that meets the customer's
requirements, including competitive pricing, performance, on-time delivery,
reliability and customer support.

In the communications services market, we believe that our ability to
compete successfully is based primarily on management's reputation and providing
prompt delivery and initiation of service, competitive pricing, consistent and
reliable connections and high-quality customer support.

Our primary competitors in the satellite ground segment systems and
networks market generally fall into two groups: (1) system integrators like IDB
Systems, a division of MCI and (2) equipment manufacturers who also provide
integrated systems, like Andrew Corporation and Tripoint Global.

In the end-to-end satellite-based communication solutions and
communications services markets, we compete with other satellite communication
companies who provide similar services, like Verestar. In addition, we may
compete with other communications services providers like MCI, and satellite
owners like Panamsat, Loral Skynet, New Skies Satellites N.V. and Intelsat. We
anticipate that our competitors may develop or acquire services that provide
functionality that is similar to that provided by our services and that those
services may be offered at significantly lower prices or bundled with other
services. In addition, we anticipate that continuing deregulation worldwide is
expected to result in the formation of a significant number of new competitive
service providers over the next two or three years.

Current and potential participants in the markets in which we compete
have established or may establish cooperative relationships among themselves or
with third parties. These cooperative relationships may increase the ability of
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their products and services to address the needs of our current and prospective
customers. Accordingly, it is possible that new competitors or alliances among
competitors may emerge that will enable them to acquire significant market share
rapidly. We believe that increased competition is likely to result in price
reductions, reduced gross profit margins and loss of market share, any of which
would have a material adverse effect on our business, results of operations and
financial condition.

INTELLECTUAL PROPERTY

We rely heavily on the technological and creative skills of our
personnel, new product developments, computer programs and designs, frequent
product enhancements, reliable product support and proprietary technological
expertise in maintaining our competitive position. We have secured patent
protection on some of our products, and have secured trademarks and service
marks to protect some of our products and services.

We currently have been granted three patents in the United States, one
for remote access to the Internet using satellites, another for satellite
communication with automatic frequency control and most recently, we have been
granted a patent concerning a monitor and control system for satellite
communications networks and the like. We have two other patents pending in the
United States, one for implementing facsimile and data communications using
Internet protocols and another for a distributed satellite-based cellular
network. We currently have one Patent Cooperation Treaty patent application
pending for implementing facsimile and data communications using Internet
protocols. We also intend to seek additional patents on our technology, if
appropriate. We have filed applications for trademark registration of Globecomm
Systems Inc., Globecomm and GSI in the United States and various other
countries. NetSat has received trademark registration for NetSat in the United
States, the European Community, Russia and Brazil. We have also received
trademark registrations in the United States for MBB2001TM, CTF2001TM, CES2001TM
and AXXSYSTM, which relate to our customizable modular earth stations, and for
Impact TM, which relates to our customizable ISP solutions. We have other
trademarks and service marks pending and intend to seek registration of other
trademarks and service marks in the future.

GOVERNMENT REGULATIONS
OPERATIONS AND USE OF SATELLITES

We are subject to various federal laws and regulations, which may have
negative effects on our business. We operate Federal Communications Commission,
or FCC, licensed earth stations in Hauppauge, New York, subject to the
Communications Act of 1934, as amended, or the FCC Act, and the rules and
regulations of the FCC. Pursuant to the FCC Act and FCC rules and regulations,
we have obtained and are required to maintain radio transmission licenses from
the FCC for both domestic and foreign operations of our earth stations. We have
also obtained and are required to maintain authorization issued under Section
214 of the FCC Act to act as a telecommunications carrier, which authorization
also extends to NetSat. These licenses should be renewed by the FCC in the
normal course as long as we remain in compliance with FCC rules and regulations.
However, we cannot guarantee that additional licenses will be granted by the FCC
when our existing licenses expire, nor can we assure you that the FCC will not
adopt new or modified technical requirements that will require us to incur
expenditures to modify or upgrade our equipment as a condition of retaining our
licenses.

We are also required to comply with FCC regulations regarding the
exposure of humans to radio frequency radiation from our earth stations. These
regulations, as well as local land use regulations, restrict our freedom to
choose where to locate our earth stations.
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NetSat does not currently hold any FCC licenses, permits, or
authorizations independent of those held by us, nor does it currently provide
any FCC regulated services. Therefore, it is not subject to the FCC Act or FCC
rules and regulations. However, NetSat may hold such licenses, permits, or
authorizations, or provide these services in the future, and would then be
required to comply with the FCC requirements.

COMMON CARRIER REGULATION

We currently provide services to our customers on a private carrier and
on a common carrier basis. Our operations as a common carrier require us to
comply with the FCC's requirements for common carriers. These requirements
include, but are not limited to, providing our rates and service terms, being
forbidden from unjust and unreasonable discrimination among customers, notifying
the FCC before discontinuing service, and complying with FCC equal employment
opportunity regulations and reporting requirements.

We do not currently provide telecommunications services between points
in the same state and so are exempt from state regulation of our services.
However, we could become subject to state telecommunications regulations if we
did provide intrastate telecommunications services.

FOREIGN OWNERSHIP

The FCC Act and FCC regulations impose restrictions on foreign
ownership of our earth stations. These requirements generally forbid more than
20% ownership or control of an FCC licensee by non-United States citizens and
more than 25% ownership of a licensee's parent by non-United States citizens.
The FCC may authorize foreign ownership in the licensee's parent in excess of
these percentages. Under current policies, the FCC has granted these
authorizations where the applicant does not control monopoly or bottleneck
facilities and the foreign owners are citizens of countries that are members of
the World Trade Organization or provide equivalent competitive opportunities to
United States citizens.

We may, in the future, be required to seek FCC approval if foreign
ownership of our stock exceeds the thresholds mentioned above. Failure to comply
with these policies could result in an order to divest the offending foreign
ownership, fines, denial of license renewal, and/or license revocation
proceedings against the licensee by the FCC. We have no knowledge of any present
foreign ownership which would result in a violation of the FCC rules and
regulations.

FOREIGN REGULATIONS

Regulatory schemes in countries in which we may seek to provide our
satellite-delivered data communications services may impose impediments on our
operations. Some countries in which we operate or intend to operate have
telecommunications laws and regulations that do not currently contemplate
technical advances in telecommunications technology like Internet/intranet
transmission by satellite. We cannot assure you that the present regulatory
environment in any of those countries will not be changed in a manner, which may
have a material adverse impact on our business. Either we or our local sales
representatives typically must obtain authorization for each country in which we
provide our satellite-delivered data communications services. Although we
believe that we or our local sales representatives will be able to obtain the
requisite licenses and approvals from the countries in which we intend to

10
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provide products and services, the regulatory schemes in each country are
different, and thus there may be instances of noncompliance of which we are not
aware. Although we believe these regulatory schemes will not prevent us from
pursuing our business plan, we cannot assure you that our licenses and approvals
are or will remain sufficient in the view of foreign regulatory authorities. In
addition, we cannot assure you that necessary licenses and approvals will be
granted on a timely basis, or at all, in all jurisdictions in which we wish to
offer our products and services or that the applicable restrictions will not be
unduly burdensome.

REGULATION OF THE INTERNET

Our Internet operations (other than the operation of a teleport) are
not currently subject to direct government regulation in the United States or
most other countries, and there are currently few laws or regulations directly
applicable to access to or commerce on the Internet. However, due to the
increasing popularity and use of the Internet it is possible that a number of
laws and regulations may be adopted at the local, national or international
levels with respect to the Internet, covering issues like user privacy and
expression, pricing of products and services, taxation, advertising,
intellectual property rights, information security, or the convergence of
traditional communication services with Internet communications.

We anticipate that a substantial portion of our, or NetSat's, Internet
operations will be carried out in countries which may impose greater regulation
of the content of information coming into their country than that which is
generally applicable in the United States. Examples of this include privacy
regulations in Europe and content restrictions in countries, such as the
Republic of China. To the extent that we provide content as a part of our
Internet services, it will be subject to laws regulating content. Moreover, the
adoption of laws or regulations may decrease the growth of the Internet, which
could in turn decrease the demand for our Internet services, or increase our
cost of doing business or otherwise negatively affect our business. In addition,
the applicability to the Internet of existing laws governing issues including
property ownership, copyrights and other intellectual property issues, taxation,
libel and personal privacy is uncertain. The vast majority of these laws were
adopted prior to the advent of the Internet and related technologies and, as a
result, do not contemplate or address the unique issues of the Internet and
related technologies. Changes to these laws

intended to address these issues, including some recently proposed changes,
could create uncertainty in the marketplace. These changes could reduce demand
for our products and services or could increase our cost of doing business as a
result of costs of litigation or increased product development costs.

TELECOMMUNICATIONS TAXATION, SUPPORT REQUIREMENTS, AND ACCESS CHARGES

All telecommunications carriers providing domestic services in the
United States are required to contribute a portion of their gross revenues for
the support of universal telecommunications services. Some telecommunications
services are subject to special taxation and to contribution requirements to
support services to special groups, like persons with disabilities. At present,
Globecomm is subject to the requirements for support of such special groups;
NetSat's operations are presently deemed not subject to such requirements. Our
services may be subject to new or increased taxes and contribution requirements
that could affect our profitability, particularly if we are not able to pass
them through to customers for either competitive or regulatory reasons.

11
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Internet services are currently exempt from charges that long distance
telephone companies pay for access to the networks of local telephone companies
in the United States. Efforts have been made from time to time, and may be made
in the future, to eliminate this exemption. If these access charges are imposed
on telephone lines used to reach ISPs, and/or if flat rate telephone services
for Internet access are eliminated or curtailed, the cost to customers who
access our satellite facilities using telephone company-provided facilities
could increase to an extent that could discourage the demand for our services.
Likewise, the demand for our services in other countries may be affected by the
availability and cost of local telephone or other telecommunications facilities
to reach our facilities or the facilities of our customers.

EXPORT OF TELECOMMUNICATIONS EQUIPMENT

The sale of our ground segment systems, networks, and communications
service solutions outside the United States is subject to compliance with the
regulations of the United States Export Administration Regulations. The absence
of comparable restrictions on competitors in other countries may adversely
affect our competitive position. In addition, in order to ship our products or
implement our services into some countries, these products or services must
satisfy the technical requirements of the particular country. If we were unable
to comply with these requirements with respect to a significant quantity of our
products, our sales in those countries could be restricted, which could have a
material adverse effect on our business, financial condition and results of
operations.

EMPLOYEES

As of June 30, 2003, we had 176 full-time employees, including 82 in
engineering and program management, 46 in the manufacturing, operations support,
and network operations, 15 in sales and marketing, and 33 in management and
administration. Our employees are not covered by any collective-bargaining
agreements. We believe that our relations with our employees are good.

ITEM 2. PROPERTIES

We own a facility containing approximately 122,000 square feet of space
on approximately seven acres located at 45 Oser Avenue, Hauppauge, New York.
This facility houses our principal offices and production facilities, as well as
the offices and the network operations center of NetSat. We are in the fourth
year of a five-year lease at a base monthly rent of approximately $3,800 for
office and operations facilities for our wholly-owned subsidiary, Globecomm
Systems Europe Limited, in the United Kingdom. In addition, we have a lease for
office space in Hong Kong at a monthly rental fee of approximately $1,900 and
another lease for office space in Dubail at a monthly rental fee of approximately
$1,600.

ITEM 3. LEGAL PROCEEDINGS

On August 6, 2002, we issued a notice of termination to a major
customer in the Middle East for failure to pay for services rendered, and
included a demand for full payment of the past due balance and specified
liquidated damages for early termination. The customer responded by issuing its
own notice of termination claiming certain breaches of the contract by NetSat,
which claims we denied. The contract required settlement of disputes by
arbitration to be held in New York and we initiated the arbitration process in
December 2002. After an arbitrator was appointed and a proposed schedule for the
arbitration was set, NetSat and the customer entered into a confidential
settlement agreement. The customer has paid NetSat $2.0 million under the
settlement ($1.0 million in both June and July 2003) and the arbitration
proceeding was dismissed.

12



Edgar Filing: GLOBECOMM SYSTEMS INC - Form 10-K

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

None

PART IT
ITEM 5. MARKET FOR REGISTRANT'S COMMON STOCK AND RELATED STOCKHOLDER MATTERS
Our common stock is quoted on the Nasdag National Market under the

symbol "GCOM." The fiscal 2003 and 2002 high and low sales prices are as
follows:

HIGH LOW

2003

Quarter ended September 30, 2002..........0000.... $5.70 $2.40
Quarter ended December 31, 2002.......cc0iiueunnenn. 4.75 2.60
Quarter ended March 31, 2003..... .t 3.99 2.34
Quarter ended June 30, 2003. ...ttt it innennnnn 4.25 2.45
2002

Quarter ended September 30, 2001................. 7.34 4.90
Quarter ended December 31, 2001........00cuiuiunn.n 6.49 3.81
Quarter ended March 31, 2002..... .t 8.40 4.85
Quarter ended June 30, 2002. ...ttt iiennennnnn 7.15 3.16

At September 26, 2003, there were approximately 3,300 stockholders of
record of our common stock, as shown in the records of our transfer agent.

At the close of the Nasdag National Market on September 26, 2003, our
market price per share was $3.35.

As of June 30, 2003, we had not declared or paid dividends on our
common stock since inception and we do not expect to pay dividends in the

foreseeable future.

The table below sets forth securities we have authorized for issuance
under our equity compensation plans.

EQUITY COMPENSATION PLAN INFORMATION AS OF JUNE 30, 2003

NUMBER OF
SECURITIES TO BE WEIGHTED-AVERAGE
ISSUED UPON EXERCISE EXERCISE PRICE
OF OUTSTANDING OF OUTSTANDING
OPTIONS, WARRANTS OPTIONS, WARRANTS
PLAN CATEGORY AND RIGHTS AND RIGHTS
(A) (B)

Equity compensation plan approved

13
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by security holders.......... 3,127,432 $ 7.51
Equity compensation plans not

approved by security holders. 863,468 $ 11.16

Total..veeiiiiiiiinnnn. 3,990,900 $ 8.30

The equity compensation plans, authorized for issuance that were
adopted without the approval of the security holders, relate to outstanding
warrants. During November 1996, we issued ten-year warrants, to five consultants
to purchase an aggregate of 64,125 shares of common stock at a price per share
of $8.07, in consideration for services rendered. During the fiscal year ended
June 30, 2001, we issued five-year warrants, in connection with the purchase of
minority interests in NetSat, to purchase an aggregate of 807,643 shares of
common stock at a price per share of $11.375.

10

ITEM 6. SELECTED FINANCIAL DATA

Our selected consolidated financial data as of and for each of the five
years in the periods ended June 30, have been derived from our audited
consolidated financial statements. EBITDA represents loss before minority
interests in operations of our consolidated subsidiary, interest income,
interest expense, provision for income taxes, depreciation and amortization
expense, a gain on the sale of consolidated subsidiary's common stock and a gain
on sale of investment. EBITDA does not represent cash flows defined by
accounting principles generally accepted in the United States and does not
necessarily indicate that our cash flows are sufficient to fund all of our cash
needs. We disclose EBITDA since it is a financial measure commonly used in our
industry. EBITDA is not meant to be considered a substitute or replacement for
net loss as prepared in accordance with accounting principles generally accepted
in the United States. EBITDA may not be comparable to other similarly titled
measures of other companies. We record an order in backlog when we receive a
firm contract or purchase order, which identifies product quantities, sales
price, service dates and delivery dates. Backlog represents the amount of
unrecorded revenue on undelivered orders and services to be provided and a
percentage of revenues from sales of products that have been shipped where
installation has not been completed and final acceptance has not been received
from the customer. Our backlog at any given time is not necessarily indicative
of future period revenues. Certain balances in the prior years have been
reclassified to conform to the current year presentation.

11

SELECTED FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE DATA)

YEARS ENDED JUNE

STATEMENTS OF OPERATIONS DATA:

14
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Revenues from ground segment systems,

networks and enterprise solutions..............

Revenues from data communications

SV @ =

TOLAl FOVENUES . i ittt ettt et e ettt eeeeeeeeeeannns

Costs and operating expenses:
Costs from ground segment systems,

networks and enterprise solutions............

Costs from data communications

S v Y
Selling and marketing..........otiiiiiennn..
Research and development.........cooiiieeeennnn.
General and administrative............... .. ....
Terminated acquisition costs.............o...
Asset impairment charge.............c. ...,
Restructuring charge....... ...

Total costs and operating expenses...............

Loss from operations. ......ou it iiiin e eennnenns

Other income (expense):

Interest 1ncCoOmMEe. ...t ittt ittt et
Interest eXPenNSe. . v i ittt ittt ittt

Gain on sale of consolidated

subsidiary's common stock...........ccoii...
Gain on sale of investment.....................

Loss before income taxes and minority
interests in operations of consolidated

SUDSIdiary e et ittt et e e e e e e e e e
Provision for income taxes.........iiiiiiiinnnnn..

Loss before minority interests in

operations of consolidated subsidiary..........

Minority interests in operations of

consolidated subsidiary.......c.oeiiiiieeeennn.

A LS A I = P

Basic and diluted net loss per common

Weighted-average shares used in the
calculation of basic and diluted net

loss per common share..........oeiieeneeeeennnn

12

$ 40,125 $ 64,101 s 78,744
13,903 22,478 24,170
54,028 86,579 102, 914
39,447 57,083 70,907
17,796 26,705 22,661

6,042 6,735 7,235
800 1,185 850
9,423 11,970 9,822
- 237 2,857

- - 1,950
73,508 103,915 116,282
(19, 480) (17,336) (13,368
422 1,030 3,194
(539) (957) (6,579

— — 304
(19,597) (17,263) (16,449
- - (1,600
(19,597) (17,263) (18,049
— — (650

$(19,597) $  (17,263) $ (18,699

$  (1.56) $ (1.36) $  (1.55
12,565 12,707 12,060
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OTHER OPERATING DATA:

NEet 108 S ittt ittt ittt ettt eeeeee ettt
Other expense (1NCOME) . v v v i ittt ittt et eeeeeenn

Minority interest in operations of consolidated

SUDSIdiary e et ittt et e e e e e e e e e e
Provision for income taxes.........c.cciiiiiininnnn.
Depreciation and amortization....................

]

Cash flows used in operating activities..........
Cash flows used in investing activities..........

Cash flows (used in) provided by

financing activities...... ...

Capital expenditures, net of non-cash

capital lease expenditures...........oeeeeenn..
Backlog at end of year. .. ..ttt ittt

BALANCE SHEET DATA:

Cash and cash equivalents.........iiiiiiene..
Working capital. ... ..t iin ittt it
Total @SSeL S ittt ittt ittt ettt it
Long-term liabilities........iiiiiiiiieiinnnnn..

Minority interests in consolidated

SUDSIdiary e et ittt et e e e e e e e e e

Series A participating preferred stock of

consolidated subsidiary.......c.c.oiiiiieeennnn.
Total stockholders' equity.......ccoiiiiiennnn..

YEARS ENDED JUNE 3

2003 2002 2001
$(19,597) $  (17,263) $ (18,699
117 (73) 3,081

— — 650

— - 1,600

3,532 3,661 7,229
$(15,948) $  (13,675) $ (6,139
(14,714) (2,942) (11,823
(1,712) (2,387) (7,446
(310) (1,018) (982
1,732 1,687 5,350
58,006 80,269 101,013
JUNE 30,

2003 2002 2001

$ 22,016 $ 38,708 $ 45,03
22,040 43,702 60, 39
70, 344 100,297 124,99
1,303 12,693 13, 44
47,437 67,040 85, 14

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS

You should read the following discussion of our financial condition and
results of operations with the consolidated financial statements and related

notes included elsewhere in this Annual Report on Form 10-K.
contains, in addition to historical information,

This discussion
forward-looking statements,

within the meaning of the Private Securities Litigation Reform Act of 1995,

based on our current expectations, assumptions,

forward-looking statements involve risks and uncertainties.
could differ materially from those anticipated in these forward-looking
statements as a result of certain factors, such as,

among others,

estimates and projections. These
Our actual results

uncertain

demand for our services and products due to economic and industry-specific
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conditions, the risks associated with operating in international markets and our
dependence on a limited number of contracts for a high percentage of our
revenues. These risks and others are more fully described in the "Risk Factors"
section and elsewhere in this Annual Report on Form 10-K. We undertake no
obligation to update publicly any forward-looking statements for any reason,
even if new information becomes available or other events occur in the future.

OVERVIEW

Since our inception, a majority of our revenues have been generated by
ground segment systems, networks and enterprise solutions business. Contracts
for these ground segment systems and networks and communications services have
been fixed-price contracts in a majority of cases. Profitability of such
contracts is subject to inherent uncertainties as to the cost of performance. In
addition to possible errors or omissions in making initial estimates, cost
overruns may be incurred as a result of unforeseen obstacles, including both
physical conditions and unexpected problems encountered in engineering design
and testing. Since our business is frequently concentrated in a limited number
of large contracts, a significant cost overrun on any contract could have a
material adverse effect on our business, financial condition and results of
operations.

13

Contract costs generally include purchased material, direct labor,
overhead and other direct costs. Anticipated contract losses are recognized in
the period identified. Costs from ground segment systems, networks and
enterprise solutions consist primarily of the costs of purchased materials
(including shipping and handling costs), direct labor and related overhead
expenses, project-related travel and living costs and subcontractor salaries.
Costs from data communications services consist primarily of satellite space
segment charges, Internet connectivity fees and network operations expenses.
Satellite space segment charges consist of the costs associated with obtaining
satellite bandwidth (the measure of capacity) used in the transmission of
services to and from the satellite leased from operators. Network operations
expenses consist primarily of costs associated with the operation of the network
operations center on a twenty-four hour a day, seven day a week basis, including
personnel and related costs and depreciation. Selling and marketing expenses
consist primarily of salaries, travel and living costs for sales and marketing
personnel. Research and development expenses consist primarily of salaries and
related overhead expenses. General and administrative expenses consist of
expenses associated with our management, finance, contract and administrative
functions.

Our business has been adversely affected by the current global economic
slowdown and, in particular, the significant challenges facing the
telecommunications industry worldwide. These challenges include excess bandwidth
resulting from weak consumer and business demand, which has fallen far short of
expectations, and the attendant financial distress facing both traditional
telecommunication carriers and the new generation of competitive local exchange
carriers. Moreover, as a result of the uncertainties facing the economy,
corporations have seriously restricted their capital expenditures. The reduction
in demand has been accompanied by significant pricing pressures and intensifying
competition, while the financial difficulties of industry participants and
customers have created risks associated with collectibility of accounts
receivable. During fiscal 2003, we experienced a decline in bookings of contract
orders as customers and prospects delayed projects. These negative trends may
continue to impact our business and prospects in the future.

CRITICAL ACCOUNTING POLICIES
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Certain of our accounting policies require judgment by management in
selecting the appropriate assumptions for calculating financial estimates. By
their nature, these judgments are subject to an inherent degree of uncertainty.
These judgments are based on our historical experience, terms of existing
contracts, our observance of trends in the industry, information provided by our
customers, and information available from other outside sources, as appropriate.
Actual results may differ from these judgments under different assumptions or
conditions. Our accounting policies that require management to apply significant
judgment include:

REVENUE RECOGNITION

We recognize revenue in accordance with Staff Accounting Bulletin No.
101 ("SAB 101"), Revenue Recognition in Financial Statements, for our
production-type contracts that are sold separately as standard satellite ground
segment systems when persuasive evidence of an arrangement exists, the selling
price is fixed or determinable, collectibility is reasonably assured, delivery
has occurred and the contractual performance specifications have been met. Our
standard satellite ground segment systems produced in connection with these
contracts is typically short-term (less than twelve months in term) and
manufactured using a standard modular production process. Such systems require
less engineering, drafting and design efforts than our long-term complex
production-type projects. Revenue is recognized on our standard satellite ground
segment systems upon shipment and acceptance of factory performance testing
which is when title transfers to the customer. The amount of revenues recorded
on each standard production-type contract is reduced by the customer's
contractual holdback amount, which typically requires 10% to 30% of the contract
value to be retained by the customer until installation and final acceptance is
complete. The customer generally becomes obligated to pay 70% to 90% of the
contract value upon shipment and acceptance of factory performance testing.
Installation is not deemed to be essential to the functionality of the system
since installation does not require significant changes to the features or
capabilities of the equipment, does not require complex software integration and
interfacing and we have not experienced any difficulties installing such
equipment. In addition, the customer or other third party vendors can install
the equipment. The estimated relative fair value of the installation services is
determined by management, which is typically less than the customer's
contractual holdback percentage. If the holdback is less than the fair value of
installation, we will defer recognition of revenues, determined on a
contract-by-contract basis equal to the fair value of the installation services.
Payments received in advance by customers are deferred until shipment and are
presented as deferred revenues.

We recognize revenue using the percentage-of-completion method of
accounting upon the achievement of certain contractual milestones in accordance
with Statement of Position 81-1, Accounting for Performance of Construction-Type
and Certain Production-Type Contracts, for our non-standard, complex
production-type contracts for the production of satellite ground segment systems
and equipment that are generally integrated into the customers' satellite ground
segment network. The equipment and systems produced in connection with these
contracts are typically long-term (in excess of twelve months in term) and
require significant customer-specific engineering, drafting and design effort in
order to effectively integrate all of the customizable earth station equipment
into the customers' ground segment network. These contracts generally have
larger contract values, greater economic risks and substantive

14

specific contractual performance requirements due to the engineering and design
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complexity of such systems and related equipment. Progress payments received in
advance by customers are netted against the inventories balance.

Revenues from data communications services are derived primarily from
Internet access service fees. Service revenues from Internet access are
recognized ratably over the period in which services are provided. Payments
received in advance of providing Internet access services are deferred until the
period such services are provided and are presented as deferred revenues.

COSTS FROM GROUND SEGMENT SYSTEMS, NETWORKS AND ENTERPRISE SOLUTIONS

Costs related to our production-type contracts and our non-standard,
complex production-type contracts rely on estimates based on total expected
contract costs. We use reasonable, dependable estimates of the costs applicable
to various elements. Since these contract costs depend on estimates, which are
assessed continually during the term of these contracts, costs are subject to
revisions as the contract progresses to completion. Revision in cost estimates
are reflected in the period in which they become known. In the event an estimate
indicates that a loss will be incurred at completion, we record the costs in the
period identified.

GOODWILL

Goodwill represents the excess of the purchase price over the fair
value of the net assets acquired primarily from the buyback of the minority
interests of NetSat. Beginning in the fiscal year ended June 30, 2002 with our
adoption of SFAS No. 142, Goodwill and Other Intangible Assets, goodwill and
other indefinite life intangible assets are no longer being amortized, but
instead tested for impairment at least annually.

In assessing goodwill, we must make assumptions regarding the estimated
future cash flows and other factors to determine the fair value of our reporting
units. Future events could cause us to conclude that impairment indicators exist
and that the goodwill associated with NetSat is impaired. Any resulting
impairment could have a material adverse effect on our financial condition and
results of operations.

ALLOWANCES FOR DOUBTFUL ACCOUNTS

We maintain allowances for doubtful accounts for estimated losses
resulting from the inability of our customers to make required payments. We
assess the customer's ability to pay based on a number of factors, including our
past transaction history with the customer and the credit worthiness of the
customer. An assessment of the inherent risks in conducting our business with
foreign customers is also made since a significant portion of our revenues is
international. Management specifically analyzes accounts receivable, historical
bad debts, customer concentrations, customer credit-worthiness and current
economic trends. If the financial condition of our customers were to deteriorate
in the future, resulting in an impairment of their ability to make payments,
additional allowances may be required.

INVENTORIES

Inventories consist primarily of work-in-progress from costs incurred
in connection with specific customer contracts, which are stated at the lower of
cost or market value. In assessing the realizability of inventories, we are
required to make estimates of the total contract costs based on the various
elements of the work-in-progress. It is possible that changes to these estimates
could cause a reduction in the net realizable value of our inventories.

STOCK-BASED COMPENSATION
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We currently measure compensation expense for stock option grants using
the intrinsic value method prescribed in Accounting Principles Board Opinion No.
25, Accounting for Stock Issued to Employees. Under this method, we do not
record compensation expense when stock options are granted as long as the
exercise price is not less than the fair market value of the stock when the
option is granted. In accordance with SFAS No. 123, Accounting for Stock-Based
Compensation, and SFAS No. 148, Accounting for Stock-Based Compensation -
Transition and Disclosure, we disclose our pro-forma net loss and pro-forma net
loss per common share as if the fair value-based method had been applied in
measuring compensation expense for our stock option grants.

15

RESULTS OF OPERATIONS
FISCAL YEARS ENDED JUNE 30, 2003 AND 2002

Revenues from Ground Segment Systems, Networks and Enterprise
Solutions. Revenues from ground segment systems, networks and enterprise
solutions decreased by $24.0 million, or 37.4% to $40.1 million for the fiscal
year ended June 30, 2003 from $64.1 million for the fiscal year ended June 30,
2002. The decrease related to a decrease in shipment and/or completion of
contracts as a result of a decline in bookings of contract orders due to the
continued uncertainty surrounding the global economic slowdown in the
telecommunications industry, resulting in customers and prospects continuing to
delay projects.

Revenues from Data Communications Services. Revenues from data
communications services decreased by $8.6 million, or 38.1% to $13.9 million for
the fiscal year ended June 30, 2003 from $22.5 million for the fiscal year ended
June 30, 2002. The decrease reflected changes in market conditions, including
the global economic slowdown in the telecommunications industry, pricing
pressures in the marketplace and penetration of fiber into areas where we have
traditionally provided services, coupled with the termination of services from
our largest Middle East customer in August 2002. During February 2003 and
October 2002, pursuant to agreements reached with two of our vendors, we
assigned contracts with future revenues of $35.8 million, which reduced our
monthly recurring revenues by approximately $0.4 million.

Costs from Ground Segment Systems, Networks and Enterprise Solutions.
Costs from ground segment systems, networks and enterprise solutions decreased
by $17.6 million, or 30.9%, to $39.4 million for the fiscal year ended June 30,
2003 from $57.1 million for the fiscal year ended June 30, 2002. The decrease is
attributable to a lower revenue base. Costs as a percentage of related revenues
increased to 98.3% for the fiscal year ended June 30, 2003 from 89.1% for the
fiscal year ended June 30, 2002. The increase was mainly attributable to
competitive margin pressure and a $4.4 million charge, principally in the fourth
quarter, related to a major customer for costs to complete certain contracts.

Costs from Data Communications Services. Costs from data communications
services decreased by $8.9 million, or 33.4%, to $17.8 million for the fiscal
year ended June 30, 2003 from $26.7 million for the fiscal year ended June 30,
2002. Costs as a percentage of related revenues increased to 128.0% for the
fiscal year ended June 30, 2003 from 118.8% for the fiscal year ended June 30,
2002. The decrease in costs was primarily due to agreements reached with two of
our vendors during February 2003 and October 2002, in which we significantly
reduced our space segment transponder costs and obligations. These agreements
will continue to reduce our future monthly space segment costs. The increase as
a percentage of related revenue was due to a lower revenue base resulting from
the termination of services from our largest Middle East customer in August
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2002, the assignment of $35